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<> . THE CONDITIONS OF EXPANSION’ 
By SUMNER H. SLICHTER 


I 


In 1940, output per man-hour in American nonagricultural industries 
was roughly double that of 1920. In few periods of history has capacity 
to produce goods grown more rapidly than in the last twenty years. The 
industrial research staffs of American business in 1940 were nine times 
as large as in 1920, and so also were expenditures on research. At no 
time in the country’ s history had its capacity to increase production 
been so great. And yet the community which possessed this unparalleled 
productive capacity to improve methods and products did not glory in 
its strength. It was perplexed and baffled. Instead of looking forward 
confidently to achieving ever rising standards of living, it dreaded the 
future. It asked whether investment opportunities were becoming per- 

ianently insufficient, whether the rules for achieving prosperity were 
undergoing fundamental changes, whether new conditions were making 
s economic institutions no longer workable. 
This sense of doubt and inadequacy did not exist, in the United States 
‘ least, before 1929. It was created by the depression and by the dis- 
pointing recovery. The great national effort required by the war may 
rove to be precisely what is needed to restore the country’s faith in its 
pacity to master great problems. Nevertheless, the task of winning 

e peace requires that we face frankly the questions raised by the de- 

ession and the disappointing recovery. Is it true that new conditions— 

e decline in geographical expansion, the drop in population growth, 

aifts in economic and political power, and changes:in public policy— 
, re radically altering the problem of maintaining employment, so that 
ians for the post-war world must envisage important changes in policies — 
„d institutions? The thesis of these remarks i is that the answer to this 
estion is a qualified Yes. 







* Presidential address delivered at the Patyiourties 
onomic Association, New York City¢ December PN 1. 
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Since the questions under consideration were first raised in this 
country by the disappointing recovery from the depression, it is con- 
venient to begin our survey by a brief examination of some of the 
circumstances affecting recovery. 

Whatever may be the ultimate effects of the decline in geographical 
expansion or the drop in the growth of population, neither of these 
Influences appears to explain the depression or the disappointing re- 
covery. Of course, it would have helped had there béen another eS 
sippi Valley to develop. But no sudden change occurred in the state of 
our natural resources between the twenties and the thirties. Further- 
more, older and more developed countries experienced a milder depres- 
sion and recovered more completely.” As for the spectacular drop in the 
rate of population growth between the twenties and the thirties, evidence 
is lacking that it produced either an unfavorable shift in the consump- 
tion function or an unfavorable change in the slope of the function. 
Indeed, the number of non-employed persons per member of the work- 
ing force has shown no appreciable change in forty years.” The possi- 
bility that drop in the population growth might have retarded expansion 
by limiting the opportunity to widen capital is excluded partly by the fact 
that the increase in the number of families dropped only slightly, and 
partly by the.large and persistent unemployment which characterized 
the period. As far as the labor supply was concerned, ample opportunity 
to widen capital existed. 

TII 


To a considerable extent the depression and the unsatisfactory re- 
covery are explained by conditions which do not reflect permanent 
changes in the economic environment. Failure of banks was probably 
the most important single influence in making the depression more 
severe in the United States than in most other countries. No one would 
contend, however, that the vulnerability of our banking system to 
depression was a necessary or permanent condition. The very severity 
of the depression and the bank failures which accompanied it were them- 
selves major impediments to recovery. Consider their effect in diminish- 
ing the fortunes of thousands of local capitalists and in making these 
men reluctant to risk the remainder of théir resources. Small local 


2 By 1936, when 20 out of 23 countries reporting industrial production to the League 
of Nations had surpassed the output of 1929, industrial production in the United 
States was still 7 per cent below 1929. This country was in twenty-first place out of 
23 countries in recovery from 1929; The industrial production in the United Kingdom 
in 1936 was 15.8 per cent above 1929; in Sweden, 35.0 per cent; in Finland, 39.0 per 
cent; in Denmark, 30.0 per cent; in Hungary, 18.4 per cent. 


—~ = The number of non-employed for every gainfully employed worker has changed 
as follows: 1900,,2.61; 1910, 2.41; 1920, 2.54; 1930, 2.51; 1940, 2.50. 
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capitalists have always been an important dynamic influence in the 
economy.* The bank ‘failures and other special circumstances were also 
largely responsible for the great amount of distress housing which hung 
over the market until 1937. This prolonged the depression in residential 
building long after the rest of the economy had revived. In the absence 


“Some indirect evidence of the effect of the depression upon local capitalists is 
provided by the income tax returns. For example, if one compares the volume of income 
after taxes in 1931 and 1935, two years in which the national income was about 55 
billion dollars, one fifids that incomes of $25,000 or more in the former year totaled 
4.9 bilhon dollars, and in the latter, 1.5 billion dollars, or 21.9 per cent less. (Imre de 
Vegh; “Savings, Investment, and Consumption,” Am. Econ. Rev, Suppl, vol. xxx, 
Feb., 1941, p. 238.) These figures do not allow for capital gains and losses. Since the 
year 1931 was one in which capital losses were large, the realized incomes of over p 
$25,000 before capital losses in 1931 were undoubtedly considerably more than 1.9 billion 
dollars. 

An impediment to recovery after 1933 that has been neglected is the scarcity of 
business savings. The principal source of venture capital always has been the plowed-back 
earnings of business enterprises. These have always been the spearhead of expansion, the 
prerequisite for drawing in funds from the outside. Although individual corporations 
were able to save, corporations as a whole had no savings in the entire period from 1929 to 
1939. And between 1935 and 1938, dividend disbursements exceeded earnings by a billion a 
year. 

Corporations failed to save in- the main because during the twenties they had 
established high dividend rates which they were attempting to restore. The disburse- 
ments of dividends’ were encouraged in 1936 and 1937 by the undistributed profits tax. 
Of course, enterprises had depreciation allowances, but there were severe demands upon 
these because of the postponed maintenance from the worst years of the depression. 
Even when allowance is made for funds from depreciation allowances, the amounts 
available for reinvestment by corporations in 1935 arid 1936 were far smaller than in 
1923, when the national income was comparable in amount. In 1923, undistributed 
profits and depreciation of non-financial corporations were 53 billion dollars. In 1935 
and 1936, undistributed profits, depreciation, and depletion were $2.0 billions and 
$2.7 billions respectively. (T.N.E.C., Hearings, Part 9, “Savings and Investment,” p. 
4039, Exhibit 582.) 

An important aspect of plowed-back earnings is that they are venture capital. They 
increase the equity of the business owners. Plowed-back earnings must be regarded as an 
even more important dynamic influence than the investments of the well-to-do. In the five 
years, 1922 to 1927, for example, business savings were 13.4 billion dollars. (S. Kuznets, 
National Income and Capital Formation, 1919-1935, p. 24.) Income of persons receiving 
more than $25,000 a year (after the payment of federal income taxes) in the same 
period was 21.9 billion dollars. (Imre de Vegh, loc. cit.) If we assume that half of the 
incomes above $25,000 were saved, the investment-seeking funds from this source in 
the period 1922 to 1927, were not quite 11 billion dollars. 

Many economists have regarded business savings as a deflationary influence. In 
periods of contraction they probably are. The view that they are always a deflationary 
influence overlooks the fact that expansion begins with the plowing back of earnings. 
This is a preliminary step to getting outside capital. This is why business savings con- 
stitute the spearhead of expansion. In order to judge the full effect of plowing back of 
earnings, one must allow for its contagious effect. An expansion or improvement by one 
competitor compels rivals to make investment in an attempt to hold their position. This 
involves a “multiplier” which is different from the consumption multiplier used by 
Keynes. The Keynesian multiplier is based upon the amount of additional consumption 
which will be induced by a given expansion of investment. The investment multiplier indi- 
cates the additional investment that will be directly induced by a-given expansion .of 
investment. . ° 
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of this distress housing, building construction in the period 1934 to 
1937 would undoubtedly have been two to three times the rate which 
prevailed. Since housing has always been the most important single out- 
let for investment-seeking funds, the persistence of the depression in 
housing was a main deterrent to recovery.® 

But conditions of a more permanent nature have influenced the re- 
covery. The depression produced, or at least greatly accelerated, shifts 
in economic and political power which are likely to be permanent and 
it enormously stimulated the making of economic polity by the govern- 
ment. These shifts in power and changes in public policy not only 
affected recovery from the depression, but altered the long-run problem 

a of giving employment. It is important to examine their influence. 


IV 


On the whole, the shift in economic and political power impeded re- 
covery. It did this in three principal ways. In the first place, the very 
fact that a great shift in power was going on created uncertainty con- 
cerning the long-term yield on capital and hence created an abnormal 
preference for short-term production plans. In this way, uncertainty 
narrowed investment opportunity and reduced temporarily the marginal 
return on capital.® 

In the second place, the shift in economic power altered in many 
plants the control of managements over labor costs and increased the 
difficulty of converting a rise of output into profits. It is instructive to 
compare the revival of profits after 1934 with the revival after 1921— 
two years in which national income was about 50 billion dollars. In 
1921, non-financial corporations had a deficit of 355 million dollars, 
in contrast with a profit of 884 million dollars in 1934. Between 1921 
and 1923, a rise of the national income of 17.2 billion dollars to a level 
of 70 billion dollars produced a 5.5 billion-dollar gain in the profits of 
non-financial corporations. Between 1934 and 1937, a slightly larger 


*Part of the difficulties in housing must be attributed to unsatisfactory financial instru- 
ments, particularly short-term second mortgages. 


° The extent to which the shifting of economic power and the imposition of new responsi- 
bilities upon business caused short-term plans to be preferred to long-term plans is 
roughly indicated by comparing for the two periods 1922-29 and 1933-39 expenditures 
on equipment in relation to expenditures on plant. Since expenditures on equipment are 
in large measure for replacement and expenditures on plant are in the main for the 
enlargement of capacity, the change in the relation between the two roughly illustrates 
the change in the importance of expenditures on long-run plans in relation to expenditures 
on current needs. Between 1922 and 1929, 81.3 cents were spent by business enterprises 
on plant for every dollar spent on equipment; between 1933 and 1939, only 44.5 
cents were spent on plant for every dollar spent on equipment. Between 1922 and 1929, 
expenditures on plant were 29,774 million dollars and on equipment 36,626 million 
dollars; between 1933 and 1939, expenditures on plant were 10,850 million dollars and 
on equipmente 24,155 million dollars. 


` 
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rise in the national income (21.1 billion dollars) to a level of 71.4 billion 
dollars produced a gain of 3 billion dollars in profits. When profits come 
hard, the disposition to venture is weak. 

The lesser success of enterprises in converting a rise of business into 
profits after 1933 than after 1921 is ‘explained by a variety of circum- 
stances, but very largely by the movements of labor efficiency and 
wages. Physical productivity per man-hour grew twice as fast after 1921 
as after 1933 or 1934, but wage rates went up twice as rapidly in the 
second period‘as in the first. These differences were not entirely com- 
pensated by price movements.’ 


V 


During the period when shifts in economic power and public policy 
substantially reduced the attractiveness of long-range plans, government 
fiscal policy was developing in ways that greatly reduced the marginal 
efficiency of capital and especially diminished the attractiveness of ven- 
tures involving considerable uncertainty and risk. To begin with, a large 
deficit in the regular budget persisted undiminished, except for one year, 


"Between 1921 and 1923, man-hour productivity in manufacturing increased 3.06 per 
cent per year as against 2.0 per cent between 1934 and 1937. In mineral industries it 
increased 7.1 per cent a year in the first period and 5.0 per cent in the second; in 
railroading, 4.3 per cent in the first period, and 3.8 per cent in the second. (S. Bell, 
Productivity, Wages, and National Income, pp. 269, 271, 274.) Hourly earnings in 
manufacturing increased 3.2 per cent between 1921 and 1923, according to the 
National Industrial Conference Board. Between 1934 and 1937, hourly earnings in 
manufacturing increased 15.7 per cent according to the U.S. Bureau of Labor Statistics, 
and 19.6 per cent according to the National Industrial Conference Board. 

In some respects it is more satisfactory to compare the period 1921 to 1926 with the 
period 1933 to 1937. In the first period man-hour productivity in manufacturing increased 
4.3 per cent a year as against 1.7 per cent in the second; in the mineral industries, it 
increased 8.0 per cent a year in the first period and 3.7 per cent in the second; in 
railroading, it increased 3.3 per cent per year in the first period and 3.0 per cent in 
the second. Between 1921 and 1926, hourly earnings in manufacturing rose 8.4 per cent; 
between 1933 and 1937, 40 per cent, 

In the case of electric light and power, productivity per man-hour apparently increased 
more rapidly following 1933 than following 1921—6.9 per cent a year between 1933 and 
1937, instead of 2.8 per cent a year as between 1921 and 1926. The actual difference was 
probably considerably less than the figures indicate because there was much more 
construction in the industry in 1926 than in 1937. Some of the construction is done by 
outside contractors whose employees are not counted as in the industry. Much of it, 
however, is done by employees of the utilities. As the construction is not counted as 
part of the product of the industry, the use of employees of the industry tends to reduce 
the output per man-hour. The changing proportion of employees working on non-current 
operations (together with the changing proportion engaged on maintenance and ,repairs 
as maintenance is now postponed and then accelerated) makes all figures on man-hour 
productivity more or less unreliable. In the case of comparisons between 1921-26 on 
the one hand, and 1933-37 on the other, the changes in construction and in maintenance 
policy probably cause the difference in increase in efficiency to appear to be less than it 
really was. 

Finished goods declined relative to raw materials in both recoveries e (as is usual) 
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in the face of a substantial rise in the national income and of large in- 
creases in taxes. Deficit financing is too new to be well understood. We 
are still in the stage of trying to find out why the course of events does 
not correspond to the theoretical models. Nevertheless, it is possible to 
see why deficit financing at the bést is an unreliable device and why it 
may do little good and may even impede an expansion of privately pro- 
duced income. Since the saving function is considerably more elastic 
relative to national income than the investment function, a relatively 
large deficit is necessary to raise the national income by a’small amount. 
But a deficit may cause the investment function to shift to the left, 
especially if it arouses the expectation of higher taxes and if the govern- 
„ ment has manifested a strong propensity to tax profits. In this event, all 

or nearly all of the stimulus of the deficit may be canceled. When 


but more so in the second recovery than in the first. The following are the indexes of 
wholesale prices of raw materials and finished goods: 


Vear Raw materials Finished Goods 
1921 88.3 103.3 
1922- %0 96.5 
1923 98.5 99.2 
1926 100.0 100.0 
1933 e 56.5 70.5 
1934 68.6 78.2 
1935 77.1 82.2 
1936 79.9 82.0 
1937 84.8 87.2 


A comparison of 1926 and 1937 is of interest. Output per man-hour in manufacturing in 
1937 was apparently 33.2 per cent above 1926, hourly earnings 22.4 per cent above 1926. 
Finished goods were slightly higher relative to raw materials than in 1926. Nevertheless, 
non-financial corporations made profits of only 3.8 billion dollars on sales of 108.4 billion 
dollars in 1937, as against profits of 5.8 billion dollars on sales of 106.2 billion dollars in 
1926—-a margin of 3.54 cents per dollar of sales in 1937 and of 5.44 cents in 1926. 


? Satisfactory information on the saving function is virtually impossible to obtain because 
the relation of consumption to income payments has been affected in recent years by 
changes in taxes and other conditions. These changes may or may not be permanent. Further 
changes appear to be ahead. At any rate, they indicate that attempts to deduce the saving 
function from time series are likely to have little significance for the future. Such in- 
formation as is available indicates that in the range between a national income of 60 
billion dollars and 80 billion dollars there is an increase of about 40 cents in saving for 
one dollar increase in income. Hence, a persistent deficit (or an increase in investment) of 
4 billion dollars is necessary to raise the national income by about 10 billion dollars. If 
the persistence of the deficit were to produce an unfavorable shift in the investment function 
sufficient to cut private investment from 7 billion dollars to 5.25 billion dollars (or 25 per 
cent) at a national income of 70 billion dollars, almost half the benefit of the deficit 
would be lost. A shift of even greater magnitude in the investment function might easily 
be produced by expectations of higher taxes. During the last decade deficits have been 
working most of the time against a sharply declining marginal propensity to spend or 
invest additional income, as the drop in the velocity of bank deposits outside New York 
from 28.0 in 1933 to 22.6 in 1939 and 21.6 in 1940 plainly indicates. Of course, the drop 
in the marginal propensity to spend must be attributed to a variety of causes, but one of 
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neither rising national income nor rising tax rates reduced the deficit, 
who could avoid concluding that substantially higher taxes were ahead, 
and that, in view of the record, they might fall in substantial measure 
on profits? , 

To the influence of the deficit in producing an unfavorable shift in 
the investment function must be added tax changes well designed to 
discourage innovations and experimentation and to reduce the attrac- 
tiveness of risky ventures. Between 1929 and 1936, the effective rate of 
the corporate income tax was virtually doubled.’ It is no answer to say 
that the tax is eventually shifted, because it is passed on only by re- 
stricting the volume of investment. And since corporate profits are 
produced in a large measure by innovation and experimentation, doub- ¢ 
ling the tax on corporate profits amounted to doubling the tax on innova- 
tion and experimentation. 

Some changes in tax laws were especially well designed to penalize 
chance-taking. The loss carry-over provision in the corporate income 
tax was limited to one year in 1932, abolished in 1933, and not restored 
until 1938. Capital losses, which had been fully deductible up to 1932, 
were deductible only to a very restricted degree throughout the entire 
critical period between 1932 and 1938. 

Similar changes on an even more drastic scale were made in indi- 
vidual income tax rates. Until 1932, the highest surtax rate was 20 
per cent, applicable on incomes over $100,000. In 1932 surtaxes were 
greatly raised. They were raised again in 1934 and 1936. Dividends 
from corporations were made subject to the normal tax in 1936. By 
1938, the normal tax and surtax took 35 per cent of additional income 
immediately above $50,000; 51 per cent immediately above $74,000; 
and 62 per cent immediately above $100,000. How drastically tax in- 
creases reduced the marginal returns on investments in equities by the 
persons who did the most saving is illustrated by the fact that by 1938 
a man with an income of $50,000 would need a yield of 8 per cent 
before his tax to obtain a return of 5.4 per cent. At the same time, the 
capital loss provisions of the income tax were modified to narrow greatly 
the opportunity to deduct capital losses.” In other words, the govern- 


them seems to have been a conjunction of persistent deficits with a disposition to increase 
those taxes which must directly limit the marginal efficiency of capital. 


° The base rate, which was 11 per cent in 1929, was raised to 12 per cent in 1930 and 
13.75 per cent in 1932. The consolidated return was abolished for all corporations except 
railroads in 1934, intercorporate dividends were taxed in 1935, a tax on undistributed profits 
was added in 1936, Other changes which increased the effective burden, such as abolition of 
the loss carry-over and restriction on credits for capital losses, are discussed below. The 
corporate income tax was further increased by substantial additions to the base rates in 1938 
and 1939, not to mention the subsequent increases required by the defense program. 


* Up to 1932 capital losses could be deducted in full for periods up to twg years. Above 
two years the taxpayer had the option of paying 12% per cent as a tax or deducting 1214 
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ment was greatly increasing the difficulty of adding to one’s capital by 
successful ventures and at the same time was severely limiting the possi- 
bility of charging unsuccessful ventures against successful ones. Can 
one imagine a better arrangement for encouraging investors to avoid 
venturesome commitments? 


VI 


What of the long-range outlook? If to shifts in economic and political 
power, which have already created difficult problems, i$ added a nar- 
rowed opportunity for extensive investment, does not the problem of 
providing employment become so formidable as to require great changes 
in policies and institutions? 

One may assert with reasonable confidence, I think, that the con- 
sumption function will slowly become more favorable to employment. 
For more than a generation the propensity to consume has been rising 
just about fast enough to prevent the increase in per capita incomes 
from causing a drop in the proportion of the national income currently 
consumed. It is noteworthy, however, that in the twenties, despite the 
rapid rise in per capita income, capital formation was relatively less 
than in the preceding decade—19.6 per cent of gross product as against 
22.8 per cent.” In the post-war world, the propensity to consume will 
be higher than in the twenties. Corporations will be hampered, as they 
have been for nearly a decade, in devoting part of their income to capital 


per cent as a loss. The act of 1932 greatly restricted the deduction of short-term losses and 
the act of 1934 restricted the deductions of all capital losses to the amount of capital gains 
plus $2,000. 

Mr. Alexander Sachs stresses the deterring effects in the act of 1938 of the disconnection 
between long-term and short-term gains and losses. If a long-term gain and a short-term 
loss are realized in the same year, the latter cannot be used to offset the former. Furthermore, 
if the short-term gain is not realized, the enterpriser is exposed to the danger that, in the 
event of the gain’s becoming a loss, it can be credited only to the extent of 15 per cent or 
20 per cent. 


“S. S. Kuznets, “Capital Formation, 1879-1938,” University of Pennsylvania Bicentennial 
Conference, p. 70. 

The real rise in the individual propensity to consume was considerably more than is 
indicated by the figures of gross capital formation. The change in individual propensities 
to consume cannot be inferred entirely from the proportion of output devoted to capital 
formation. In the twenties a considerable increase in public capital formation (roads and 
bridges) was financed by new taxes such as gasoline taxes. Such capital formation, of 
course, represents no increased disposition on the part of individuals to save. It may be 
thought that the proportion of income devoted to consumption was abnormally high in 
the twenties because of the making of purchases postponed during the war and the 
liquidation of Liberty Bonds for that purpose. This may have been true for the first 
several years of the decade. But annual figures on capital formation indicate that the pro- 
portion of output devoted to capital formation tended to decline between 1923 and 1929, 
despite a rise in per capita real income. 

Capital formation by corporations was facilitated by the fact that managements were 
not under pressure to restore previously high dividend rates and hence were fairly free to 
plow back a largt proportion of increased earnings. 


1942] SLICHTER: THE CONDITIONS OF EXPANSION 9 


formation by pressure from stockholders to maintain dividend rates.’? 
Post-war tax collections by the federal government will probably be at 
least twice pre-war. The additional amounts will be collected largely 
from the middle incomes.** Much of the saving of recent years has been 
temporary rather than permanent. “This is true of the saving repre- 
sented by premiums for life insurance, annuities, and pensions which 
in the main are intended to be consumed rather than to provide perma- 
nent sources of income. Benefit payments of life insurance companies 
are gradually catching up with their premium receipts and eventually 
the difference between the two will be little greater than the operating 
expenses of the companies.** 

Too much importance, however, must not be attached to prospective | 
changes in the consumption function. If there is a decline in the dis- 
position to take risks in order to increase capital, and a rise in the desire 
to avoid risks in order to conserve capital, a drop in thriftiness may be 
accompanied by a rise in unemployment.” The large shift in the con- 


2 It is not generally known that throughout the recovery until 1939 dividend disburse- 
ments each year exceeded corporate earnings by a billion dollars or more. 


3 Satisfactory data are not available for estimating how much a higher tax burden would 
reduce savings in the middle incomes. One may roughly estimate, however, that in the case 
of incomes from $10,000 to $50,000 a year every additional dollar taken in taxes will reduce 
the volume of saving by 25 to 50 cents. The higher taxes will tend also to affect the slope of 
the function, making less pronounced the rise in the volume of savings which accompanies 
a rise in income. It might appear that this change, while making the economy more 
responsive to any stimulus, would also make it more unstable. This tendency will be 
largely offset, however, by the spread of unemployment insurance. 


* Prior to 1929 the premiums of life insurance companies were increasing far faster than 
payments to policyholders. Between 1929 and 1940 the payments of life insurance companies 
to policyholders increased more than premium payments. Between 1929 and 1940 total 
premium income of life insurance companies increased from 3,350 million dollars to 3,944 
million dollars, or 594 million dollars. Payments to policyholders increased from 1,962 
million dollars to 2,681 million dollars, or 719 million dollars. (The Spectator Life Insurance 
Yearbook, 1935, pp. 414-15; and 1941, p. i.) 

The disposition to save in years immediately after the war will be affected by the extent 
to which individuals and business enterprises reduce their debts during the war. Reduction 
of private indebtedness will assist in financing the war, provided creditors put the proceeds 
into government bonds. Reduction in mortgage indebtedness and installment debts should 
be encouraged both to finance the war and to create the basis for a high level of con- 
sumption in the years after the war. 

A large rise in the price level during the war may have the net effect of raising the 
post-war propensity to save, because it will probably induce some attempts to restore the 
purchasing power of savings or of the income from savings. 


* This is simply one way of saying that a favorable shift in the consumption function 
may be offset by an unfavorable shift in the schedule of liquidity preference. The desire 
for security of principal will be satisfied to a considerable extent by holding idle cash in 
the event that venture capital is not sufficiently abundant to provide a satisfactory cushion 
for new fixed income securities. There are several elements in thriftiness and they may 
change in relative importance, The kind of thriftiness that does most good is that which is 
based upon an attempt to increase one’s capital. 

It is possible, of course, to have steadily increasing unemployment because of an 
insufficiency of savings. The annual increments of investment-seeking, funds may not be 
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sumption function in the United Kingdom between the pre-World War 
and the post-World War decades, as indicated by Colin Clark’s esti- 
mates, did not prevent the persistence of a large amount of unemploy- 
ment throughout the twenties. Too much attention has been paid by 
recent economic theory to mere changes i in the amount of thriftiness and 
too little to changes in the kind of thriftiness and to shifts in the pro- 
pensity to invest." 


VII , 


The effect of the drop in the rate of population growth upon invest- 
ment opportunity might seem to depend in the main upon how rapidly 
the marginal return on capital falls as capital per worker increases. 
” Except for the investigations of Douglas, little work has been done on 

this point. The problem, of course, is not how marginal efficiency of 
investment behaves under static conditions but how it behaves under 
the rate and kind of technological change and the price movements that 
may be expected to occur. It is highly probable (though not inevitable) 
that technological change will increase the amount of capital that each 
worker can advantageously manage because inventions consist largely 
of making apparatus more automatic and adding automatic attach- 
ments. Douglas estimates that an increase of 270 per cent in fixed capi- 
.tal per worker in manufacturing between 1899 and 1922 was accom- 
panied by a drop of 44 per cent in the marginal physical productivity 
of capital.** This is not a rapid drop and it occurred when technological , 
research was on a far smaller scale than it is now. It is interesting to 
observe that the drop in the marginal physical productivity of capital 
was accompanied by a large rise in interest rates.*° This contrast be- 
tween the movement of interest rates and the marginal physical pro- 
ductivity of capital suggests in how great measure the marginal return 


sufficient to provide plant and equipment necessary to enable the increment of workers to 
earn the prevailing scale of wages. 


* Colin Clark, National Income and Outlay, p. 185. 


" Liquidity preference appears to be sensitive to changes in investment opportunity. An 
improvement in the marginal efficiency of capital not only produces more investment under 
a given state of liquidity preference but also actually changes the state of liquidity pre- 
ference; that is, produces a shift in the schedule of liquidity preference. Likewise, a drop in 
the marginal efficiency of capital produces a rise in liquidity preference. Furthermore, a 
rise in liquidity preference produces a drop in the marginal efficiency of capital and hence 
a further rise in liquidity preference. Because the marginal efficiency of capital and the 
schedule of liquidity preference are not independent variables, a change in either one of them 
is more important in determining the capacity of the economy to expand than changes 
in the consumption function. 

P, H. Douglas, The Theory of Wages, pp. 121, 125, 130, and 146. 

** Macaulay’s index of the adjusted yield of railroad bonds rose from 3.182 in 1900 to 
5.168 in 1920. F. R. Macaulay, The Movements of Interest Rates, Bond Yields and Stock 
Prices in the United States Since 1856, pp. A 152, A 157. 
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on capital is determined by price trends and by expectations.” Of 
course, if the United States by any chance were able to arrange its 
affairs to permit the exportation of capital on a considerable scale in 
the post-war world, the problem of opportunities for extensive invest- 
ment would be a generation or two ir the future. 

Technological research is growing rapidly, as the ninefold increase 
in personnel in twenty years indicates, and it will undoubtedly con- 
tinue to grow rapidly. Indeed it must now be regarded as one of the 
most important instruments of economic adjustment. But even today 
there are only about 3,500 industrial research laboratories in the coun- 
try. Out of over 100 billion dollars of sales by corporations only 300 
million dollars goes into industrial research, or less than one-third of 
one per cent. Virtually half of all industrial research is done by four” 
industries—chemicals, petroleum, electrical apparatus, and electrical 
communications. In 1940, there were about 15,000 chemists in industry 
and about the same number of engineers, but only 2,000 physicists.” 
Some people believe that the present war will put the physicists into 
industry in much the same way that World War I put the chemists into 
industry. Private enterprise has never yet had to fate squarely the 
question of whether it is able to provide over the long term the amount 
of employment which the community expects. When it is confronted 
with this question, the expansion of industrial research may be consider- 
able. Likewise one may expect considerable expansion of “new product” 
departments charged with the responsibility of discovering opportuni- 
ties for new products and assisting in their development. Only a few 
concerns now possess such departments. Little has been attempted 
by public policy to make industrial research more easily available to 
small enterprises. All of this points to the conclusion that industrial 
research is in its infancy and that it offers a way of providing investment 
opportunities that will be far more important in the future than in 
the past. 

VILI 


By the end of the war, roughly one-third of the pay rolls of industry 
will be directly determined by collective bargaining. Wage rates in 


*7 As men were thrown out of work in the capital goods industries through failure of 
the increase in the working force to create opportunities for extensive investment, the 
unemployed would become available for employment in new plants and on new machines 
and thus would furnish opportunities for extensive investment. But the idle plant produced 
by the contraction of employment would limit the return on new investment and thus 
tend to discourage it. Whether or not unemployment produced extensive investment, 
therefore, would depend upon the terms on which the unemployed would accept work. They 
would need to be willing to accept employment at sufficiently below current rates to 
make new investment opportunities attractive despite the existence of idle plant and 
machines. 


a National Resources Planning Board, Research—a National Resource, vol. II, Industrial 
Research, pp. 176-77. e ° 
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many nonunion plants will be sensitive to changes in union scales. The 
marginal efficiency of capital depends, among other things, upon the 
control of management over costs. In the face of large and powerful 
labor organizations, will American business possess sufficient control 
over costs to maintain a high-mdrginal efficiency of capital? Or will 
unions keep investment opportunity limited by promptly converting 
any increase in demand for labor into higher wages?” 

Many economists believe that bargained changes in costs are bound 
to be completely translated into higher prices, so that changes in the 
general wage level produce solely price effects and not output or em- 
ployment effects. The relationship between bargained changes in costs 
and prices is undoubtedly the most important issue in the theory of 
employment. The conclusion that rises in costs are translated into 
higher prices so that the return on investments is not affected presup- 
poses, among other things, a self-contained economy. But even in a self- 
contained economy, the assumed relationship between costs and prices 
requires a theory of liquidity preference which is not convincing. It is 
assumed that higher wages reduce liquidity preference and that the 
shift in the schedule of liquidity preference so increases the volume of 
active deposits that prices rise in proportion to the advance in wages. 
All of this amounts to assuming that the volume of deposits held idle 
is a residual and that it is independent of the purchasing power of the 
idle deposits.” These assumptions are far from realistic. If general 
increases in the wage level cannot be counted on to produce offsetting 
increases in expenditures and prices, a rise in labor’s bargaining power 
will tend to reduce the marginal efficiency of capital.7* The resulting 


"In other words, will unions prevent any expansion of demand from producing more 
employment by causing it to produce higher wages? 

° Suppose that the first reaction of managements to a rise in costs were to advance prices 
in proportion. To sustain the higher price level the public would have to be willing to 
hold a smaller amount of real purchasing power in cash. It is not clear why a rise in prices 
should produce this result, except as higher prices reduce the purchasing power of incomes. 
This might produce some tendency to reduce idle deposits. But the drop in the purchasing 
power of money would also limit the decrease in idle deposits since the quantity of money 
which people desire to hold idle is presumably affected by its purchasing power. Equilibrium 
would eventually be reached at some point below the original volume of output and 
employment, but with money expenditures somewhat above the original level. In the 
above analysis, it is assumed that the demand for assets in the form of idle deposits is such 
that idle deposits drop as the purchasing power of money drops. It is possible, however, 
that a drop in the purchasing power of money will cause an increase in the number of dollars 
held idle, In that event an effort to pass on an increase in costs in the form of higher 
prices would produce an even greater drop in output and employment. 


**Tt is conceivable that wages might get so low and that such a large proportion of the 
national income might go to savings and such a small part to labor that further reductions 
in wages would cause more than a proportionate drop in total expenditures. As the 
increase in investment-seeking funds produced a drop in the marginal return on invest- 
ments, the proportion of money held idle would increase. Eventually it would increase so 
rapidly as more than to offset the effect of the drop in costs and prices upon the physical 
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unfavorable shift in the investment function is not offset within the 
usual range of national income by the favorable effect of the redistribu- 
tion upon the savings function. 

The problem which confronts the individual investor or the enterprise 
is not the effect of general increases in wages on prices, but the effect 
of the spredd of union organization upon the probable return from a 
particular investment. When one examines this matter, it is difficult 
to avoid the conclusion that large and powerful unions tend to reduce 
the marginal efficiency of capital. It is true that collective bargaining 
frequently raises plant efficiency by giving management better informa- 
tion about conditions and by giving representatives of the men an 
opportunity to point out mistakes of management. Nevertheless, power-, 
ful unions increase the likelihood that successful concerns will have to 
share their prosperity with the employees. Until recently there has been 
no offsetting protection against losses. The development of the policy of 
union-management coöperation during the last twenty years has in- 
teresting theoretical implications. Most of the codperative plans have 
been started in high-cost plants. They have been a way by which the 
workers in these plants tried to safeguard their jobs. If union-manage- 
ment coöperation were to become widespread in high-cost plants, it 
would go far to offset reduction in the marginal efficiency of capital 
produced by the encroachment of unions on the profits of the most 
successful concerns. For the time being, however, one must conclude 
that the spread of unionization tends to reduce the marginal return of 
capital. 

Are unions likely to reduce the return so seriously as to limit materially 
the capacity of the economy to expand? That is a possibility, but 
not a necessity, as the experience of the United Kingdom and Sweden 
shows. One may assert with confidence, I think, that even a large and 
powerful labor movement will be less harmful to expected returns on 
investments than the shift in power that has been going on since 1933.” 


volume of transactions. Hence two zones might be distinguished: one in which expenditures 
change proportionately less than changes in wages and in which wage increases are 
unfavorable to employment; and one in which expenditures change proportionately more 
than changes in wages and in which wage increases are favorable to employment. In the 
former zone, the usual one, the effect of wage changes on the investment function would not 
be offset by their effect upon the savings function; in the latter zone, the effect of 
Wage changes upon the investment function would be offset by their effect on the 
savings function. The latter zone would appear to be an unstable one because wage 
increases, by reducing unemployment, would produce more wage increases and because 
wage cuts, by producing more unemployment, would produce more wage cuts. As a 
matter of fact, wages in relation to prices apparently never get down into the zone of 
instability. 

* Such a period of shifting creates great uncertainty over the future of costs. In the 
face of such uncertainty managers may be more reluctant to make long-term commitments 
than they would be after unions are better established and strongerebue when economic 
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There is nothing fixed or inevitable about the way in which collective 
bargaining operates and the effects which it prodtices. I have in mind 
a case where union policy has reduced output per man-hour over 40 
per cent in seven years. I have in mind also a steel mill where the 
president recently said that he would not sell his plan of union- 
management codperation for a million dollars. Such are ‘the possible 
extremes. Management has it within its power to influence greatly the 
way in which collective bargaining operates. As managers become recon- 
ciled to the necessity of dealing with trade unions, they may be expected 
to be increasingly successful in gaining help on operating problems from 
unions. The effect of collective bargaining upon the marginal efficiency 
eof capital will also depend upon the willingness of employers to or- 
ganize. American employers have always been reluctant to organize 
for the purpose of dealing with labor. Most of their existing bargaining 
organizations are flimsy affairs with little discipline and meager re- 
sources. The success of collective bargaining in Sweden and the United 
Kingdom is largely attributable to the way in which the return on 
capital has been protected by large and powerful organizations of 
employers. 
IX i 
The readiness with which an economy translates the results of 
technological progress into new investment, the resistance which it 
shows to depression, and the ease with which it recovers depend in 
large measure upon the willingness of individual enterprises to increase 
their expenditures for equipment and for the development of new prod- 
ucts more or less regardless of the general business situation—-to step 
out in advance of other concerns and make commitments. In other 
words, it depends upon the relative attractiveness of venturesome and 
daring production plans in comparison with cautious production plans. 
The dynamic influence of venturesome production plans has been 
underrated in recent economic analysis, largely because the contagious 
effect of investment by one firm in compelling offsetting investments by 
rivals has received little attention. 
The government, through the way in which it raises its money, has 
wide discretion in determining the relative attractiveness of different 
types of production plans. This is especially true when the government 


power is no longer shifting. It is to be observed also that the large wage increases between 
1936 and 1937, when the hourly earnings of factory workers increased by 12 per cent, 
were not in the main directly produced by trade unions. In large measure they represented 
an unsuccessful effort on the part of employers to stop the`spread of labor unions. As a 
matter of fact, the wage increases seem to have stimulated the growth of unions by con- 
vincing the men that there was a lot of easy money around which they might get by 
organizing. Some employers who gavé a wage increase to prevent their men from 
organizing had to give a second increase after the men had formed a union, _ 
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takes such a large proportion of individual and corporate incomes as 

it now does. Taxes in recent years have been remarkably well designed 

to bear heavily on any enterprise which displays daring, which backs 

an innovation or an experiment, especially an experiment which is 

pretty certain to experience losses for several years. The loss carry-over 

provisions of the corporate income tax could be modified, for example, 

to facilitate substantially the accumulation of capital by new concerns. 

In times of poor economic visibility and rapid technological change, 

much is to be said for a flexible treatment of depreciation allowances. 

Enterprises should be encouraged to write off half of the cost of new 
assets during the first three or four years of their life. This would in- 

crease the subsequent tax liability of the concern, but it would make un-e 
certain ventures less risky. A large reduction in the tax on that part of 
corporate profits spent for plant and equipment (the reverse of the un- 
distributed profits tax) would help restore the practice of plowing back 

earnings—so important if new concerns are to furnish stiff competition 
for old ones and important in the case of all concerns in stimulating the 
kind of investment which starts expansion and improves the ability of 
the enterprise to attract funds from the outside. A similar principle 
might be applied to the personal income tax. In the case of this tax there 
is conflict between the community’s interest in the principle of ability to 
pay: and its interest in expansion. Stiff surtaxes greatly reduce the 

marginal efficiency of any investments made by large income recipients. 

These surtaxes are in conflict with prevailing theories of liquidity 
preference. It would not be necessary to repeal the surtaxes. The at- 
tractiveness of uncertain ventures to large income recipients (or even 
persons in the middle brackets), could be increased by a substantial 
reduction in the surtax on that part of income invested in non-refunding 
equities.” 


X 


The ability of the community to supply itself with enterprise will 
depend also upon the organization of the capital market. At the present 
time this is in a state of flux, partly because of recent legislation and 
partly because changes in the tax system require that machinery be 
developed for obtaining venture capital from income brackets which 
have provided little of it. It is important to realize that neither the 
volume of investment opportunities nor the volume of investment- 
seeking funds is fixed. Each is the result of discovery and of effort. It 

2 The effect of the tax upon production plans depends in substantial ‘measure upon 
whether enterprises are discounting increases or decreases in taxes. Post-war adjustments 
will be greatly assisted if enterprises are discounting decreases in taxes. Certainly the 
prospect of tax reductions was an important stimulus to business during the five years 


following the First World War. If one may assume post-war federal budgets not in excess 
of 14 te 15 billion dollars a year, the prospect of reduction in taxes wotild be good. 
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takes work and money to find good credit risks which could use funds 
and to find people who might be persuaded to buy particular types of 
securities. Many men make their living by doing these things. How 
dynamic the economy is able to become will depend partly upon how 
good a job is done in adapting the machinery of the capital market to 
new conditions. 

XI 


To a very substantial extent, of course, the opportunities for invest- 
ment will be affected by the policies which the United States elects to 
pursue toward the rest of the world after the war. If conditions are 
reasonably stable, opportunities will exist for large international move- 
“ments of capital and for extensive investment on a broad scale. Indeed, 
the potentialities of this are enormous. Here we see perhaps more 
plainly than ever how dependent investment opportunity is upon policy, 
for the problem of providing the basis for large international capital 
movements which will greatly raise the standard of living of the entire 
world is, in the main, a political one. 


XII 


One may infer from this survey that the outlook for employment 
during the post-war generation is not necessarily dark. In fact, it may 
turn out to be distinctly good, especially in the event, by no means 
improbable, that the country is able to create favorable conditions for 
large capital exports.” But my purpose in this analysis has not been 
to speculate about the future, because anything can happen. Rather 
my purpose has been to focus your attention upon certain character- 
istics of our economy. The conclusion to which I invite your attention 
is that most of the variables which determine the amount of private 
employment and the rate of expansion are influenced within wide range 
by policies, public and private. This is true of the relation between costs 
and prices; of the way in which cost curves shift in response to changes 
in demand; of the quantity of resources, public and private, devoted 
to technological discovery; of the disposition to venture, and the rela- 
tive preference for various types of production plans; of the position 
and income elasticity of the savings function. No fixed or inevitable 
values may be assumed for these determinants of expansion. Hence 


7 Should the defeat of Germany mean domination of Europe by Russia, the economic 
future of the United States will be determined in great measure by Russian economic 
and political policy. If American business men are sufficiently ingenious to develop a 
large market here for Russian goods and if Russia does not revive her policy of world 
revolution, the possibilities of a large‘and mutually advantageous exchange of goods 
between Russia and, the United States are bright. The pre-war experience of Germany, 
the United Kingdom, and the United States indicates ‘that trade need not be in the 
main between indfistrial and agricultural countries. 
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there is no fixed amount of investment opportunity, no fixed willingness 
to take chances, no fixed demand for goods or for people to make goods. 
All depend upon conditions, and all may be greatly influenced by 
policy. 

Some of the policies which determine the volume of employment 
represent a-deliberate choice between employment and something else. 
There may be a clash, for example, between the interest of the com- 
munity in full employment and its preference concerning the distribu- 
tion of wealth. Since tax changes which would raise the marginal re- 
turn on investments by the well-to-do would facilitate the acquisition 
of large fortunes, the community may accept a limited amount of 
private employment in order to achieve a more even distribution of, 
wealth.” The policies which represent a deliberate and informed choice 
between employment and something else are not our problem. Many of 
the policies which affect employment, however, are not intended to do 
so. The groups which produce the policies are too small to consider their 
consequences for employment and yet the total effect of the policies 
of thousands of organizations of business men and farmers, thousands 
of local unions, and many states, counties, and cities upon cost-price 
relationships and upon the opportunity to experiment and to introduce 
innovations is considerable. 

Because many policies are pursued without regard to their effect 
upon the general level of employment, the persistence of unemployment 
cannot be counted upon.to produce the changes in policies which are 
needed to increase employment. If the bargaining power of labor, for 
example, is too great in relation to the rate of technological discovery 
so that the investment function does not permit a satisfactory level of 
employment, there is no automatic change in policies to reduce the 
bargaining power of labor, to raise the rate of discovery, or to produce 
a shift in the propensity to save. These things may happen, but they 
cannot be counted upon to happen. In fact, the response of policies to 
unemployment may in the main be bad: unemployment may provoke a 
flood of attempts to protect markets by restrictions which narrow the 
area of innovation, cut the marginal return on investments, and pro- 
duce unfavorable shifts in the schedule of liquidity preference. Numer- 
ous examples of this kind of response to unemployment can be gathered 
from the recent depression both in the United States and abroad.” 

3 One of the broadest conflicts in the community is the competition between the old 
and the new. Much intervention on behalf of the government is simply a way of 
protecting the old from the competition of the new. Of course, the farther the 
government goes in protecting the old from the new, the more it limits investment 


opportunity and, to that extent, employment. But most of the community may prefer 
less private employment to a faster rate of change. 


®The most conspicuous illustrations can be drawn from the field of international 
economic policy, but many others could be cited. 
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If the level of employment is unsatisfactory from the standpoint of 
the community, who is to assume responsibility for seeing that policies 
are modified or broadened so as to permit the largest amount of em- 
ployment compatible with the other interests of the community? To 
some extent the government can assume this responsibility. The gov- 
ernment has three principal ways of affecting the general level of em- 
ployment: (1) the method of correction, (2) the method of compensa- 
tion, and (3) the method of stimulation. 

The method of correction involves making changes in public policies 
or forcing changes in private policies in order to increase employment 
or, put in other words, altering the distribution of economic advantages 

eln order to increase the total amount of income. Many public policies 
—tax policies, regulation of security markets, price-pegging schemes— 
were adopted without an appraisal of their probable effect upon em- 
ployment and even without a suspicion that there was a problem of 
maintaining employment. Recognition of the existence of such a prob- 
lem may lead the community to prefer to revise many of its policies. 
The policy of correction would also involve the assertion of some public 
control over private policies. There are various ways by which the gov- 
ernment might exercise such control, but on the whole the possibilities 
are limited because, in many cases, control cannot be accomplished 
without a large number of detailed regulations which would be im- 
practicable to administer. 

The method of compensation involves an attempt by deficit financing 
to offset the failure of private enterprise to provide a satisfactory 
amount of employment; note that I do not say “full employment.” 
Strictly speaking, the method of compensation should not be used until 
the community has gone as far as it is willing to go in applying the 
policy of correction. Otherwise, the policy may divert the government 
from thoroughly exploring the possibility of enforcing changes in private 
policies that would raise the level of employment. In fact, the persistent 
use of the policy of compensation may stimulate a development of 
private policies that are unfavorable to employment. Why should an 
up-and-coming labor movement, for example, permit the demand cre- 
ated by public spending to produce more employment rather than 
higher wages? 

The use of deficits to compensate for a chronic shortage of invest- 
ment opportunities raises very different economic issues from those 
involved in the use of deficits in periods of depression when there are 

3 One might visualize as an ideal a central planning agency charged with the 
responsibility of reviewing the obstacles limiting the amount of enterprise and of estimating 
how much sacrifice by different groups would produce how much expansion in employment. 


These reports might be referred to representative agencies to determine which interests to 
sacrifice for the enļargement of income. 
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idle resources of all sorts. Although the tax expectations aroused by a 
persistent use of deficits do not necessarily reduce the marginal effi- 
ciency of capital, as a practical matter it is very difficult to prevent this 
effect. There are also likely to be important differences in the economic 
effects of public and private investment which prevent the former from 
being merely an offset to the latter. Private investment, being intended 
to yield a profit, represents an attempt to anticipate trends in consumer 
demand and thus to keep the pattern of productive capacity adjusted to 
the pattern of consumer demand.** To the extent that this happens, 
private investment tends to produce a rise in output and employment 
rather than in prices. Public investment, on the other hand, does not as 


a rule represent an attempt to adjust productive capacity to consumere 


demand. Hence, if public spending occurs on a large scale after plant 
is fairly well employed, its effect will be in the main to raise prices 
rather than to increase employment. Consequently, the policy of com- 
pensation seems to have a much narrower application than most of its 
proponents have assumed. 

The method of stimulation involves expenditures by the government 
which are designed to produce favorable shifts in the private invest- 
ment function. Expenditures on roads or air ports and, in some in- 
stances at least, on rivers and harbors are an example, but the outlay 
in fact may take a wide variety of forms. The support of agricultural or 
industrial research is an example. Note that the efficacy of the method 
of stimulation does not depend upon the expenditure’s being financed 
by borrowing. The essence of the method is that a public expenditure 
(or loan) is creating a private investment opportunity which would 
not otherwise exist. The method is not a new one, but it is susceptible 
of considerable expansion. 

XIII 


This brief review of the possibilities of public policy leads one to the 
conclusion that the range within which the government can influence the 
level of employment is broad but, nevertheless, in a non-regimented 
economy, limited. Given a fairly rapid rate of technological change, a 
fairly even balance of power between employers and workers, and a 
well-organized capital market, the community with the help of the 
government may maintain a satisfactory level of employment. But we 
cannot be sure. This brings us to the final and most basic consideration. 
Both what the government needs to do and what the voters will permit 
the government to do depend in the last analysis upon the valuations 

3 How imperfectly even private investment accomplishes this result is indicated 
by the jerkiness with which growth occurs. Partly because the pattern of productive 
capacity does not accurately fit the pattern of consumer demand (and partly because of the 


nature of costs), the economy during periods of expansion usually presents a mixture of 
unemployment and inflation. 


q 
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which individuals place upon group interests and common interests.°” 
There are two ways in which groups may advance their interests. One is 
based upon a high valuation of one’s special interests, and involves 
improving the bargaining position of the group for the purpose of 
getting a larger share of an income flow with little regard to the effect 
upon the size of the total income flow. The other is based upon a high 
valuation of general interests and involves restraint in pressing special 
claims which conflict with general interests. 

It is not for the economist gua economist to quarrel with the valua- 
tions which individuals and groups place upon their interests. He is, 
however, within his scientific rights when he points out that these valua- 

e tions have profound economic effects. They determine both the methods 
of production which it is possible to use and the quantity of goods that 
can be produced. High valuations of special interests can throttle pro- 
duction and render the government and every one else incapable of 
providing a satisfactory level of employment. High valuations of com- 
mon interests will produce public and private policies that will prevent 

there being a problem of long-term unemployment. 

Is it at all thinkable that groups of workers, employers, and farmers 
in dealing with one another and in pressing claims for legislation will 
be limited or guided to a substantial extent by concern for the national 
income? Or as these groups become more and more highly organized and 
more and more conscious of their particular interests, will they become 

_ less and less disposed to place high valuations on common interests? 
No one knows. Larger units of decision would help. Wage policy, for 
example, which is now made by groups too small to feel much responsi- 
bility for the general level of employment, might be made by units such 
as the United States Chamber of Commerce and the National Associa- 
tion of Manufacturers on the one hand and the American Federation of 
Labor and the Congress of Industrial Organizations on the other.” 
Perhaps new machinery must be invented in order that all groups may 
agree on the restraints that shall be placed upon their special interests 
and in order to make possible new ways of promoting common interests. 

A lively concern for common interests by well-organized and self- 
conscious special groups may seem a utopian dream; but in an economy 
in which the policies of government and of large private groups deter- 
mine employment, what substitute is there for it? The possibilities of 


It is not intended to deny that the valuations of the individual member of a 
group are molded largely by the leaders of the group. Consequently, the kind of valuations 
of group and common interests which emerge are determined in large measure by the kind 
of men who lead groups. 

In Sweden the recent depression produced rudimentary beginnings of a national 
wage policy made by the federation of employers and the federation of unions. See 
P. H. Norgrene The Swedish Collective Bargaining System, p. 303. 
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modern technology are tremendous. If these possibilities can be realized, 
no one can doubt that we are on the threshold of gaining a far better 
standard of living than man has ever known. Nothing can prevent us 
from realizing the possibilities of modern technology except unwilling- 
ness to place a high valuation upon certain common interests—particu- 
larly our interests in enterprise, experimentation, innovation. Never 
have the rewards of a broad view of common interests been more 
attractive. Never has the folly of narrowly pressing special claims been 
greater. The economic future of our country and of the world depends 
upon the clarity with which this is seen. 


STATISTICAL INVESTIGATIONS OF SAVING, 
CONSUMPTION, AND INVESTMENT 


By MORDECAI EZEKIEL 


I. SAVING, CONSUMPTION, AND NATIONAL INCOME 


This study deals with the functional relations between national in- 
come, consumption, saving, and private investment, as indicated by 
` statistical analyses of their behavior in the United States over the past 
two decades.” This paper considers income, saving, and consumption 
relations, A second paper will present the income and investment 
relations, and will compare them with the results shown here.’ 

The major magnitudes which are involved in this analysis are 
illustrated diagrammatically in Figure 1. Column I of this diagram 
represents the income received by producers of goods and services, 
after deducting costs of the raw materials consumed by producing units. 
The upper portion represents consumers’ goods and services, the lower 


* This report covers one of a series of studies under way during the past several years 
on the general interrelations of agriculture and industry. These studies have led to the 
conclusion that many farm problems, such as restricted domestic markets, excess farm 
population, and technological displacement, could find lasting solution only in reasonably 
full industrial production and employment. This has led in turn to reconnaissance studies 
in the field of industrial economics to determine basic reasons for chronic industrial 
unemployment and low production and to develop possible programs of action to correct 
those situations. The author feels that perhaps three-quarters of the farm problem lies 
in this field of industrial economic policy, and that programs or actions of farmers 
themselves can do little to correct this phase of the farm problem. Hence this exploratory 
work. 


1I am indebted to John Maynard Keynes, Alvin Hansen, Gerhard Colm, Walter Salant, 
Hans Neisser, and A. Smithies, who read the study in manuscript and made many valuable 
suggestions. Credit is also due to Virginia D. Reeve for carrying through the compilation 
and statistical analyses of the materials for this study; for bringing together and abstracting 
the bibliographical material; and for preparing the first draft of the portion of the study 
dealing with the consumption function. 


? Previous studies of the relations of saving, consumption, investment, and income have 
been Jess inclusive than the present study, though many of them have covered data from 
other countries as well as the United States. See J. M. Keynes, The General Theory of 
Employment, Interest, and Money (New York, Harcourt Brace, 1935), pp. 101-04, 127- 
28; R. and W. M. Stone, “The Marginal Propensity to Consume and the Multiplier, a 
Statistical Investigation,” Rev. of Econ. Studies, Oct., 1938; Elizabeth W. Gilboy, “The 
Propensity to Consume,” Quart. Jour. of Econ., Nov., 1938; J. J. Polak, “Fluctuations 
in United States Consumption, 1919-1932,” Rev. of Econ. Stat., Feb., 1939; J. Tinbergen, 
Statistical Testing of Business Cycle Theories; Part II, Business Cycles in the United States 
of America, 1919-32 (Geneva, League of Nations, Econ. Intelligence Serv., 1939); and 
Alvin Hansen, Fiscal Policy and Business Cycles (New York, Norton, 1941), chap. 11, 
pp. 225-50, with, appendix by P. A. Samuelson. 
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portion, producers’ goods and services. Both include goods and services 
produced by publit agencies. The portion of producers’ goods and 
services above the zero line represents net capital formation. The 
portion below the line represents producers’ goods used for the re- 
placement of worn-out or obsolete equipment. 

Column IT represents all expenditures by final purchasers of goods 
and services, divided into expenditures for consumption and expendi- 
tures for capital formation and maintenance. Since the amounts spent 
for final gobds and services by the buyers must exactly equal the 
amounts received from the sale of final goods and services by the seller, 
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Fic, 1—Concurrent Relations of Income, Consumption, Saving, and Investment. 


the two sections of Column II are the same as the two sections of 
Column I. 

Column III represents the disposable funds received by all income- 
receiving units——business, personal, and governmental. The amounts set 
aside as deductions for depreciation and obsolescence are represented 
by the portion of the bar below the zero line. The upper section of 
Column III represents the net income used for consumption; the 
lower portion down to the zero line, represents the net income set 
aside as saving. Gross saving available for investment includes both 
this net saving (above the zero line) and the depreciation and depletion 
deductions (below the zero line). The net saving section of Column 
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ITI includes both private saving and business saving recognized as 
such. If businesses make further real savings by actually spending 
on replacement of depreciation and obsolescence less than is set aside 
as reserves for that purpose, then a portion of the section below the 
zero line is added to the funds available for new investment. 

Figure 1 is drawn to illustrate the situation when gross saving exceeds 
the amounts actually spent for capital formation and maintenance, 
including capital formation financed by public expenditures. This 
difference will hereafter be referred to as the “gap.” As shown in the 
figure; funds available for consumption (the upper portion of Column 
III) are just as large as expenditures for consumption (the upper por- 
«tion of Column JI). This is made possible only by adding dissavings 
to the disposable funds. These dissavings include government ex- 
penditures in excess of government receipts other than for capital 
formation, increases in consumers’ credit and other borrowing of 
new funds or drawing down of old savings for consumption. Dissaving 
is represented by the portion of Column III above the 100 line. The 
amount of the dissaving is precisely equal to the gap between gross 
saving and gross capital formation and maintenance. If for any reason 
the amounts added to disposable income fail to equal the gap, then 
expenditures for goods and services will decline, fewer goods and 
services will be produced and sold, national income will fall, and net 
Income received by individuals and concerns will decline. It is only 
when the amounts added to disposable funds precisely equal the gap 
that production and income can be maintained at the levels indi- 
cated.* 


Basic H ypbotheses 


It is desirable to state as clearly as possible the hypotheses which 
it is proposed to test, and the way in which the data are to be organized 
as a basis for those tests. The hypotheses are: 

1. Saving is a function of the current level of income, increasing 
as the level of income increases, but at a higher rate. 

2. Consumption is a function of the current level of net income, 
increasing as the level of income increases, but at a lower rate than 
income. 

3. The patterns of thrift, expenditure, and consumption at any given 
level of income are habitual patterns of action, changing only gradually 
in time, so that changes in current income received by each group 
produce reasonably consistent changes in total consumption and 
saving. 

*This is obviously an oversimplified statement of the saving-investment balance as 
developed by Keynes and others. ' 
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Statistical Measures Employed 


The statistical méasure used for the level of income is generally the 
estimate of gross national income, without correction for changes in 
price level. For many elements in income and expenditure, dollars are 
a more unvarying measure than is “real production.’”® Where consump- 
tion is related to income, the net national income is used since credits 
to depreciation and depletion reserves presumably will not affect 
consumer expenditures. Direct annual data on saving of satisfactory 
accuracy are’not available. The Brookings studies? and Dr. Kneeland’s 
estimates based on the national survey of consumers’ expenditures’ 
have provided estimates of private saving for two given periods, 1929 
and 1935-36. In the upper income brackets these estimates are based 
on very fragmentary reports. Other studies have extended these 
estimates over longer periods, on the assumption that the proportion 
saved at each income level was a constant.® The use of that assumption 
makes it impossible to test its accuracy from the resulting estimates. 
Changes in the comparability of income-tax reports and lack of 
adequate current information on the distribution of incomes below the 
income tax levels further reduce the value of these annual estimates. 
Another approach has been to build up a synthetic estimate of saving 
from reports of insurance companies, savings banks and other institu- 
tions receiving savings, plus estimates of direct investment by the 
saver.” 

Other estimates of saving have been based on the uses made of 
saving, as recorded in various expenditures which use up or offset 
current saving.” That is the method used in the preparation of the 
savings series employed in this study, as given in detail subsequently. 
In effect, this method estimates the volume of saving (as shown in 
Column III of Figure 1) by calculating the volume of capital formation 
and maintenance (shown in Column II) and adding to it the volume 
of dissaving (at the top of Column ITT). 

5 As is indicated subsequently, tests were also run in some of the analyses using deflated 
figures. 

$: Maurice Leven, Harold G. Moulton and Clark Warburton, America’s Capacity to 
Consume (Washington, Brookings Institution, 1937). 

"National Resources Committee, Consumer Expenditures in the United States (Wash- 
ington, Government Printing Office, 1939). 

8 Clark Warburton, “The Trend of Savings, 1900-1929,” Jour. ef Pol. Econ., vol. xlii, 
1935, pp. 84-101. 

Wiliam H. Lough, High Level Consumption (New York, McGraw-Hill, 1935), pp. 
280-307; and R. W. Goldsmith and Walter S. Salant, Studies in Income and Wealth, vol. 
iii, “The Volume and Components of Saving in the United States, 1933-37,” pt. iv, 1939. 

* Testimony by Lauchlin Currie and Alvin Hansen, Hearings before the Temporary Na- 
tional Economic Committee, pt. 9, “Saving and Investment” (Washington, Supt. Docs., 
1940), pp. 3495-3559. Oscar L. Altman, “Saving, Investment and National Income,” 
T.N.E.C, monog. no. 37 (Washington, Supt. Docs., 1941). ° 
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These various measures of saving yield estimates which vary not 
only in absolute amounts, but also sometimes in direction of movement 
from year to year. In view of this weakness of the-basic data, the 
conclusions must be regarded as showing general relations rather than 
precise measurements of facts. 

The data used in the independent study of consumption are the 
latest estimates by Kuznets.*t They are built up to some extent 
independently of the series measuring saving. 


The Data on Saving 


The most recent estimates of total saving, as shown by the offsets 

to saving series, are shown annually in Table I and quarterly in Table 
* II.” The component elements of these data are as follows: 

1, Expenditures for new durable producers’ goods including plant 
and equipment. These data are built up from separate estimates for 
many individual industries.” (Various minor revisions made subse- 
quently in the over-all figures have not as yet been carried back to 
these separate estimates. ) 

2. Expenditures for the increase {er receipts from the decrease) of 
the quantity of products in inventories. 

3. Expenditures for new housing and other non-industrial construc- 
tion. 

4. Expenditures by consumers for other durable consumers’ goods 
in excess of purchases paid for from current incomes. This definition 
excludes from saving expenditures for consumers’ durables covered 
from current budgets or liquid funds of consumers, and includes only 
that part which is financed through net additions to consumers’ credits. 
In periods when repayments exceed new borrowings, this results in a 
negative figure. 

5. The net balance of buying power from foreign debits, for exports . 
and intangibles, in excess of corresponding foreign credits, excluding 
gold and specie movements. These net foreign balances measure the 
extent to which incomes in this country were maintained by our 


_ Simon Kuznets, National Income, 1919-38, Occasional Paper No. 2, Nat. Bur. of Econ. 
Res., Apr., 1941. 


? The annual data were first developed by Dr. Lauchlin Currie, formerly of the Federal 
Reserve Board, and were presented to the Temporary National Economic Committee on 
May 16, 1939 (loc. cit.). They are based in part upon estimates of new durable goods 
purchased annually for U.S. consumption calculated by George Terborgh, Federal Reserve 
Board. The data presented here are revisions of that earlier data. The monthly series from 
which the quarterly series is derived was developed subsequently by V. Lewis Bassie in 
the Division of Industrial Economics, Department of Commerce, under the direction of 
Dr. R. V. Gilbert. Acknowledgment is due these gentlemen and these agencies for per- 
mission to use these data. 


* George Terborgh; “Estimated Expenditures for New Durable Producers’ Goods,” Fed- 
eral Reserve Bulletins for Sept., 1939, Feb., 1940, and Feb., 1941. 
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TABLE I—Gross NATIONAL INCOME AND INCOME-PRODUCING EXPENDITURES THAT 


» OFFSET SAVING, By YEARS, 1921-40 


Total 


{in millions of dollars) 


Income-producing expenditures that offset saving 


Con- 
sumers’ 


Credit {Balance 


Net 
Foreign 


Govern- 
ment 
Net 
Contri- 
bution 


aaee (eee | aana E aapa a É aeaiaioe ee È o | a 


Gross. 
Year | National 

Income 
1921 | 63,751 
1922 | 64,295 
1923 | 74,784 
1924 | 75,161 
1925 | 79,686 
1926 | 84,813 
1927 | 82,708 
1928 | 86,167 
1929 | 89,984 
1930 | 79,764 
1931 | 63,901 
1932 | 47,446 
1933 | 46,217 
1934 | 55,839 
1935 | 61,681 
1936 | 71,400: 
1937 | 79,4008 
1938 | 70,800: 
1939 | 75,7100 
1940 | 82,0008 

2 Estimated. 


—20"| 1,327 
730°} 293 
1,046] —91 
311 | 530 
842 | 199 
648 | —39 

217 | 301 
821| 518 
987 | 446 
—613 | 632 
—1,128 | 162 
—1,485 | 132 
—140 | 205 
415 | 459 
858 | 181 
1,355 | —179 
891] —5 
—1,400 | 1,030 
907| 781 
1,014 | 1,417 


Note: For sources and methods, see statement submitted to the Temporary National 
Economic Committee by Lauchlin Currie on May 16, 1939 (loc. cit.). See also, Oscar L. Alt- 
man, op. cit., Table 2, p. 14; and page 26, footnote 12 of this text. 


receiving more from sales abroad than we paid back for purchases 
from abroad. These excess foreign payments, in the form of gold 
movements, of net credit extensions by us, or otherwise, provide a 
market for domestically-produced goods the same as if they were 
purchases of consumers’ or durable goods by domestic purchasers. 
6. The final item in the offsets to saving series is the government 
net contribution. This represents in general the excess of those public 
expenditures (federal, state, and local) that add to disposable private 
income over those tax receipts of the type that reduce disposable private 
income. These expenditures have been designated “income-increasing 


disbursements” and include: 


a. Direct payments of income to individuals. 


b. Purchases of materials and supplies. 
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c. Outlays on public works other than those made in the form 
of direct payments of income. 

d. Loans to enable others to carry out new activities which result 
in the payment of income. 


Thus gross public expenditures are adjusted to eliminate certain items 
designated as “non-income-increasing disbursements,” such as re- 
financing mortgages or retiring public debt, since these are not likely to 
result in additions to consumption expenditures by the recipient. Gov- 
ernment receipts have also been adjusted to eliminate estate and gift 
taxes, since such taxes are not likely to lower the level of consumption 
of the taxpayer.” 

The sum of all these items, representing all income-producing ex- 
penditures other than for consumers’ goods purchased from current 
incomes, is taken as the measure of saving and of investment. Actually, 
these items include two which do not constitute investment in the 
ordinary sense of the term. 

The data on saving differ slightly from the simplified presentation 
of Figure 1. That diagram included under capital formation that 
portion of government construction which is financed out of deficit 
expenditures, and included under dissaving only the portion of the 
“net government contribution” which goes for consumer goods. The 
statistical data modify the arrangement slightly by including all ex- 
penditures from the net government contribution under dissaving. This 
would involve changing Figure 1 to split the lower section of Column 
II into two sections, one at the bottom representing “usual capital 
formation and maintenance,” and a section above it representing 
“capital formation and maintenance covered by government deficits.” 
The gap would then be the difference between saving and the lower 
(usual) section of capital formation and maintenance. Increases in the 
volume of consumer credit, and public borrowing for other than con- 
struction purposes, represent dissaving by the borrowing individual 
or government unit, and are thus offsets to saving by others. 

The measure of saving used accepts the Keynesian definition that 
over any given Income period saving and investment must be equal. 
The important question, however, is not whether saving equals in- 
vestment in this accounting sense, but at what level of income and 
employment the two are equal. The way in which saving is at all times 
kept equal to investment determines whether income is rising, falling, 
or maintaining the same level. For example, if the individuals in the 
nation decide to save a certain portion of their expected income, but 


4 Martin Krost, The Measurement of the Net Contribution of the Federal Government 
to National Buying Power (Washington, Federal Reserve Board, Aug, 16, 1938, mimeo. 
pub.). e a 
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not all of the portion which they plan to save gets used somewhere to 
purchase goods and-services, the level of income will fall. Since the 
total income of the nation in a given period is just large enough to 
take the current output off the market, and some of the intended 
output will not be salable at the existing prices, business enterprises 
will suffer losses and payrolls will be reduced. Contraction continues 
until the nation as a whole is forced to reduce its saving to an amount 
that can currently find investment outlets. Conversely, if the individuals 
of the nation- pilan to make new investments in excess of the amounts 
which as a whole they plan to save, expansion takes place. The 
injection of purchasing power through the creation of bank credit or 
in other ways causes demands to rise. Business enterprises increase 
operation, and production and incomes rise until the increased income 
of the nation as a whole can provide the extra saving needed for the 
new investment. 

The annual amounts of saving, measured by the offsets, correspond 
fairly closely with the annual amounts of gross capital formation. 
This is evident when the two are charted together, as shown in Figure 
2. Gross capital formation includes expenditures for public construc- 
tion, while the saving figure includes instead the net contribution of 
government (explained above, page 28). The two series also differ 
in other respects.”° 


The Functional Relation of Saving and National Income 


We can now proceed to test hypothesis 1, that saving is a function 
of national income. The simplest approach to this relation is presented 
in Figure 3. Here quarterly totals of the monthly data on saving are 
plotted on a time chart, in comparison with the quarterly totals of 
national income.** The data for this figure (Table IL) are available 
only since 1929. The close correspondence between the two series 
is at once evident. The two rise and fall together, and the turning 
points are fairly close. 

At the low points—1932-33 and 1938—saving reached its low while 
income was still declining, and turned up again as soon as the rate 
of decline in income began to slacken off. At the high, in 1929, saving 
also turned downward somewhat ahead of income, with the rate of 

* The data shown in this figure are taken from Altman’s monograph, op. cit., pp. 13-14. 


See also Appendices XVII and XVITI, pp. 125-26, for a detailed breakdown of the two 
series. 


1 The quarterly totals of national income are derived from the Monthly Income Pay- 
ments series of the Department of Commerce plus an adjustment for business savings. 
Data for national income produced or for gross national product are not available on a 
monthly basis. Since revisions in the santa oe Commerce series are being undertaken, 
and since the estimates for quarterly Gee By re necessarily rough, these totals 
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decline in saving greatly accelerated as soon as income began to fall. 
Annual data for saving are available back to 1921. The relation of’ 
changes in saving to income from these annual data are shown in 
Figure 4. Here the gross national income is used.’ Over the two decades 


TABLE II—TOTAL OFFSETS TO SAVING AND NET NATIONAL INCOME, By QUARTERS, 1929-40 
(adjusted for seasonal variation) 


(in billions of dollars) 
Year and Offsets to | Net National Year and Offsets to | Net National 
Quarter Saving Income? Quarter Saving® Income> 
1929 I 4.6 20.4 1935 1 233 13.3 
2 4.9 21.1 2 2.4 13.8 
3 4.5 21.4 3 2.5 13.8 
4 3.2 20.5 4 3.1 14.8 
1930 1 2.9 18.7 1936 1 2.9 15.0 
2 2.8 17.9 2 3.7 16.8 
3 2.2 16.7 3 3.7 16.8 
4 1.8 15.7 4 4.0 16.6 
1931 1 1.5 14.7 1937 1 3.8 18.5 
2 1.7 14.4 2 4.1 18.9 
3 1.4 13.1 3 3.9 18.2 
4 8 12.1 4 2.4 15.9 
1932 1 6 11.2 1938 1 1.3 16.1 
2 a 10.1 2 1.4 15.7 
3 4 9.4 3 2.4 15.9 
4 8 9.3 4 3.3 16.7 
1933 Í 1.0 9.1 1939 1 3.5 17.2 
2 Pes, 10.0 2 3.2 17.3 
3 oe 11.5 3 3.6 17.7 
4, 1.6 11.8 4 4.8 18.5 
1934 1 2.5 12.4 1940 1 4.0 18.7 
2 2.4 12.7 2 3.8 18.6 
3 1.8 12.7 3 4.2 19.4 
4 2.0 12.6 4 5.5 19.6 


2 For source see page 26, footnote 12. 
b For source see page 29, footnote 16. 


shown, saving and income fluctuate closely together. The peculiar lag in 
the relation which appeared in Figure 3 is less evident in Figure 4, 
apparently being concealed in the annual averages except in 1932-33. 

The general relations shown in Figures 3 and 4 can be reduced to a 
more definite functional relation by correlating saving with income. 
Using annual data to simplify the presentation, the general functional 


“The gross national income equals the net national income plus business deductions for 
depreciation and depletion. For derivation of this series, see Altman, o b. cit, p. 14. 
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relation is shown in Figure 5. Here the dollar amount of saving is 
plotted against the dollar amount of gross national income, with a 
single dot representing each year. Successive years are connected by a 
light line, to indicate a trend if one is present, with arrows indicating 
the direction of the line in time. 

Superficial examination of the chart indicates a marked functional 
relation between income and saving, with the saving for any given 
income falling generally within a zone of not wider than 8 billion 
dollars. There is no definite sign of a long-time secular trend, since 
the level of the data for 1934 to 1940 coincides almost exactly with the 
comparable level for 1921 to 1926. A continuous heavy line has been 
_ drawn in to indicate the apparent average saving corresponding to a 
given income. Closer examination of Figure 5 reveals an interesting 
fact. All the years where saving was less than would be expected for the 
given income (as shown by the average line) were years where the time 
arrows point to the left. That is, they were years with an income lower 
than that of the preceding year. The years when saving was higher 
than average, for the given income, were years of rising income. Years 
such as 1924 and 1927, with income little changed from that of the 
preceding year, fell intermediate between the upper and lower groups. 
This relation is brought out more clearly by using solid dots to designate 
the years of rising income, hollow dots for years of falling income, and 
dots half hollow and a half solid for years with little change. The way 
in which 1938, with a sharp fall in income, drops to the lower group 
is quite striking. Fulcher, in a recent study of the savings of individ- 
uals,”* also noticed this difference in the level of the regression line in 
certain years, but explained it by saying “the urge to save seems to 
have been greater during 1933-36 than during 1926-32.” 

It seems clear from this superficial examination that the amount of 
saving is influenced not only by the size of the national income, but 
also by the direction of its change. Saving in years of rising income 
apparently usually runs about 5 billions higher than saving in years of 
falling income. This suggests a persistence in habits of consumption. 
Apparently the first effect of a rise or fall in income is to increase or 
decrease saving. It may be that only after that rise or fall in income has 
persisted for a time does consumption respond, so that a major portion 
of the higher or lower income becomes reflected in higher or lower 
consumption expenditures. This hypothesis is consistent with the facts 


* Gordon S. Fulcher, “Annual Savings and Underspendings of Individuals, 1926-37,” 
Rev. of Econ, Stat., vol. xxiii, Feb., 1941, pp. 34-35. The diagram in Kalecki’s analysis of 
investment and income is also similar. See Michal Kalecki, Essays in the Theory of Eco- 
nomic Fluctuations (London, Allen and Unwin, 1939), p. 71. He made an adjustment for 
a time lag, relating income of the present year to two-thirds of investment for the present 
and one-third for the preceding year. e. œ 
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shown in Figure 5 and also with the peculiar type of lag previously 
pointed out in Figures 3 and 4. 

It appears superficially from Figure 5 that the level of saving for 
any given income is influenced only by whether income is going up or 
going down, regardless of how fast or slow it is rising. The data for 
1928 and 1929, however, with only a moderate rise in incéme and with 
saving somewhat below what might be expected from the other rising 
years, suggest that the rate of increase may also be an influence. The 
effect of the rapid rise in stock market valuations and of large capital 
gains realized or imputed may also have been a factor in 1928 and 
1929," 

The hypothetical relationship with which the data most closely 
conform can be tested statistically. Three alternative hypotheses may 
be stated: 

1. That there are separate functions for the relation of saving to 
income in years of rising and falling income, with different slopes for 
each relation. 

2. That there is a constant difference between saving in years of 
rising and falling income, but that the slopes of the curves are the 
same for both relations. 

3. That the difference between saving in years of rising and falling 
incomes is a function of the amount of change in income from the 
preceding year to that year. 

The consistency of the data with these three hypotheses was tested, 
both with and without an allowance for a trend in the propensity to 
save. In both cases the analysis based on the third hypothesis was 
found to be the best.” The relation between national income and sav- 
ing, however, came out much the same regardless of which of the three 
hypotheses was employed in determining it.” 


See J. M. Keynes, op. cit., p. 319; also O. L. Altman, op. cit., p. 9. 


2 The results of the analyses according to the three hypotheses were as follows: 
Per cent of variance in annual saving explainable in terms of the factors con- 


sidered (adjusted coefficient of multiple determination, R*,.23) 


Without trend With trend 

Hypothesis tested ` allowance allowance 
(%) (%) 
Hypothesis 1 84.1 85.6 
Hypothesis 2 84.9 86.3 
Hypothesis 3 89.2 95.1 


Tests of statistical significance show that a superiority of hypothesis 3 over hypothesis 2 
as great as shown here would be unlikely to be secured unless there were a real difference 
in the underlying relationship. Only in one test out of six, on the average, would as great 
a difference as this be found, if the data were true random samples drawn from the same 
universe. (For the significance of such sampling criteria with time series analyses, see the 
author’s Methods of Correlation Analysis [New York, Wiley, rev. ed., 1941], chap. 19.) 


* The relevant net regressions were as follows, for the average difference in saving for 
a one-billion difference in gross national income: 
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All of the analyses agreed in showing that there was a significant 
change in the propensity to save during the period, declining to a low 
during the early thirties, and then turning up again. The analysis 
selected as the best (the third assumption plus a trend factor) showed 
a slight but distinct curvilinearity in the relation of saving to income. 
With higher and higher incomes the additional amount of saving per 
billion of additional income showed a slight but distinct increase. 

These final results are shown in Figure 6, together with the data 
from which they were computed. The three factors shown explain 96 per 
cent of the annual changes in saving during the period, and estimate 
saving for each year with an adjusted standard error of estimate of 
only 974 millions of dollars.” 

Figure 6 shows that with each additional billion dollars of gross 
national income, saving is increased by 265 million dollars on the 
average, but is ordinarily increased (or decreased) further by 230 
million dollars for each billion dollars that income rises above (or 
falls below) the income of the preceding year. In the first year after 
gross national income increased by one billion dollars,. then saving 
would usually increase by 495 million dollars while consumption ex- 
penditures would increase by only 505 millions. If income remained the 
same next year, in the second year after that billion-dollar increase 
consumption expenditures would rise by a further 230 millions and 
saving would decline an equal amount. The relation of income to saving 
thus has a dynamic as well as a static component.” 


Hypothesis 1. 257 millions (when income is rising) 

287 millions (when income is falling) 
Hypothesis 2. 297 millions 
Hypothesis 3. 281 millions 


In each case these are the net changes found to be associated, while holding constant the 
other factors (but not including trend). When trend was also allowed for, the net relation 
(for the third hypothesis) was found to be a difference of 265 millions in saving for each 
billion in gross national income. 

* The exact values were: P^rsss = 0.959; Sros <= 974 millions. . 
The linear regression equation determined was 


Ai prame .265 Xo -+ 230 X20) a OTE a 032? — 3.112. 


An analysis using as the dependent variable saving a percentage of income and substitut- 
ing the annual percentage increase or decrease in income gave slightly better results than 
the one shown here. The difference, however, was not significant, Consequently, the simpler 
analysis is shown here. An analysis using data corrected for price and population changes 


gave a coefficient of multiple determination (CR?:.2%5 = 0.948) lower than the analysis 
pictured in Figure 6 and discussed in the text. 

The curvilinear net regression of saving upon income, as shown in the upper section 
of Figure 6, is consistent with the corresponding net regression as determined from the 
analysis based upon the percentage of income saved. In so far as the data charted in 
Figure 6 are concerned, however, the increase in correlation obtained by using the curve 
instead of a straight line has no statistical significance. 


“W. S. Salant in The Magnitude of the Recovery Problem (mimee. pub., Dept. of 
Commerce, 1940), allowed for this dynamic element by introducing the annual change in 
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With respect to this dynamic factor in saving (and to similar dynamic 
factors in investment, which will be developed ‘in the second paper of 
this series), Keynes comments: 


I have endeavored to deal with a good many of the sort of problems you 
have under consideration by regarding the multiplier during a dynamic period 
as being lower at first when there is an unforeseen increase in permanent in- 
vestment with a subsequent return to its normal figure. This may be important 
in time of war, when the first phase may be prolonged almost indefinitely 
Pee the inability of supplies of consumers’ goods to respond to increased 

emand. 

For when there is an unforeseen increase in permanent .or quasi investment, 
it is for a time, and perhaps for a long time, physically impossible for the 
increased purchasing power of the public to result in increased consumption, 
however much they may desire this. For there will be no increase of con- 
sumers’ goods available except to the extent that stocks can be drawn upon. 
So that the purchasing power has either to spill itself in higher prices or be 
accompanied by a change in the propensity to consume which diverts more 
of it for the time being into saving.** 


The relation of changes in the income level to saving—the dynamic 
factor—also raised an interesting question as to the significance of the 
consumption-saving patterns shown by the Brookings and the National 
Resources Committee estimates. The latter, in particular, are based 
upon 1935-36 data. In those years (note Figure 6) the increase in 
income was large, and about 2 billions of the saving was explained by 
that increase. Presumably this was distributed through the consumption 
and saving of the various income classes. When the 1935-36 distribu- 
tion is used to estimate probable saving and consumption at still higher 
incomes, this dynamic factor may be intensified. The Kneeland 
estimates may therefore not serve as a safe guide to the probable level 
of saving when a given level of income is maintained statically, but 
only when that level is being reached on a forward movement. Direct 
comparison of the Kneeland estimates with the estimates of saving based 
upon the analysis above do not, however, support this suspicion that the 
Kneeland estimate is biased upward for static conditions. 


income as a factor in a statistical analysis of gross capital formation and gross national 
product. So far as is known, this is the only case prior to the present study where the dy- 
namic factor was explicitly allowed for in this way. As suggested by Salant in a letter to 
the author, the weighting technique used by Currie (see Hearings, op. cit., p. 3536) and 
Kalecki (of, cit., p. 73) was a rougher way of taking into account the dynamic element. 
The two methods are identical mathematically in the sense that one form can be trans- 
formed into the other. G. Colm and F. Lehmann, in their article “Public Spending and 
Recovery,” Social Research, May, 1936, pp. 129-66, also assume a changing propensity to 
save in their statistical analysis. In their attempt to measure the primary and secondary 
effects of public spending leakages have been assumed as decreasing from 50% to 3314% 
(see p. 143). 

7 See also, Keynes, op. cit., p. 125, and D. H. Robertson, “Notes on Mr. Keynes’ Gen- 
eral Theory of Employment,” Quart. Jour. of Econ., 1937, p. 168. . e ° 
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The curvilinear relation between national income and saving (with 
changes in the level of income held constant) deserves special com- 
ment. As plotted in the upper portion of Figure 6, this shows a relation 
as follows: 


Level of Gross Corresponding Level of Saving with 
National Income National Income Unchanging from Year 
(in billions) to Year 
Amount Per cent of total 
(in billions) i 

45 l 5.75 12.8 

55 3 7.75 14.1 

65 10.20 15.7 

75 12.80 17.2 

85 16.00 18.8 


* Holding trend constant at the 1939 level. 


Apparently the normal addition to saving for each billion added to the 
static level of gross national income ‘shifts from about 200 millions 
between a 45- and a 55-billion level to about 320 millions between a 
75- and an 85-billion level. These normal saving levels are also of 
interest for the relative amount. 

The trend shown in the lower section of Figure 6 indicates that the 
propensity to save declined steadily during the 1920’s and turned up 
slightly in the late thirties.” With the same national income, saving in 
the early thirties would apparently have been about 14% bilion 
dollars less per annum than in the early 1920’s. These changes in the 
propensity to save may have been associated with speculative income 
and capital gains, with changes in population rates, with changes in 
tax policy, or with changes in the concentration of income.” The level 
of the housing cycle may also have been associated with these changes 
in the propensity to save. 


The Functional Relation of Consumption and National Income 


Data on consumption are available which are largely independent of 
the data on saving used in the preceding analysis. This fact makes it 
possible to make an independent check on the conclusions reached thus 
far by analyzing the consumption-income relationship. 

Theoretically, one would expect to find that the relation of con- 
sumption to income was complementary to the relation of saving to 
income. The relation of consumption to gross national income should be 

z The trend shown is a second degree parabola, fitted mathematically while holding 
constant the net linear effects of the other two variables. After the curvilinear adjustment 


for the first variable was added, tests by the graphic method showed no measurable shift 
in the type or position of this trend. 


= Statistical tests’ of the significance of the factors mentioned showed no measurable 
relation with changes in saving. 
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at each stage just the reverse or the reciprocal of the relation of saving 
to income. 

It would be possible to base the analysis of the consumption-income 
relationship on a figure for consumption derived from the figures used 
earlier on gross national income and on gross saving. If that were done, 
there would be no independence in the two analyses and the new 
analysis would agree perfectly with the previous conclusions. For- 
tunately, however, Kuznets’ estimates of the composition of national 
income have "provided largely independent data on consumption and 
the analysis may therefore be based on these independent consumption 
data.” Kuznets’ estimates of national income are not comparable with 
the estimates of gross national income used in the study of the offsets 
to saving data. Consequently, the results of this consumption-income 


TABLE III—Two ESTIMATES OF CONSUMERS’ OUTLAY, AND GROSS AND NET 
NATIONAL INCOME, BY YEARS, 1920-40 


y Consumers’ Consumers’ Gross National Net National 
L Outlay? Outlay? Income" Income” 
(billions) (billions) (billions) (billions) 
1920 62.1 73.5 
1921 54.3 55.8 63.8 59.1 
1922 52.4 56.1 64.3 60.6 
1923 57.8 62.8 74.8 71.4 
1924 61.9 66.0 15:2 71.9 
1925 62.7 66.6 79.7 75.9 
1926 68.0 72.2 84.8 81.4 
1927 67.4 71.8 82.7 79.9 
1928 70.2 74,2 86.2 81.6 
1929 72.7 77.1 90.0 87.1 
1930 70.1 73.1 79.8 77.3 
1931 58.5 60.2 63.9 _ 60.3 
1932 45.4 47.2 | 47.4 43.0 
1933 39.8 45.9 46.2 42.3 
1934 47.3 52.2 55.8 49.6 
1935 51.4 ' 53.7 61.7 54.4 
1936 57.1 57.6 71.4 62.9 
1937 65.2 64.1 79.4 70.5 
1938 62.3 62.5 i 70.8 65.4 
1939 60.5 —— 75.7 — 
1940 64.4 — 82.0 — 


a Derived by subtracting from estimates for gross national income estimates of offsets to 
saving. 

b Revised estimates by S. Kuznets, National Income, 1919-1938, Nat. Bur. Econ. Res., 
Occasional Paper No. 2, Apr., 1941, pp. 6-7. 

e See O. L. Altman, op. cit., Table 2, p. 14. 


7S. Kuznets, National Income, 1919-1938, Occasional Paper No. 2, Nat. Bur. of Econ. 
Res., Apr., 1941. An adjustment for 1938 and an estimate for 1939, based „upon Depart- 
ment of Commerce figures, were made in the analysis. 
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study cannot, strictly speaking, be compared with the results of the 
previous saving-income study, but they do provide a check upon the 
conclusions reached as a result of the previous analysis.” The estimates 
of consumption include not only expenditures for non-durable con- 
sumers’ goods, but also expenditures for consumers’ durable goods 
with the exception of housing which is considered as belonging in the 
investment category. Some of the goods thus classed under ‘‘consump- 
tion” are in fact bought through the use of consumers’ credit. Consump- 
tion as here defined is therefore the same as that shown in Column III 
of Figure 1. 

: The changes of consumption in time, as compared with the changes 
in gross and net national income, are shown in Figure 7. Consumption 
at all times absorbs the bulk of national income, so it necessarily has 
a close correlation with it, as is evident in the figure. The nature of this 
relation is shown more clearly when consumption and net national 
income are plotted against one another on a dot chart (Figure 8). The 
relationship is close and apparently linear. It would be possible to 
explain consumption In every year from income alone with no error 
greater than 5 billion dollars, and in most years with errors no larger 
than 2 billions. The simple relation of income to consumption is 
thus closer than was the simple relation to saving, shown on Figure 5.” 

Closer examination of Figure 8, however, reveals some of the same 
peculiarities seen in Figure 5, or, rather, their reverse. Certain years 
show relatively high consumption for the current income: 1930, 1931, 
and 1938. These were years of falling income. Other years show rela- 
tively low consumption for the current income: 1921, ’22, ’23, 725, 736, 
"37, °39, and ’40. These were mainly (though not entirely) years of 
rising income. There is also some trend present, apparently, with 
consumption in the latter years of the twenties relatively high and in the 
latter years of the thirties relatively low. These differences in the 
behavior of consumption are consistent with those noticed earlier for 
saving. Rising income is apparently accompanied by less consumption 
and more saving than would be expected after a static balance is 
attained at the higher income; falling income by more consumption 
and less saving than in the static situation. 

The relations shown in Figure 8 may be analyzed by the same me- 
thods used in analyzing the income-saving relations of Figure 5. Going 
at once to the type of relationship which was found to yield the best 
results for saving, we may apply it to consumption by using the formula: 


2 For a discussion of the differences between the two income series the reader is referred 
to Altman, op. cit., p.-14, footnote 3. 

= This checking of the saving function by study of the consumption function was sug- 
gested to the author by Alvin Hansen. Compare the results shown’ here with those in 
Hansen, op. cit, chap. 11, appendix by P. A. Samuelson. . ? 
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Ay === a -f+ bX -+ ba Xau ate bat =f bf 
where X, = consumption, in billions of current dollars 
X. = Net national income in billions of current dollars. 
aa ~ Change in net national income from preceding year in 
Billions of dollars. i 
t == time in years. 


The inclusion of ¢ and # in the formula makes it passible to include 
allowance for a trend in the propensity to consume, with a parabolic 
curve. 

Fitting this equation by multiple correlation gives the values for the 
parameters as follows: 


Aa =z 10.256 -H 0.712X, — 0.090%», -|- 0.917¢ —-- 0.372? 


The closeness of fit of consumption as estimated from this equation 
to the actual consumption is even better than were the corresponding 
estimates for saving.*° 

The relations as fitted in the equation just given are compared with 
the original observations in Figure 9. The solid dots in the upper 
portion of the chart show the original values; the hollow dots in each 
section show the values after adjustment for the relationship to the 
other variables. Inspection of this figure shows no perceptible cur- 
vilinearity in the relation of consumption to either the level of income 
or to change in income. If consumption rose by a decreasing amount 
as the level of income rises, that would be shown by a curve for the 
upper line, convex from above. The hollow dots give no significant 
indication of such a curve. 

The lower portion of Figure 9 shows the nature of the net trend. Ap- 
parently the propensity to consume increased gradually during the 
twenties, reached a high early in the thirties, and then declined there- 
after. The adjusted data for the individual years indicate that this 
parabolic trend fits the observations quite satisfactorily. 

When Figure 9 is compared with the corresponding figure for saving, | 
Figure 6, the similarity is striking. Both saving and consumption rise 
with the level of income. The difference between income and consump- 
tion at any given level of income is quite close to the indicated saving 
at the same level. Thus, at 60 billions net national income or about 


= After allowing for the degrees of freedom removed, the adjusted values were 
R’s.234 == 0.986, S12 == 1.044. This relation to income and trend thus explains over 98% 
of the observed variance in consumption. An analysis using data corrected for price and 
population changes gave a coefficient of multiple determination much lower (R7:.2%5 = 
952) than the analysis pictured in Figure 9. 

“Tests of the significance of the addition of the trend indicate that it raises the total 
correlation by an amount that would occur by chance only in one sample out of eight if 
the samples were drawn from a universe where trend had no real significance. 
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65 billions gross, the difference is about 8 billions (from Figure 9), 
and saving is almost 10 billions (from Figure 6); at 75 billions net 
national income or 80 billions gross, the difference is 12 billions, and 
saving is 14 billions.” But saving (Figure 5) and consumption (Figure 
10) show reverse relations both té change in level of income and to 
time. This is in accord with our theoretical expectations and with the 
apparent relations as shown on Figure 8. 

The trend functions are the reverse of one another in shape and 
timing and in magnitude. Thus, Figure 6 shows that saving in the 
early twenties ran 2.5 billions above the average amount expected with 
the current level and change in income, whereas Figure 9 shows that 
consumption ran in 1921 about 2 billions below the average consump- 
tion expected with the current income. 

The relations of saving and of consumption to the change in income, 
however, do not come out of the same magnitude. Figure 6 shows each 
billion dollar change in income level to be accompanied by a 230 
million increase in saving above that otherwise expected; while Figure 
9 shows each billion dollar change in income level to be accompanied 
by only a 90-million decrease in consumption below that otherwise 
expected. Furthermore, the static relation of consumption to the mcome 
level shows no sign of the curvilinearity evident in the static relation 
of saving to the income level. 

These statistical discrepancies in the relations may be explained in 
part by the differences in the make-up of the consumption and saving 
and income series, already referred to. The inclusion in the consump- 


= Figure 9 is computed with net national income as the independent variable, and Figure 
6 is computed with gross national income as the independent. To compare the two, it is 
necessary to use the amount of gross national income usually equivalent to a given net 
national income. Using the average relationship, this is as follows: 


Net National Income Corresponding Gross National Income 
(in billions) (in billions) : 
60 65 
75 80 


Entering the upper grids of Figure 6 and Figure 9 with these values, the results are as 
follows: 


From Figure 6: Gross National Income Amount of Saving 
(in billions) (in billions) 
65 10 
80 14 
From Figure 9: 
Net National Income Corresponding Gross Amount of B-C 
(A) National Income . Consumption (in billions) 
(in billions) (B) (C) 
(in bilions) (in billions) 
60 65 57 8 


75 : 80 68 12 
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tion series of certain items of durable goods tends to dampen down the 
response of consumption to change in income. 

In periods of rapid change in the level of consumers’ income, two 
forces seem to be at work. These two affect the propensity to consume 
in opposite directions. On the ont hand, habits of consumption in 
individual families seem to be more persistent than habits of saving, 
so that sudden or large changes in income do not at first affect ex- 
penditures for current consumption proportionately, and do affect 
savings more than proportionately. After a time, if the new level of 
income is maintained, consumption habits are readjusted upwards or 
downwards to the higher or lower levels, and savings then are adjusted 
to conform to the new levels of consumption expenditure.” Expenditures 
for consumers’ durables, on the contrary, behave in a different manner. ~ 
Periods of rising income encourage consumers to expand their purchases 
of durable goods. This may occur both through the expenditure of idle 
funds or previous savings, or through purchase on installment credit. 
In periods of falling income, expenditures for consumers’ durables 
can fall very sharply, while purchases on credit decline below the level 
of payments due on past purchases, resulting in negative expenditures 
for durable consumers’ goods on credit. The statistical data on this last 
point are very clear, changes in consumers’ credit (which is largely on 
durable goods) being explainable 95 per cent by changes in income, 
and only 5 per cent by the level of income. (Note Figure 10.) 

The dynamic relation of an increase in Income to consumers’ ex- 
penditures is thus twofold: expenditures for current consumption rise 
by less than would be expected from the static relation of income to 
consumption, while expenditures for consumers’ durables other than 
housing rise by more than would be expected from the static relation. 
Of the two elements, the changes in current consumption expenditures 
apparently dominate, as when all consumers’ expenditures, durable and 
non-durable, are lumped together, the net result is a smaller dynamic 
change in consumption (Figure 10), and a larger dynamic change 
in saving (Figure 6), than would be expected from the static relations 
with income. To the extent that our statistical classification has in- 
cluded in consumption some of those components of consumer ex- 
penditures which are financed by installment credit, and are of semi- 


Tn an earlier study, Dirks pointed out very clearly the probable differences in the dy- 
namic and static effects (as they have been termed here) of income changes, and called 
attention to the “inertia or stability of living standards in the wage-earning classes,” and 
supported it by the analysis of German data. The statistical method which he employed, 
comparisons of rate of change in both series, lagged and concurrent, did not, however, 
enable him to measure separately the dynamic and the static elements in the relationship. 
See Frederick C. Dirks, “Retail Sales and Labor Income,” Rev. of alas Stat., vol. xx, no, 
3, Aug., 1938, pp, 128-34. 
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durable or durable nature, it has thus concealed part of the response 
for the current consumption items to the change in income." 

The way in which the data are conventionally organized thus tends 
to obscure some of the elements of actual economic behavior. All 
expenditures for one consumers’ durable goods—housing—are usually 
classified with commercial investment, whereas expenditures for other 
consumers’ durables are classified, in whole or in part, with expenditures — 
for consumption.” Yet in many respects expenditures for consumers’ 
durables behave quite differently from expenditures for other con- 
sumption goods, and in the dynamic sense they react in an opposite 
direction. These facts suggest that a breakdown of gross national pro- 
duct might be developed which would base the classification more on 
similarity of behavior, and less on the commercial or non-commercial 
character of the expenditures, than do the existing breakdowns. 


Relation to institutional changes 


The analyses to this point have shown something of the nature of 
the functional relations between income and saving and consumption. 
The saving function and consumption function thus defined represent 
saving and consumption habits under the conditions prevailing during 
the period covered by the base data—-the two decades of the period 
1921-40. As a whole this period was one of relatively low taxes on in- 
come,** of continuing expansion in saving through institutions such as 
life insurance concerns, of large amounts of saving by business institu- 
tions, and of large capital expenditures by governmental bodies.” The 
period as a whole was also marked by high levels of production in two 
items of consumers’ capital, housing and automobiles.. Purchases on 


* This conclusion was verified by a further statistical analysis of consumption. In this 
analysis, the data on consumption were corrected by subtracting from them the changes in 
consumer credit, thus giving a measure of consumption expenditures from current income 
alone. The three independent factors explained 98.4 per cent of the variance in this new 
consumption figure. The relations to total income and time were similar but the relation to 
change in income was much more marked. Thus analyzed, the dynamic relation of income 
to consumption comes out very close to the reverse of the dynamic relation of income to 
saving, as would be logically expected. Figure 6 shows that for each one billion dollars 
that income one year rises above the income of the preceding year, saving increases 230 
millions above the saving expected at the new income level. Consumption (excluding pur- 
chases based on consumer credit) declines 167 millions below the consumption expected at 
the new income level. 


3 The distinction between durable and non-durable consumers’ goods is based on dura- 
tion of life in ultimate use. For discussion see S. Kuznets’, Commodity Flow and Capital 
Formation, vol. J (New York, Nat. Bur. of Econ. Res., 1938), pp. 5-7. 

“Thus the average effective rate on a net income of $25,000 ran between 5 and 10 per 
cent during most of this period and never exceeded 15 per cent. Approximately 60 per cent - 
of all saving by individuals is done by those with incomes of $20,000 and less, Mordecai 
Ezekiel, “An Annual Estimate of Savings by Individuals,” Rev. of Econ. Stat., vol. xix, 
no. 4, Nov., 1937, p. 183; National Resources Committee, of. cit., p 48. 


= Hansen, of. cit. pp. 238-47. = 5 
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installment payments may themselves influence saving and consumption 
habits. The distribution of income among individuals remained highly 
unequal through the period as a whole, with 25 per cent or more of all 
income disbursed going to the top 5 per cent of income-receivers, and 
with the bottom 25 per cent of income shared by 55 per cent or more of 
income-receivers.** Throughout the period one-eighth to one-fifth of all 
individual income payments went to the top one per cent of income 
recipients.” 

Presumably the trends shown on Figures 6 and 9 may reflect changes 
in some of these institutional factors during the period. As indicated 
earlier, however, no definite quantitative relationships of institutional 
changes to these trends have been discovered. On the contrary, the 
downward movement in income tax rates during the twenties and the 
increases in the thirties, would be expected to produce shifts in saving 
and consumption habits just the reverse of those which were actually 
observed. 

A study of the degree of concentration of income in the higher 
brackets shows that changes in this factor are closely associated with 
changes in national income. To the extent that this is true the effect of 
this factor upon saving and consumption is already measured in the 
relations to the level of income and the changes in that level. No 
significant net relation was found when this factor was added to the 
analysis. 

It is important to emphasize that the quantitative relations shown 
apply only under the particular institutional and historical conditions 
for which they were measured. Before these relations could be used 
to reach judgments for earlier or later periods, they would have to be 
adjusted to allow for concurrent changes in all the numerous factors 
that may influence distribution of national income and saving and 
consumption habits. However, barring sudden institutional changes of | 
great magnitude, such as the overthrow of our private enterprise system, 
and assuming the continuity of the trend, the relations determined 
here seem to describe adequately the behavior of saving and consump- 
tion and could be extrapolated for short distances without an undue 
amount of error. 

Summary 


This paper analyzes the relation of saving to income and of con- 
sumption to income under the conditions which prevailed in the United 
States from 1921 to 1940, while eliminating (holding constant) the 


3 National Resources Committee, Consumer Incomes in the United States (Washington, 
Government Printing Office, 1938), p. 6; and Leven, Moulton, Warburton, op. cit., 
pp. 228-29. 


A, Goldenthal, “Concentration and Composition of Individual Incomes, 1918-1937,” 
T.NEC. monog?no. 4 (Washington, Sup. Doc., 1940), p. 16. 
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influence of other factors, found to be related to saving and consump- 
tion. Income and changes in income were found to be the major factors 
related to movements in saving and in consumption. The analysis of 
the relation of gross saving to gross income confirms the analysis of the 
relation of consumption to net income. Both analyses show that as 
national income increases from low levels to high, at the higher levels 
proportionately more is saved and less is consumed than at the lower 
levels. Both show that there have been changes in this relation during 
the past two decades, with consumption at a given income reaching its 
maximum and saving at a given income its minimum, in the early 
years of the thirties. Both show that there is a dynamic factor in the 
relationship with large changes in the level of income being accom- 
panied at first by larger changes in saving and smaller changes in 
consumption than prevail subsequently after a new static balance has 
been established. 

Both the saving-income relation and the consumption-income relation 
were continuous at approximately the same level through the decade 
of the twenties and that of the thirties. The trend element showed no 
sharp break between these periods, and the functional relation re- 
mained the same. 

The relations found between saving and income and consumption and 
income, static and dynamic combined, plus the long-time trend in 
each, left only 4 per cent of the variance in saving and 2 per cent of 
the variance in consumption unexplained. 

The dynamic factor, as discovered here on empirical analysis of the 
behavior of the relations, agrees surprisingly well with the dynamic 
factor introduced on theoretical grounds by Smithies as part of his 
“process analysis” in a paper of which I did not learn until after these 
studies were completed.*® Substitution of these realistic parameters into 
his theoretical equations might extend still further the value of his 
‘exceedingly promising analysis. 

Except for the introduction of the dynamic factor, these conclusions 
are in general accord with the hypotheses stated at the beginning of 
this paper. 

Dynamic factors aside, they show that consumption increases as 
national income increases, but relatively slower, while saving increases 
as income increases, but relatively faster than income. 


(Part II will be published in the June number) 


* A. Smithies, “Process Analysis and Equilibrium pales Econometrica, vol. 10, 
no. 1, Jan., 1942, pp. 26-38. 


“PERMANENT” TECHNOLOGICAL UNEMPLOYMENT 
“Demand for Commodities Is Not Demand for Labor” 


By Hans P. NEISSER 


I. Introduction 


The theory of technological unemployment is a stepchild of economic 
e science. The facts seem to stand in such blatant contradiction to ortho- 
dox doctrine, according to which no “permanent” technological unem- 
ployment is possible, that most American textbooks prefer not to men- 
tion the problem itself. This attitude is of recent times. The analysis 
to which Ricardo subjected the displacement of labor by the machine 
in the last edition of the Principles had stimulated a lively discussion 
among the later classical economists, who, as we shall see instanta- 
neously, followed two different lines of thought. With the rise of neo- 
classical equilibrium analysis, the discussion died down, at least in 
Anglo-Saxon literature’ and only recently the oldest argument against 
technological unemployment, originally developed by McCulloch, was 
revised in a little more sophisticated form by two American economists, 
P. H. Douglas and A. Director in The Problem of Unemployment (New 
York, 1931). We can, therefore, distinguish three approaches:’ 

1. The “Law of Markets” approach, formulated at first by Mc- 
Culloch in Principles of Political Economy (first edition, 1825) Part I, 
chapter VII, and, as pointed out above, revised by Douglas and Di- 
rector, applies Say’s Law of Markets to the Labor Market. As there 
cannot be a general over-production of commodities produced, so there 
cannot be a general over-supply of labor. We shall analyze this argu- 
ment in the first section of this paper, with some supplementary remarks 
in Section V. 

2. McCulloch’s argument was not taken up by the other classical 
authors, because it is at variance with the classical theory of the demand 
for labor. As John Stuart Mill stated it most pointedly: “Demand for 
commodities is not demand for labor” (Principles, vol. I, p. 5, para. 9). 
The maintenance of the demand for commodities according to Say’s 

1 Pigou’s and Hicks’s discussion of labor saving and capita] saving inventions was not 
developed with a view to the unemployment problem. See below, Section V. 


*The history of the doctrine in question has been written, in a scholarly fashion, by 
Alexander Gourvitch, Survey of Economic Theory on Technological Change and Employ- 
ment (Work Projects Administration, National Research Project, Report No. G-6, 
Philadelphia, 4949). The present approach differs in many respects from Mr.’Gourvitch’s one, 
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Law, therefore, does not militate against an over-supply of labor. It is 
the volume of circulating capital, interpreted as wage fund, that governs 
the demand for labor. Following Ricardo’s lead, the theory of “‘compen- 
sation” of technological displacement of laborers was worked out. In 
contrast to the Law of Markets approach, which does not allow any 
exceptions to the denial of “permanent” technological unemployment, 
the Wage Fund School maintains the occurrence of compensation only 
as the general rule, exceptions from which are deemed possible though 
unlikely. In Section III," we shall consider this argument. 

3. The neo-classical equilibrium approach differs from the preceding 
ones by denying the possibility of technological unemployment only as 
to a state of long-run general equilibrium proper, in which complete 
adjustment of all the variables of the economic system is attained (size 
of firm, input, output, prices of goods produced, prices of productive 
services, interest rate). The difference of the neo-classical approach 
from the Law of Markets approach is concealed by the use of the terms 
“temporary” and “permanent” by the latter school. By “permanent,” 
Douglas and Director do not refer to the state of long-run equilibrium 
proper. This is clear from their definition of “temporary” technological 
unemployment (op. cit., pp. 113 f.), which refers only to such obstacles 
to the reabsorption of laborers as: slow working of competitive mecha- 
nism, slow transfer of expenditure from one good to the other, or of 
workers from one industry to the other. A state of affairs in which these 
obstacles are overcome (as we shall assume throughout the present 
paper) still might be in a merely “short-run equilibrium” in the neo- 
classical sense, which is based on the assumption that all equipment is 
“giyen” as to quality and quantity, while long-run equilibrium proper 
in the neo-classical sense requires, among other things, the adjustment 
of the size of the firm and of the quality of equipment in such a way 
that average costs equal price for all firms. Indeed, if the Law of 
Markets is valid at all, it must be applicable to periods of any length, 
provided only the period is long enough to overcome the temporary’ 
obstacles; and similiar considerations apply, as we shall see, to the 
wage-fund argument. 

There is a further important difference between the scope of the neo- 
classical argument and the two preceding ones. Their concepts of un- 
employment differ. The older theories use something like the popular 
concept: a man is called unemployed if he cannot find employment at 
the prevailing wage rate. If “permanent” technological unemployment 
in this sense is impossible, then, indeed, technological progress would 
confer only benefits to the working class, as maintained by the two 
classical schools. On the other hand, the neo-classical approach only 


® Section IT deals with the concept of a labor-saving device. 
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maintains that, in the long run, a man can always fnd employment at 
the long-run equilibrium wage rate, which may differ considerable from 
the prevailing rate. A man who refuses to work at this equilibrium rate 
might be called unemployed by the classical school, but would not be 
called unemployed by the neo-classical economists; it is in this sense 
only that neo-classicism denies the possibility of “permanent” unem- 
ployment. : 

While there is little merit in the two classical approaches, the neo- 
classical one stands on much firmer ground, on account’ of its lesser 
scope. However, even the neo-classical approach is far from giving the 
unambiguous answer its adherents ascribe to it. This will be shown in 
Section IV. On the other hand, while the unqualified denial of ‘“perma- 
nent” technological unemployment in traditional theory is not justified, 
preliminary empirical investigations (which cannot be presented in the 
present paper) have convinced the present writer that popular opinion 
vastly exaggerates the amount of unemployment which properly could 
be called “technological.” The relative small size of technological un- 
employment in history is attributable, partly, to the independent forces 
increasing employment, which briefly will be discussed in the last sec- 
tion. In no case would it be permissible to use simply the current un- 
employment statistics as a verification or a repudiation of the theories 
which affirm or deny the existence of technological progress that creates 
unemployment. Hitherto the discussion has been marred by a confu- 
sion of historical and theoretical statements. We read, e.g.: “As a mat- 
ter of fact, however, the increased output, consequent upon the intro- 
duction of machinery, gave rise to an increased demand for products; 
and the increased products, due to the cheaper machine process, stimu- 
lated the accumulation of capital and resulted in the building and opera- 
tion of numerous new plants which reabsorbed the labor supply. Thus 
machinery in the end has not displaced labor but instead has increased 
the marginal product of labor and thus increased real wages.”* We may 
interpret this as a historical statement concerning the period since the 
Industrial Revolution till the crisis of 1929; during this period, factors 
making for more employment are supposed to have outweighed the 
factors of displacement; and this historical statement is, of course, 
confirmed by the inspection of census figures. On the other hand, these 
statistics are quite inappropriate to the theoretical question whether 
technological progress contributes to unemployment. What would one 
think of an argument against the law of gravity based on the undeniable 
truth that only a very small number of people habitually fall against the 
center of the earth with an acceleration of 33 feet per second? And yet, 
the reference to unanalyzed observation is not worse than the reference 


+F, B. Garver and A. H. Hansen, Principles of Economics (1937), p. 567. 
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to unanalyzed historical facts. In order to obtain a reliable answer to 
our question, it is necessary to keep constant the other factors as far as 
they are truly independent, 1.e., not exclusively or almost exclusively 
governed by the volume of technological unemployment itself. 


H. The Law of Markets Approach 


The compensation argument of the Law of Markets School runs as 
follows: Purchasing power is, by itself, indestructible; if technological 
progress in industry A reduces the amount of labor necessary to produce 
a given volume of output in this industry, the price of the goods will 
decline in proportion to the decline in average costs, at least under 
conditions of full competition; now either the sales volume can be in- 
creased correspondingly to the price fall (demand elasticity == 1), then 
the workers displaced will be reabsorbed by the industry A itself, which 
now produces more; or the sales volume increases by less (demand 
elasticity < 1), then the consumer will be able to increase his outlay 
for the products of other industries B, C ..., which, therefore, would 
reabsorb the workers displaced in industry A. And in the case of a 
demand elasticity larger than unity it would be industry A which at- 
tracts additional labor. Thus, the initial displacement of workers in 
industry A is compensated by an increased demand for labor either in 
that industry, or elsewhere. In other words, with a given volume of 
consumers’ outlay and with a given output, a definite amount of em- 
ployment is associated; demand for commodities zs demand for labor. 

It is difficult to obtain a clear idea of the price theory which under- 
lies this argument. The starting point of the Douglas-Director analysis 
obviously is a state of long-run equilibrium in which not only marginal 
costs but also average costs equal price; and the analysis ends by look- 
ing at another state of equilibrium, reached after the technological 
progress has materialized, because the authors assume that at the end 
of the process competitive prices will again equal average costs. The 
question naturally arises: In what way is the reabsorption of displaced 
workers in industries B, C ... carried through? (For the sake of 
simplicity, attention will be focused in the present section on the case 
of a demand elasticity smaller than unity.) In the “short run,” z.e., with 
equipment given as to quantity and quality and with a given wage level,’ 
there is no reason to assume that an upward shift of demand in indus- 
tries B, C, etc., would spend its force exclusively on output. On the con- 
trary, as the basic equation of monetary theory is usually interpreted, 

The second condition is not strictly Marshallian and could be dropped in other 
applications of the short-run concept. As pointed out by F. H. Knight (Risk, Uncertainty 
and Profit, pp. 142-44, footnote), Marshall neglected to correlate clearly the theories of 


commodity prices and factor remunerations for the different phases because he was 
concerned chiefly with partial equilibrium analysis. . * 
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an increase in the flow of purchasing power may raise prices rather than 
output. And although this statement refers to the total flow in the eco- 
nomic system and to the price level, it may be true also for an individual 
industry; for the entrepreneur cannot possibly ascertain the source of 
rising demand; whether it is generated, on the one hand, by gold pro- 
duction, credit expansion, dishoarding, etc., że., factors that govern the 
flow of purchasing power in general, or, on the other hand, by a re- 
distribution of the existing flow. We admit, however, that this applica- 
tion of the “equation of exchange” is not permissible in the problem 
before us; because even in the short run the physical volume of output 
is not a given magnitude (as assumed by the older forms of the quantity 
theory) but is indicated by positively sloped supply curves. Only in the 
limiting case (“‘full” utilization of resources) will demand intersect the 
supply curve in the vertically sloped segment of the latter; but there is 
no case in which the effect of the expanding demand would be wholly 
concentrated on output, as the theory of compensation implies. Even 
under imperfect competition, where the competitive supply curve has 
to be discarded, the cases are rare in which expanding demand will not 
raise the price. 

As long as the equipment in industries B, C, etc., has not undergone 
fundamental changes as to quality and quantity, they are not able to 
reabsorb completely the workers displaced in industry A. This adjust- 
ment of the given stock of equipment is not discussed at all in this 
context by the Law of Markets School; and, indeed, the adjustment 
could not be secured by the operation of the Law of Markets alone. 
The adjustment can be achieved in various ways: (1) by a change in 
the size of the firm, other firms changing commensurately in the oppo- 
site direction; (2) by a change in the wage level, caused by the techno- 
logical unemployment; (3) by a change of the “quality” of equipment; 
(4) by a change in the total quantity of equipment in the economic 
system. Of these methods, number (1) could not, in principle, raise em- 
ployment in toto, because an increase in the size of one firm, under 
stationary conditions, involves a reduction in the size of another firm, 
from which capital is transferred to the first one; nevertheless, the 
implications of this re-distribution of capital deserve comments; we 
shall return presently to them. It is mainly the action of mechanisms 
(2)-(4), not the “indestructibility of purchasing power,” through which — 
displaced workers may be reabsorbed. However, as shall be pointed out 
in later sections, the effectiveness of these mechanisms has theoretical 
‘and practical limits which militate against the hard and fast theoretical 
proposition that no permanent technological unemployment is possible. 

The neglect of the mechanisms numbers (2) and (3) by the Law of 
Markets School can be explained, partly, by their second assumption 
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that not only consumers’ outlay and output, but also output and employ- 
ment are rigidly associated. In other words, an output of, say, $1,000 in 
industry A is supposed to be associated with the same amount of em- 
ployment as an output of $1,000 in any other industry (B, C, etc.), 
materializing during the same period. The significance of this assump- 
tion for the'Law of Markets approach is obvious; for let us suppose, 
for the sake of the argument, that $1,000, transferred from outlay for 
A to outlay for B would spend their effect exclusively on output and not 
at all on prict in B: still it would not follow that the workers displaced 
in A would be completely absorbed in B, unless the crucial assumption 
we are discussing now is correct. However, since labor and capital co- 
Operate in different proportions in different industries, $1,000 output 
will contain different amounts of wage costs and labor in different in- 
dustries. The assumption is therefore untenable. 

It should be noticed that the assumption discussed in the preceding 
paragraph does not become tenable if, instead of individual industries, 
“integrated” industries (including the so-called “higher stages” of pro- 
duction, where raw materials and machinery are produced) or the 
economy as a whole are considered. It is sometimes asserted that dif- 
ferences in the capital-labor ratio of a lower stage are of no significance 
for the economic system, because capital expenses will be “ultimately” 
resolved into labor expenses; thus, if in a lower stage of production 
the capital expense assumes a relatively large share of total expenses, 
labor expenses are supposed to take a correspondingly larger share on 
the “higher” stages. But, first of all, the resolution is not one of all 
capital expenses but only of the replacement allowance (for equipment 
and material) and it is not a resolution into wages alone but into all 
factor remunerations. The reader may consider the following pattern 
which symbolizes the circulation in two integrated industries differing 
as to the share of labor expenses in total expenses. In both cases, total 
expenses on the lowest stage are $1,000. Under the simplifying assump- 
tions that (a) rent, cost-taxes and profits are zero, (b) that the period 
of turnover of capital is the same in both cases on all stages, the circu- 
lation can be represented, in each case, by three columns representing, 
from left to right, (1) interest, (2) the other capital expenses (to be 
distributed on the next stage), and (3) wages; the ratio is, on every 
stage,° in the first case 1 — 1 —- 2, in the second case 1 +- 1 ~ 6. 

In other words, the net output of an economic system may consist, 


€ Since the highest stages are common to all industries the assumption of a constant 
share of wages in total expenses on all stages of an “integrated” industry is incompatible 
with the existence of different ratios for different industries on the lowest stage. This 
does not invalidate the argument. A more realistic example can be found in my paper 
“Oeffentliche Kapitalanlagen in ihrer Wirkung auf den Beschaeftigungsgrad” in Economic 
Essays in Honour of Gustav Cassel, London, 1933, p. 464. . ° 
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e.g., of 6624 per cent wages and 33% per cent profit, interest and rent, 
or of 86 per cent wages and 14 per cent profit, interest and rent; in the 
latter case, obviously, employment would be larger, provided we com- 
pare systems with the same output and wage level. 


CIRCULATION OF EXPENSES IN INTEGRATED INDUSTRIES - 





Stage | First Case Second Case Pit 
First Stage 250 250 500 125 125 750 
Second Stage 62.5 62.5 125 15.6 15.6 93.8 
Third Stage 15.6 15.6 31.1 1.9 1.9 11.8 

Sum 333 333 666 143 143 857 


For the problem of technological unemployment, however, the cor- 
rection by which we had to qualify the “resolution” theorem, may seem 
to be less important. We are still in the short-run phase of the problem, 
t.e., we ask whether absorption of the released labor is possible with a 
stock of equipment of given quantity and quality; then only those costs 
which enter into short-run supply price will matter, i.e., marginal costs; 
in their determination interest plays a very small rôle, the bulk of in- 
terest being a fixed charge. There is, however, another aspect of the 
“resolution” process, which further invalidates the rigid association 
between output and employment, supposed by the Law of Markets 
School. In an industry B with a relatively small share of labor expenses 
per $1,000 of output, the total amount of capital expenses naturally 
would be larger than in industry A; and this result holds true also for 
“Integrated” industries. But will the capital expenses be currently ex- 
pended? We may here disregard the question where, in case of a transfer 
of consumers’ outlay from industry A to B, the money would come from 
to pay out the larger volume of total expenses, which as the example 
shows may develop in B as compared with A; for the problem is not 
purely monetary. Are we entitled to assume that the increased replace- 
ment allowances in industry B will be used currently for reinvestment 
and likewise, in case of an imperfect supply elasticity in B, that the 
ensuing profit increment in B will be spent and invested in its entirety 
and not hoarded? Obviously zf some hoarding took place, then the 
“higher stages” would not benefit in full from the capital expenses (and 
profits) in the lowest stage, and the reabsorption of workers would meet 
a further obstacle. 

The following alternatives seem to offer themselves as answer: 

1. The chances for an increase in current investment and replace- 
ment in B are good if the capacity of the industry as a whole is so well 
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utilized that aggregate profits are above zero or at least not negative. 
But then the range over which the supply elasticity in B is still con- 
siderably above zero, would be rather small, and the transfer of pur- 
chasing power from A to B would spend its force largely on prices. 

2. A large amount of unused capacity in the bulk of competitive 
industries, z.e., a wide range of elastic supply, is indicative of latent 
deflationary tendencies. If, therefore, the displacement occurs in an 
industry where the share of labor expenses is relatively large, the en- 
suing price fall, indeed, might bring about a rise in output in the lowest 
stage of B, C, ... without a considerable price rise; but the absorption 
of labor in integrated B, C, ... would not run parallel to the increase 
in output. 

3. There remains the alternative of widespread “monopoly,” under 
the reign of which unused capacity would mot be indicative of latent 
deflationary tendencies. However, a stage of widespread monopoly cer- 
tainly is not conducive to increasing the stock of equipment by invest- 
ment.” 


II. A Tentative Definition of Technological Unemployment 


We have already obtained some results, though we have still a long 
way to go. The Law of Markets does not secure the reabsorption of 
workers; there is no rigid association between purchasing power and 
quantity of output nor between output and employment. In the latter 
conclusion the key to the understanding of technological unemploy- 
ment is to be found: according to different stages of the arts, a given 
volume of capital tends to combine with different amounts of labor; the 


"The Douglas-Director discussion of technological unemployment under “monopoly” 
conditions is not less objectionable than their discussion of the case of competition. 
Admitting that consumers of A would transfer less purchasing power from industry 
A to B, C, etc, under monopoly in A than under competition, they insist that the 
difference is made up from the increased monopolistic profits in A. This amounts to 
assuming that monopolistic profits can be spent in the same spending period in which 
they are taken in; in other words, monopoly is considered to secure an automatic increase 
in the flow of purchasing power per time unit or, what is the same thing, in the velocity 
of circulation. A detailed discussion of this unfounded assumption is not necessary because 
it is not essential to the basic argument of the Law of Markets School; moreover, although 
the transition from competition to monopoly certainly would reduce output and employ- 
ment, no reason is visible why, under monopoly, the relative displacement of workers by 
technological progress would be larger in per cent of the employed than under competition. 


® The results of Section I were obtained on the level of a “partial equilibrium” analysis. 
Most recently, Professor O. Lange has made the attempt, to work out, under the same 
assumptions (given equipment, given wage level) a short-run general equilibrium level 
in form of a system of equations, which would permit to ascertain the repercussions in 
industry A originating in the induced changes in another industry. The report on Professor 
Lange’s paper (in “Cowles Commission for Research in Economics; Report of Sixth 
Annual Conference, 1940,” pp. 68-71) is too brief to allow any judgment whether, on 
the basis of his model, results of wider scope than worked out above could be obtained. 
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labor-saving type of technological progress simply raises the amount of 
capital per worker. The phrase “tends to combine” points to the fact 
that the trend of technology may be nullified by forces of adjustment 
(mentioned above, p. 54), the discussion of which will be the topic of the 
last sections of this paper, but these forces do not entitle us to deny the 
existence of the technological trend itself. | 

From this viewpoint, a labor-saving device is a method of production 
which permits production of the same output with less labor than before, 
either with the same or an increased amount of capital.® This definition 
provides also an answer to the naive question whether the displaced 
laborers would not be reabsorbed in the production of the labor-saving 
device itself. As matter of principle, no increase in the physical volume 
of capital is necessarily involved in the technological progress; the 
improved device may not cost more than the unimproved one, and 
might be financed from depreciation funds; and even if, in a given case 
the capital embodied in the new device would exceed that embodied in 
the old one, reabsorption of all displaced laborers is impossible, since 
otherwise the unit costs of output would not be smaller than before, and 
no incentive to introduce the new device would exist. 

On the other hand, our definition of labor-saving devices has obvious 
defects. The criterion “capital divided by labor,” both measured in 
terms of prevailing prices, is defined for a firm of given size, measured 
in terms of current output; output and size of the firm, however, may 
vary, and for different volumes of output, the ratio in question may be 
different. (We shall take up this question in Section V.) 


IV. The “Wage Fund” as Maintaining Employment 


For the short-run analysis offered in the preceding sections, the in- 
crease of demand in industries B, C, etc., is the causal factor that brings 
about a short-run price rise and increase in output. The market price 
would rise at once under a stimulus of increased demand, above the 
short-run price, and it would be the response of entrepreneurs to the 
higher market price that would bring about the short-run increase in 
output and would lower the market price to the new short-run level. 
Consequently, in the analysis of short-run price and output, economic 
theory needs not bother about the question of where the entrepreneur 
procures the additional working capital: it is the degree by which work- 
ing capital is provided that governs marginal output in the short run, 
and not the quantity of output that governs the volume of working 
capital needed. Whether the entrepreneur utilizes the temporary extra 
profits, from the rise in market price, or borrows funds to build up the 
marginal quantity of working capital, is irrelevant; in any case, the 


? The corresposding definition of capital-saving devices is obvious. 
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supply price of the additional funds enters the marginal cost function, 
the shape of which governs the increase in output for any given upward 
shift in demand in the industries B, C, etc. 

Thus, there would not be any reason to treat specifically the procure- 
ment of working capital within the framework of our analysis, if it were 
not for the central position into which classical economists have placed 
it in discussing technological unemployment: it is in circulating capital 
and not in the demand for commodities that, in their opinion, the de- 
mand for labor resides. Technological progress therefore could not 
affect the demand for labor but by impairing the stock of circulating 
capital. This classical proposition needs some comments. 

The circulating capital or working capital is considered by classical 
economists as a stock of wage goods or “wage fund,” supporting laborers 
during the “period of gestation,” z.e., till the goods they are just process- 
ing have sufficiently “matured” to be consumed. To this construction, 
it has been objected that workers do not live on a stock of goods, ac- 
cumulated in advance for the whole period of gestation but largely on a 
current flow of goods, emanating continually during the period, pro- 
vided production is sufficiently synchronized. For our present purposes 
this point is of minor importance, the more so since the continuous 
coming forth of the flow is conditioned by the perpetual existence of a 
stock, not of finished wage goods, but of “goods in process.” Ricardo 
based the possibility of technological unemployment or entrepreneurial 
inclinations to reduce, in the interest of higher profit, the wage fund by 
converting “circulating” capital into fixed capital.” His successors, for 
a considerable time, identified the question whether technological prog- 
ress has proved beneficial or not to labor, with the other whether the 
wage rate would be adversely affected in the course of progress. To 
answer in the negative, they were satisfied with proving that, at least 
in the vast majority of cases, the wage fund would not be reduced by 
technological progress." The theory of employment itself was only 
indirectly touched upon. It cannot be doubted, however, that, in classical 
opinion, the mere fact that the “wage fund” was maintained, sufficed 
to secure also re-employment of the displaced workers.” 

The wage-fund theory of employment can serve as an illustration of 
Marshall’s dictum that many an older economist “did not seem to have 
a sufficient responsibility . .. for keeping the number of his equations 


David Ricardo, Principles of Political Economy and Taxation, chap. 31. 


See the most elaborate analysis of N. W. Senior, An Outline of the Science of Political 
Economy (Reprint, 1939), pp. 153 f. 

2 The only systematic presentation of the issue from this angle known to the present 
writer is: H. Mannstaedt, Die Kapitalistische Anwendung der Maschinerie (1905). As 
“theory of compensation,” the argument appears in many German ‘textbooks. Cf. e.g., 
Ad. Weber, Allgemeine Volkswirtschaftslehre (1928), p. 169. . ° 
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equal to the number of his variables, . . .” (Letter to Colson, printed in 
Econometrica, Vol. I, 1933, p. 221). Evidently, in order to determine, 
on the basis of the wage fund the number of employed, one has to know 
the wage rate in terms of wage goods. On the other hand, in classical 
teachings, the wage rate itself is governed by the wage fund; it is ob- 
tained by dividing the wage fund by the number of employed: one 
equation, two- unknowns! With the concept of a given stock of wage 
goods, it is consistent to conclude ezter that the laborers displaced in A 
are re-employed and the wage level remains the same, or that they are 
not re-employed, thus consuming less, while the real wage level of the 
still employed rises. The latter alternative, surprising as it seems at the 
first glance, is by no means improbable; we have only to remember that 
what is fixed contractually between employer and worker is not the 
real wage but the money wage rate; if the wage bill declines because of 
technological unemployment in some industry, the given stock of wage 
goods can be sold only at lower prices, as it usually happens at the 
beginning of a depression. If this alternative is accepted, it is tempting 
to deduce from this starting point a theory of depression; for, certainly, 
the producers of wage goods (whose costs have not yet declined!) 
would respond to lower prices with a short-run reduction of output; thus 
a chain of cumulative shrinkages could be supposed to be generated. 
However, this line of reasoning would imply the acceptance of a funda- 
mental but faulty premise of the wage-fund approach, namely, that 
wage goods are rigidly separated from other consumer goods. There is 
not only a stock of wage goods in process, from which the continuous 
flow of wage goods emanates, but also stocks of “profit goods” in 
process, “rent goods” in process, etc., from which the flow of real income 
to the other classes is continually generated. Now even in the short run 
some transfer from the flow of wage goods to the other flows is possible; 
if the decline in the wage bill happened to be associated with a rise in 
profits, the wage fund would decline and the “profit fund” would rise. 
It follows that the classical equation: Wage Fund — Wage Rate (per 
period of gestation) times Employment, has three unknowns.** And 
such a rise of profits, parallel to the decline in the wage bill in A because 
of displacement of labor, is by no means restricted to cases of imperfect 
competition, as Douglas and Director, arguing in terms of average costs, 
supposed; whether, under perfect competition, profits or losses are 
created in the short run by the introduction of the new technical meth- 
ods depends inter alta on the way in which the shape of the marginal 
cost curve is affected by the technological progress. 


* Senior was not without misgivings in this respect. The ratio of wage goods produced 
to profit goods produced is, in his theory, governed by the profit rate (op. cit., p. 174); 
the logical cinle is complete. 
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It is not surprising that the analysis of the wage-fund theory of em- 


ployment, on the whole, gave negative results. For this approach, as 
embodied in the equation above, is purely algebraic and does not indi- 


cate the causal mechanism, neither the motives of entrepreneurs nor the. 
technical possibilities of re-employment. The classical theory had recog- 


nized that production is conditioned by the codperation of fixed capital, 
circulating capital and labor, the ratio of capital to labor being governed 
by what later was called “the nature of industry,” 7.e., the state of the 
arts; if so, how could the mere preservation of circulating capital en- 
sure re-employment? Ricardo did not bother much about this question, 
because his “long-run” equilibrium concept was different from the later, 
neo-classical one,’ denoting not equilibrium as worked out for a given 
quantity of factors available, but rather the terminating point of a 
process in which the rise or fall of the supply of labor and the changes in 
the current rate of capital accumulation adjusted both prices and factor 
remuneration to their “natural” level, and secured full employment of 
labor. The most logical conclusion (which was, indeed, drawn by Marx) 
would be to have current employment governed by the quantity of 


fixed capital available and the nature of the respective industry; then,’ 


technological progress that raises the amount of fixed capital necessary 
per worker would bring about displacement, to be compensated solely 
by further accumulation and investment of capital. 

Later classical economists like Cairnes and Sidgwick," being aware 
of these logical consequences of the Ricardian approach, tried to save 
the optimistic results of McCulloch and Senior in part by pointing out 
that additional fixed capital could also be provided by converting into 
fixed capital the working capital set free by the displacement of laborers. 
The quantitative significance of this process clearly would be small. 
Some theoretical comments on this suggestion may also be permitted 
here, because they will definitely clarify the position of working capital 
in the process of displacement and reabsorption. The setting free of 
working capital refers to the industry A where the technological progress 
materializes, not to the industries producing wage goods; because if 
these would reduce output and working capital, they would create 
additional unemployment, which would require an additional process of 
absorption. 

Now, the output in industry A is certainly larger after the introduc- 
tion of ‘the new methods than before; otherwise, the price would not 
fall. Consequently, the physical volume of working capital in A must be 
larger than before, except in the case that the period of gestation is 


“See F. H. Knight, Risk, Uncertainty and Profit (New edition, 1929), p. 143, footnote. 
% 7. E. Cairnes, Some Leading Principles of Political Economy Newly Expounded, 
(1894), pp. 190 #f.; H. Sidgwick, Principles of Political Economy (1883), p, 320. 
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reduced by the technological progress, which would imply a capital- 
saving device rather than a labor-saving one. Stilf it would be possible 
that the value of the stock of working capital is smaller than before, 
despite the larger quantity, because goods are now produced by less 
labor per unit of output. But even ‘if the value happened to shrink, this 
would not imply an abundance of working capital which could be con- 
verted into fixed capital. Entrepreneurs in A would pay out, during the 
period of gestation, a smaller amount of funds to factors of production 
‘than they had before; in the subsequent period, the effective demand 
for commodities and the net amount by which the demand for goods in 
B, C, etc., is augmented, would be correspondingly smaller. In these 
industries, the entrepreneurs would respond to a lesser degree than 
assumed in Section I, by expanding output and working capital in the 
short run: any mobilization of the abundant working capital in A would, 
therefore, at the best, raise the compensation of the technological un- 
employment to the level indicated in our former analysis and no addi- 
tional absorption would ensue. 

Clearly, if, in the process of technological progress the flow of pur- 
chasing power is maintained, as the Law of Markets School assumes, 
then the aggregate value of working capital in the economic system 
would not shrink; its wage component may decline, but, because of 
rising prices or of a higher ratio of capital to labor (in B, C, etc.), the 
other components, viz., profits and business payments, would rise. 


V. Changes in the Wage Level and in the Quality of Equipment 


Removing now, step by step, the strict conditions of the short run, 
we drop first the condition of an unchanged wage level. Technological 
unemployment could lower the wage level throughout the system. In 
the short run, where equipment is given as to quantity and quality, this 
would cause a downward shift of the marginal cost curve and would 
increase current output and capital, for any given state of demand. At 
the same time, a long-run process is started, adjusting the quality of 
equipment. Lowering the wage rate tends to bring about a combination 
of the given quantity of equipment with a larger amount of labor, im- 
plying the reabsorption of a certain number of displaced workers. 

As pointed out.in the beginning, this theory of compensation, being 
the offspring of modern equilibrium theory, has a greater theoretical 
validity than the two older approaches discussed in the preceding sec- 
tions. Equally great is the difference between the scope of the compen- 
sation argument of the equilibrium school on the one hand and the two 
older approaches on the other hand. The Law of Markets School and 
the Wage Fund School tried, above all, to prove that the wage level 
would not be affected; the mechanism of absorption we are going to — 
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discuss now does not support in any respect the older doctrines. More- 
over, the practical significance of the equilibrium theory approach ‘is 
small in the present era of relations between capital and labor, where 
wage rates have proved very inelastic i in face of the pressure of un- 
employment. . 

We do not-want, however, to dismiss the problem with such ptirely 
practical considerations. Too easily would it be argued that unemploy- 
ment caused by technological process is not genuine, but would vanish 
In time if a sufficient wage reduction set into motion the mechanisms 
now under consideration. Theoretical comments on the neo-classical 
approach are the more in order, since the opinion seems to be com- 
monly held (although never explicitly stated) that wage reductions, in 
order to be sufficient for reabsorption, need not be considerable, or 
would at least not reduce the worker’s standard of living beyond a fair 
minimum. 

As to the short-run effects of a wage reduction, our comments can be 
brief: (1) It is still an unsettled question of economic theory whether 
the assumption of an unchanged state of demand is compatible with 
the general decline in the wage level; (2) the degree of reabsorption of 
displaced workers, consequent to the reduction of wages, is, in the short 
run, theoretically not related, to the magnitude of displacement.” 

More complicated is the theoretical analysis of the changes in the 
quality of equipment caused by a wage reduction. For it is precisely by 
these changes that, according to the neo-classical theory, a state of 
general long-run equilibrium is brought about; and in such a state, no 
unemployment in the theoretical sense could exist. A closer analysis of 
the mechanisms involved is necessary. 

The term “change in the quality of equipment” covers two processes. 
The first is a consequence of the change in the price relations brought 
about by the decline in wage rates which sharply lowers the prices of 
all goods in the production of which relatively much labor and little 
capital is applied; consumers’ demand will turn to these goods, and 
productive resources will be transferred to such “little capitalistic in- 
dustries” (as they may be called from now), from highly capitalistic 
industries, increasing the amount of labor combined with an equipment 
of given quantity. The second process refers to the change in the meth- 
ods of production within the specific industry; it is.a process underlying 
the traditional marginal productivity analysis, where, with a given 
quantity of “capital,” different quantities of labor are combined. Both 

1 Further results may be reached by a short-run general equilibrium analysis of a system 
of simultaneous equations, with equipment but mot the wage level being given. Such a 
system has been developed recently by J. R. Hicks in Value and Capital (1938). The 


present writer has not yet been able to make it fruitful for the particular problems of 
this paper. 


oe * 
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mechanisms together are supposed, in modern theory, to bring about 
general equilibrium in the long run. 

The limits of the first mechanisin are fairly clear. Obviously it would 
not work if in all industries the factors of production would be combined 
in the same fixed ratio. As illustration, let us assume that three units of 
labor are always combined with two units of capital. If, then, an equal 
amount of labor and capital is available, plainly one-third of labor 
would: be unemployed all the time. On the other hand, if there are “in- 
dustries,” like the “industry” of personal services, in which labor needs 
not the combination with capital to operate, then it is certain that at a 
zero wage rate all labor would be employed. If this unrealistic assump- 
tion is discarded, however, the picture changes: at a positive wage rate, 
the equilibrium price for any good produced must be above zero, and 
then the demand for the product of the little capitalistic industry may 
not prove sufficiently elastic. 

This possibility is somewhat concealed by the mathematical form in 
which the equilibrium theory is stated. Equilibrium is characterized by 
a system of equations, in which prices and output of the different goods 
and the different productive services are the unknowns; since the num- 
ber of equations can be shown to equal the number of unknowns, there 
always seems to exist a set of solutions indicating the prices of goods 
produced and of productive services at which the latter are utilized in 
full and no longer unemployed in the theoretical sense, whatever the 
volume of their supply. However, these solutions need not give positive 
values for prices and output (not even real ones! ); and if not, then they . 
are meaningless, and no equilibrium exists on the basis of the data. In 
the following illustration, we use the original Walras model reproduced, 
in simplified form, by Cassel in his Theory of Social Economy, Book I, 
in which the methods of production, stated as “coefficients of produc- 
tion,” are taken as fixed, because we wish to isolate the effects of the 
first mechanism from the second one, viz., the marginal productivity 
mechanism, We assume 

1. Two kinds of productive services with unknown prices z, and z: 

2. Two kinds of produced commodities with unknown prices p, and pz 

3. Demand elasticities equal to unity, depending only upon the price 
of the good in demand, 7.e., consumers’ outlay being constant. 

We denote by 

S:, S, the unknown output of the good produced, 

D,, Dz the demand for these goods as function of their price 

Rı, R, the available supply of productive services (say, of labor and 
capital) 

anı di the (known) amount of productive service 1 necessary to 
produce ong unit of commodity 1 and 2, respectively, 
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azı, Gee the corresponding amount of productive service 2. We arbi- 
trarily put the constaht outlay for commodity 1 equal to that for 2, each 
equal to 10, the a-coefficients equal to 1, 2, 6, 4, respectively, and 
R, = 1, R: == 10. We have the following equations: 
Price equals average Costs: A112: F anze == 1z, + 62, = pı 
@1,2Z1 -F aa == 22, + 422 = Pe 
Supply equals demand: S:==D,=10/p, 


i : 


S= D, = 10/p2 
Full use of productive services: Ry = 1 == 41,18; ++ 41,5, == 10/pi 
-+ 20/pe 
Re = 10 = a235: + a2,252 == 60/p: 
+ 40/ De 


Solutions: pı == 5; pa = —20; zı = —35/2; Za = 15/4 
As pointed out betas the negative prices for product 2 and productive 
service 1 are meaningless;*’ there is no full employment of all factors 
of production, on the basis of the data. 

No specific illustration can be given which would show that an 
equilibrium system of equations in which the coefficients of production 
are variable, need not possess meaningful solutions either. The lack of 
reliable empirical material prevents a precise determination of the 
limits of the second mechanism. However, general observation renders 
it very likely that such limits exist, and that we are not entitled to expect 
from the marginal productivity mechanism the absorption of displaced 
workers beyond a certain, probably narrow limit. The present writer 
hazards the guess that in industry proper, as contrasted to agriculture 
and mining, the marginal productivity is very inelastic over the range 
beyond the combination of capital and labor which was obtained after 
the World War. To realize this more clearly, we only have to visualize 
a modern industrial enterprise like a steel plant, fully utilized in the 
short run, and to ask in what way and to what degree the plant, with- 
out increasing the quantity of equipment, could employ more labor if 
the wage level were lower. Certainly, a number of minor changes in the 
quality of equipment are possible which would permit employing more 
labor (say, for cleaning purposes); furthermore, by the removal of 
some gadgets of minor importance, capital might be set free, which, if 
added together for all steel plants, allows the establishment of a new 
steel plant that would absorb labor. However, to the present writer, it 
seems very doubtful that the total increase in employment caused by 
such methods could be of larger order of magnitude than a small per- 
centage of the original volume of employment. 

“The emergence of both, a negative price of the productive service and a negative 


price of the good produced, is accidental. We could construct cases in which a negative 
price of the service arises despite of all prices of goods being positive. # 
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Marginal productivity theorists, however, sometimes envisage an- 
other type of technical change. The era in which the puddling process 
was replaced by the Bessemer converter and by the open hearth process 
(processes requiring a much higher amount of capital per worker than 
used before) was also the era of rising wage rates. Would not a sufficient 
lowering of wage rates revert the development and bring about the 
application of older processes requiring much less capital per worker? 
This argument overlooks that, even at a considerably lower wage rate, 
the puddling process may be less profitable than the open hearth proc- 
ess. In other words, the transition from one process to another is not 
correctly described by moving along a given marginal productivity curve 
for capital; a shift in the curves was caused by technological progress. 

The detailed investigation of the elasticity of marginal productivity 
curves and the classification of industries according to this elasticity is 
one of the most important tasks of an empirically founded theory of 
employment. It must be repeated that it is pure guesswork to assume, 
as the present writer does, that highly capitalistic industries have a 
smaller elasticity than the little capitalistic industries, particularly agri- 
culture and mining. However, there is also a theoretical argument 
showing that under the conditions of modern industry the marginal 
productivity mechanism needs not always secure general long-run 
equilibrium. If to the Walras equation system, described above, a new 
set of equations is added, indicating the choice of methods of produc- 
tion as contingent upon the prices of productive services, then some of 
the obstacles are removed that may prevent meaningful solutions to 
materialize for the price and output magnitudes. But, by such an 
introduction of variable coefficients of production, a new difficulty is 
added at the same time. The marginal productivity mechanism can 
be considered to solve, theoretically, the unemployment problem in the 
long run only if equilibrium can be obtained for any possible combina- 
tion of capital and labor. But it is a well-known mathematical fact that 
this is the case only if economics of large scale are completely absent 
(or, to express it in a more sophisticated way, if the production func- 
tion is homogeneous of the first degree); then, and only then, the sum 
of factor remunerations according to their marginal productivity would 
just equal the market value of output, creating neither profit nor loss 
to the entrepreneur, whatever the combination of labor and capital. If, 
on the other hand, economics of the large scale are present, general 


We cannot discuss here the complicated but most realistic case in which fixed and 
variable coefficients appear in the production of one and the same good. Neither can 
we analyze the peculiar instance of variability in which the ratio of productive services 
employed is always the same, however large the output of the firm, although the absolute 
amount of input per unit of output declines with rising output. 
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long-run equilibrium is still possible, but only for specific combinations 
of labor and capital.“The implications of this theoretical proportion are 
not yet fully explored. One thing is certain, however; the marginal 
productivity mechanism, currently at work in absorbing labor if wage 
rates decline, may fail, by itself, to secure general long-run equilibrium, 
and to eliminate permanent unemployment in the neo-classical sense. 
The present writer is quite far from denying that the two mechanisms 
discussed in the preceding paragraphs are significant in absorbing un- 
employment.’ However, in a stationary state, with equipment given as 
to quantity they will work only very slowly. Even if wage rates de- 
clined, it would take a long time before an entrepreneur starts moving 
the immobilized resources from one industry to another, and further 
time till the process is completed; likewise, a change in the methods of 
production under the influence of lower wage rates is slowly started 
and slowly executed. It is only in a progressive state that the two mecha- 
nisms obtain a greater weight by directing investment into channels in 
which the new equipment will employ more workers per unit than if the 
wage level has not declined. However, to the largest extent, it is the 
expansion of the economy ifself, i.e., the changes in the quantity of 
equipment, that all the time has absorbed displaced labor. Before com- 
menting on this process, however, we must take time out to revise the 
tentative definition of the labor-saving device given in Section II. 


VI. A Working Concept of Labor-Saving Inventions. 
Demand Elasticities Equal to and Larger than Unity 


The introduction of the marginal productivity concept permits us to 
formulate a less objectionable definition of the labor-saving device; at 
the same time we shall be enabled to ascertain how far the results of the 
first section, obtained for a demand elasticity smaller than unity in 
industry A, are applicable to demand elasticities equal to and larger 
than unity. We describe, in the usual fashion, the production process in 
industry A by a marginal productivity function, here for labor (product 
measured in terms of current prices); the area below the curve indi- 
cates the volume of output, produced by codperation of a given volume 
of other factors (here “capital”) and a varying amount of labor (OL); 
the wage rate is considered equal to the marginal product of labor ML. 

The technological progress in question would be indicated by a shift 
in the function, which at least partly would be upwards, and must 
satisfy the condition that the current output can be produced now with 
a smaller amount of labor OL, (ż.e., OPML == OP,MiL,). Now if the 
progress is of the type indicated in Figure 1 (where the marginal pro- 
ductivity of labor is raised, for any amount of labor < L), then entre- 
preneurs will not be satisfied with producing the same output as before 
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Increase in the labor force is impossible under the second type” of 
technological progress depicted in Figure 2, where OP,M.L, again 
equals OPML, but where the new curve lies partly below the old one, 
to the left of L. Even under an infinitely elastic demand, it would be 
impossible to increase output to such an extent that no displacement 
occurs, unless, of course, the wage level declines. Since such a decline is 
usually not foreseen, the entrepreneurial plans would refer to employ- 


ment OL’ and leave some amount of workers to be absorbed in B, C, — 


etc., either, in the short run, by better utilization, or, in the long run, 
by an adjustment of the equipment. 

We find, therefore, three alternative definitions of labor-saving de- 
vices installed in an individual industry. The widest one would include 
inventions that (1) reduce the amount of labor necessary to produce 
the current volume of output, and (2) cause, at the current wage level, 
a displacement of labor in the industry concerned, because of a small 
elasticity of either the new marginal productivity curve or of the de- 
mand for the goods produced; this definition would cover also type (1) 
above (Figure 1). A somewhat narrower definition would cover only 
such devices which, besides satisfying condition (1) above, cause a 
displacement because of the low elasticity of the marginal productivity 
function, regardless of the demand elasticity; this definition corresponds 
to type (2) above. The narrowest definition would include only devices 
which also would cause a displacement if the current wage rate is re- 
placed by a minimum rate, fixed from the viewpoint of social justice. 

If the present writer’s conjecture is correct that, in industry proper, 
the marginal productivity of labor (in the long-run sense) tends to 
become less and less elastic the more capital is employed per worker, 
then the difference between the second and the third definition would 
be small, because even a substantial reduction of wage rates in A would 
not increase employment to a considerable extent. On the other hand, 
the difference between the first and second definition is very likely of 
great practical importance. Many devices which would not prove labor- 
saving if the market price of the commodity remained unchanged will 
become so on account of a low demand elasticity. Labor-saving inven- 
tions according to the first definition are, therefore, frequent, and only 
the compensatory effects of changes in the quality and especially in the 
quantity of equipment have prevented net technological unemployment 
from taking vast dimensions. 

The present approach to a working definition of labor-saving inven- 
tions differs from the definition as elaborated, on the basis of Professor 
Pigow’s work, by Professor Hicks.” Hicks calls an invention labor- 


*We disregard here the further type in which, at the given wage level, it is most 
profitable to produce less than before. 
#7, R. Hicks, Theory of Wages (1932), pp. 122 f. ° 


- 
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saving if the relation of the actual marginal productivity of labor to 
that of capital is lowered. He considers, therefore, the effect of the in- 
vention on the position of labor in the whole economy, assuming that the 
long-run adjustment of the quality of equipment is realized throughout, 
and that the ensuing changes in the price relations of commodities are 
insignificant; the question whether an invention creates unemployment, 
cannot arise, since all short-run unemployment is supposed to be re- 
absorbed. The exact relation of Hicks’s definition to ours is complicated 
and cannot be discussed here for lack of space. 


VII. Changes in the Quantity of Equipment 


In actual fact, the reabsorption of displaced labor has been brought 
about, to by far the largest extent, by the accumulation and investment 
of capital; much more, indeed, than by the processes analyzed in the 
preceding sections. It never has been doubted by any theorist of rank 
that accumulation of capital in the form of fixed equipment raises the 
demand for labor; Marx especially,”* consistently expounding the para- 
mount ideas of the Ricardian system, depicts the capitalistic process as 
a race between displacement of labor through technological progress and 
reabsorption of labor through accumulation. The same view has been 
expounded with great clarity by a modern “marginalist” economist, 
L. V. Birck.” Quite naturally, this approach has not been considered sat- 
isfactory by the “harmonistic” economists of the Law of Markets School 
or Wage Fund School; displacement and accumulation are two largely 
independent factors, and it is impossible to predict the outcome of 
the race between the two on purely theoretical grounds. Marx believed, 
mainly on the basis of the experience of the twenties and thirties of the 
last century, that displacement more and more would outweigh ac- 
cumulation, but the experience of the fifty years after the publication 
of the first volume of Kapital refuted his forecast. On the other hand, 
the experience of the last twenty years is less favorable, at least more 
controversial. | 

This side of the question need not be followed up in this paper. 
More important is a theoretical qualification. Without doubt the two 
contestants of the race are not entirely independent. A rise in aggregate 
income, generated by technological progress, would increase also the 
rate of accumulation (per time unit), and thus speed up the reabsorp- 
tion of labor. However, the proposition that “permanent” technological 
unemployment is impossible does not find much encouragement in this 


"K. Marx, Kapital, vol. I, chap. 23. In. popular literature (and sometimes even in 
scientific writings), capital accumulation and technological progress are frequently confused, 
and Marx is credited with an opinion opposite to that which he really held. 

* “Theories of Overproduction,” Econ. Jour., vol. 37, pp. 19-32. 
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fact. First of all, the favorable effect on accumulation can only mate- 
tialize if a “moving equilibrium” is preserved in the economy; if, 
contrariwise, displacement of labor (in the absence of compensatory 
investment) by reducing consumers’ purchasing power ushers in a 
depression, the favorable effects on accumulation of displacement might 
not materialize. Even more important is another reflection: the amount 
of capital needed per worker according to the “nature of the industry” 
is a timeless magnitude, in the sense that, though changing over time, 
it exists at any moment. Accumulation of capital, on the other hand, is a 
magnitude that possesses the dimension of time: so much per week, for 
example. The two magnitudes cannot be directly compared; the correct 
way of relating them is: it would take, at the old rate of accumulation, 
so many years of one man’s wages to accumulate enough capital to 
re-employ one man; and at the new, presumably higher rate, this many 
years. Now what is important in this context is that the same process 
that reduces the number of years, by speeding up the rate of accumula- 
tion, also zmcrveases this number by enhancing the amount of capital per 
worker. Thus, even under favorable conditions (continuous prosperity), 
the rate of labor absorption through accumulation remains rather 
unaffected by the technological progress, and still can be considered 
as a largely independent variable. 

The conclusion is inevitable: there is no mechanism within the 
framework of rational economic analysis that, in any situation, would 
secure the full absorption of displaced workers and render “permanent” 
technological unemployment in any sense impossible. How long the 
unemployment will last can be answered only by “economic biology,” 
which, in an all-embracing economic-sociological approach, tries to 
evaluate the strength of all forces working in the society. 


TAX SHIFTING IN THE MARKET PERIOD 
By ELMER D. FAGAN 


In the analyses of tax shifting, economists have concerned themselves 
primarily with the long-run period. Few of them have given attention 
to the short-run period; and none of them has studied the probable 
effect of taxes on prices in the market period.* The present article is 
concerned, therefore, with an analysis of the effect of taxation on the 
disposition and price of goods already on hand, under conditions of 
both pure and monopolistic competition.” In this analysis, it will be 
shown that taxes which affect the disposition of stock-on-hand also af- 
fect simultaneously the rate of output in the succeeding production 
period. In other words, it will be shown that the seller’s market period 
plans and short-period plans are synchronized.’ It is the reality of this 
synchronization which has dictated the substitution of a sequence analy- 
sis for the Marshallian static analysis in the present study. 

In Part I of this analysis, it is assumed that sellers have on hand a 
highly perishable product for which there is neither the possibility of 
carry-over nor of self-use. In Part IT, it is assumed that carry-over and 
self-use are possible. The two parts of the study are not, however, of 
codrdinate importance. The problems considered in Part II certainly 


* Throughout this study, market price refers to a price which is determined in the 
market period, ż.e., a period in which the supply of a good cannot exceed the stock already 
produced and on hand. 


? The reasoning and conclusions in this article are based upon the following general 
assumptions for both pure and monopolistic competition: (1) that taxes are general, (2) 
that taxes are viewed as permanent by taxpayers, (3) that taxes do not affect demand 
schedules, and (4) that “pure competitors” have identical cost and demand curves; and 
that monopolistic competitors also have identical cost and demand curves. The definitions 
of pure and monopolistic competition which have been adopted in this article are those 
which have been given by Professor Chamberlin in The Theory of Monopolistic Compe- 
tition, 3rd ed., pp. 7-9. The analysis of the effect of taxation on price under monopolistic 
competition involves the following additional assumptions: (1) that there is complete 
price interdependence between sellers, and (2) that the effects of selling costs, the total 
of which is assumed to be constant, are represented in the demand curve for the product 
of each firm. Under these assumptions, any one firm may be regarded as a representative 
member for the group. 


"In the present study, it is assumed that a producer’s plans do not extend beyond the 
market period and the succeeding production period. The length of this succeeding period 
is assumed to be typical of the production of a particular commodity, with existing scale 
of plant. It is such a “succeeding period” which is called the “short-run period” in the 
present articlè. -+ 
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correspond more closely to those encountered under actual conditions 
than do the problems considered in Part I. They also call for more 
elaborate analysis. Hence the major attention will be devoted to Part IT. 

The forms of taxation which are considered are those which, in the 
writer’s opinion, are most likely to be imposed or increased in demo- 
cratic states, viz., specific sales tax, ad valorem sales tax, lump-sum tax, 
and net returns tax.* 


I. Carry-Over Impossible 


To the readers to whom this article is addressed, no argument is 
needed in support of the generalization that under conditions of pure 
competition and no reservation prices, price in the market period will 
not be affected by the imposition of any of the following forms of taxa- 
tion: specific sales tax, ad valorem sales tax, lump-sum tax, net returns 
tax. 

It is also clear that under conditions of monopolistic competition and 
no possibility of carry-over or of self-use, price in the market period will 
not be affected by either a lump-sum or a net returns tax. The effect on 
market price of a specific and an ad valorem tax under conditions of 
monopolistic competition requires, however,.a brief explanation. The 
analysis is facilitated by the use of a diagram. 

In Figure 1, volume of sales is measured along OX and price per unit 
along OY. For the volume of sales OH, marginal revenue is equal to 


X 





‘The effect of a gross receipts tax of a given percentage is, of course, identical with 
that produced by an ad valorem tax of the same percentage. 7° 
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zero. Since cost of production, exclusive of tax, is “ancient history” in 
the market period, profits are maximized or losses minimized when 
marginal revenue is equal to zero. Therefore, the most profitable pre- 
tax volume of sales is OH. For this volume of sales, price is OP = 
$10.00. If a specific sales tax of $2.00, OT, is imposed, the marginal 
cost of the privilege of selling == TT’ or MCt. Marginal cost intersects 
marginal revenue at point E. This point of intersection establishes the 
most profitable post-tax volume of sales OHt. The decrease in the 
volume of sales from OH to OHt causes price to increase from OP to 
OPt. 

If an ad valorem tax of 20 per cent had been imposed instead of the 
specific tax, the pre-tax marginal cost, viz., zero, would have been in- 
creased for each several volume of sales by an amount equal to the 
product of the marginal revenue for each several volume of sales times 
the rate of the ad valorem tax. The imposition of an ad valorem tax 
would give the marginal cost curve TaMCa. This marginal cost curve 
intersects the marginal revenue curve at point H. The most profitable 
post-tax volume of sales is, therefore, identical with the most profitable 
pre-tax volume. Since the volume of sales is unchanged, market price is 
not affected. ‘The tax is not shifted. 

From the preceding analysis the conclusion is the following: Under 
conditions of monopolistic competition and no carry-over, a specific 
sales tax will, but an ad valorem tax will not, cause an increase in price 
in the market period. 


H. Carry-Over Possible 


A. SPECIFIC SALES Tax 


1. Pure Competition 


It is a familiar fact that under both pure and monopolistic competi- 
tion the individual seller is in market equilibrium when his reservation 
price is equal to marginal revenue. Under pure competition, marginal 
revenue is equal to a price which is determined by the market equi- 
librium of demand and supply for the industry. The seller’s curve of 
reservation prices is his market supply curve. 

Variations in the volume of carry-over by the individual seller do not 
affect appreciably the marginal cost of storage, the relevant rate of 
interest, or the future price of the product. Since this is true, the seller 
might be expected, at first blush, to have only one reservation price 
for his total stock, viz., a price equal to expected future price minus 
carrying costs. This would not be the case, however, if the seller faced 
either of the following conditions: (1) if he desired to retain a portion 
of his product for his own use, e.g., a portion of his grain for seed; or 
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(2) if he made allowance for the increase in marginal risk aversion 
involved in an incredse in the volume of his carry-over." 

In real markets sellers are usually affected by one or both of these 
conditions. It is clear that the presence of either or both of these condi- 
tions would produce for the individual seller a schedule of reservation 
prices rather than a single reservation price for his whole stock.® Such 
a schedule when represented graphically would result in a positively 
inclined market supply curve. The market supply schedule for the indus- ° 
try would bethe sum of the amounts offered at each several price by all 
the sellers in the market. This schedule would also produce a positively 
inclined market supply curve for the industry. Price would be deter- 
mined by the market equilibrium of demand and supply for the indus- 
try. 

The individual seller will regard a specific sales tax as a deduction of 
an equal amount from the price of his product. Since the deduction 
would be identical in either the present or future market, it follows (1) 
that the tax would not alter the balance of economic attractiveness be- 
tween the present and future market; (2) that it would not affect 
either the volume of sales or the price in the market period; and (3) 
that the tax would not be shifted. These generalizations must, however, 
be modified to allow for the influence of two factors. First, other things 
equal, sellers would probably prefer to wait and pay their specific taxes 
on future sales rather than to pay them in the present on present sales.’ 
This preference for deferred taxation would, of course, cause a decrease 
in the volume of sales in the present market and would cause an in- 
crease in market price. The magnitude of the price increase would 


5 This risk refers to the risk incident to market fluctuations as distinct from such 
insurable risks as fire, flood, etc. The costs of the latter are, of course, included in the 
carrying costs. The term “risk allowance” when used in the following pages refers to 
the allowance for the former type of risk. The importance of this factor was suggested 
to me by my colleague Professor Edward S. Shaw who has shown the importance of the 
risk factor in his stimulating study: “The Elements of a Theory of Inventory,” Jour. of 
Pol. Econ. vol. xlviii, pp. 465-85. 


®The fact that the presence of condition (1) would give an upward slope to the 
market supply curve calls for no explanation. The risk factor will also tend to give an 
upward slope to the supply curve. Since thé seller is not certain that he will receive the 
“expected future price’ for his product, it is clear that the greater the volume of carry- 
over, the greater the financial risk involved, relative to his total economic position. This 
increase in the proportion of his total resources subjected to risk would cause an increase . 
in marginal risk aversion. Because of this increase in marginal risk aversion the seller 
might be willing to sell a portion of his stock at a price equal to the difference between 
(a) a price somewhat lower than the expected future price and (b) carrying costs. This — 
would, of course, give an upward slope to the market supply curve. 


1 Hereafter, this preference for deferred taxation will be referred to as tax discount. 
The preference for present over future revenue from sales is a factor which played its 
part in the determination of the pre-tax balance of economic attractiveness and of the 
pre-tax allocation of sales between the present and the future market. 
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depend upon (1) the rate of the tax, (2) the relevant discount rate, 
(3) the length of the period of time between the present and future 
market, and (4) the elasticity of the market demand for the product. 
Second, the tax might also upset the balance of economic attractiveness 
between the present and future market, in favor of the latter, by causing 
expected future price minus carrying costs and tax to become greater 
relative to present price minus tax than was the expected future price 
minus carrying costs relative to present price. This factor, like the first, 
would cause an increase in market price. i 


2. Monopolistic Competition 


No argument is needed here in support of the generalization that 
either a monopolist or a monopolistic competitor who is selling in two 
markets which are completely separated spatially, so far as buyers are 
concerned, will maximize his profits by producing an amount at which 
marginal cost of production for the entire amount sold in both markets 
is equal to “aggregate marginal revnue.” The portion of the total output 
which will be allocated to each of the two markets will be an amount 
such that marginal revnue in the two markets will be equalized.’ 

These generalizations are also valid in the case of either a monopolist 
or a monopolistic competitor who is selling in two markets which are 
completely separated temporally. Let us assume that a monopolistic 
competitor has decided upon the most profitable disposition of his pres- 
ent stock between the present and future markets. In reaching this de- 
cision he must have considered the nature of both the marginal revenue 
and the marginal cost curves in the future market. In other words, his 
decisions concerning the volume of sales in the market period and in 
the short-run period must have been made simultaneously.’ 

The effect of the imposition of a specific sales tax on the seller’s 
decisions and, consequently, upon market price can be shown most 
clearly by the use of a diagram.” 

®For the argument in support of these generalizations, see Joan Robinson, Economics 
of Imperfect Competition, 1934, pp. 181-85. There Mrs. Robinson explains the nature 


of “the aggregate marginal revenue curve” which she employs, The present writer has 
adopted Mrs. Robinson’s terminology. 


®In this article, it is assumed that the expected future price from which the seller 
subtracts carrying costs and risk allowance in order to establish reservation price is the 
short-run price, z¢., price determined in the short-run period when the short-run period 
is defined as in footnote 3. 


In what follows it is assumed that prices and marginal revenue are expected to be 
higher in market II than in market I. If, however, it were assumed that prices in the 
future market were expected to be lower than prices in the present market, the producer 
could not, of course, equalize marginal revenue in the present and future markets in cases 
where the attainment of this objective would involve the transfer of goods from the 
future to the present market. In such a case the producer’s volume of sales in the present 
and future markets would be such that the difference between the marginal revenue in 
the two markets would be reduced to a minimum. This would be achieved, in such a 
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In Figure 2, OX = output; OY = price; OH = stock-on-hand; 
OB == the sum of the volume of sales in both the present and future 
markets; D, == the demand curve or average revenue curve in the 
present market (market I); MR, == marginal revenue in market I; D: 
== the expected demand curve or expected average revenue curve in the 
future market (market IT); MR. == marginal revenue in market II; 
AMR = aggregate marginal revenue in markets I and I], ż.e. the sum 
of the abscissas of MR, and MR.; and OHTMC = the marginal cost 
curve of the entire volume of goods offered for sale in both markets I 
and IT. The marginal cost is, of course, zero for the stock-on-hand, OH. 
The marginal cost curve for the production in market IT is TMC. 

Marginal cost for the sum of the quantities sold in both markets I 
and II is equal to aggregate marginal revenue when the volume of sales 
in both markets is OB. The volume of sales in market I is OM.. Mar- 
ginal revenue at this volume in market I is M,Z,. Price in market I is 
OP.. The volume of sales in market IT is OM, or M,B. Marginal 
revenue at this volume is M.Z., and is equal to marginal revenue in 
market I. Price in market IT is OP}. 


case, by selling total stock-on-hand in the present market and by producing and selling 
in the future market an amount at which short-run marginal cost would be equal to 
marginal revenue in the future market. «= ° 
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If a specific sales tax equal to TT’ is imposed, it will raise marginal 
cost at every point by the amount of the tax, giving the new marginal 
cost curve NN’T’MC’.* This new marginal cost curve intersects the 
aggregate marginal revenue curve AMR at Es. This point of intersec- 
tion fixes the seller’s new total volume of sales at OB:. The volume of 
sales in market I becomes OM,:, marginal revenue becomes MZ, and 
price becomes OP;. In market II, the volume of sales becomes OM or 
M::B:, marginal revenue becomes M.:Z,, and price becomes OP,. 
Short-run price, ż¿.e., price in market II, is increased by an amount equal 
to P.P,. Market price, z.e., price in market I, is increased by an amount 
equal to P,Ps. 

Figure 2 does not, however, give a completely accurate picture of 
the seller’s volume of sales and prices in markets I and II, either before 
or after the imposition of the tax. 

Before the imposition of the tax, a rational seller would have con- 
sidered not only the marginal revenue in markets I and IT but also (1) 
carrying costs, including interest, involved in holding goods from mar- 
ket I to market II, and (2) the increase in marginal risk allowance. 
These two factors would, of course, make for a larger volume of sales 
and a lower price in market I; and for a smaller volume of sales and a 
higher price in market IT than the respective quantity and price magni- 
tudes which are shown in Figure 2. The most profitable volume of sales 
in each of the two markets would be such that MR, would be equal to 
MR.—-(CC + RA), when CC == carrying cost, including interest; and 
RA == risk factor. 

After the imposition of the tax, the seller must consider an addi- 
tional factor, véz., the advantage of paying a specific sales tax in the 
future market rather than in the present market. In other words, the 
seller will discount a tax the payment of which can be made in the - 
future. This new factor (TD), the desire to postpone the payment of a 
tax, will tend to decrease the volume of sales in market I and increase 
the volume of sales in market IT. Its influence is directly opposite to 
' that exercised by carrying costs and risk allowance. When all three 
factors are taken into consideration, the seller will maximize his profits 
or minimize losses by selling an amount in each of the two markets such 
that MR, will be equal to MR, — (CC + RA — TD). If TD, tax dis- 
count, is less than (CC + RA), the volume of sales in market I will be 
slightly greater than OM:: and price will be slightly lower than OP;. In 
market II, the volume of sales will be slightly less than OM: and price 
will be slightly higher than OP,. . 


"The imposition of the specific tax TT’ would raise the marginal cost of selling any 
portion of OH in either market I or II by the amount of the tax. The marginal cost 
of selling any,portion of OH would be raised from zero to ON, when ỌN = TT 
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B. Ap VALOREM SALES Tax 


1. Pure Competition 


Other things equal, a seller will not hold a product for a future mar- 
ket unless he expects the future price to be higher than the present price 
by an amount sufficient to cover carrying costs and to offset risk allow- 
ance. The seller would see, therefore, that an ad valorem sales tax would 
be greater on the sale of a unit of product in the future market than on 
its sale in the present market. This fact would alter the balance of 
economic attractiveness between the present and the future market.” 
The seller would increase his sales in the present market (market I) and 
decrease his carry-over for the future market (market II) until price 
in market I, minus the tax, would be equal to expected price in market 
II, minus carrying costs, risk allowance, and the tax which would be 
assessed against the higher selling price. 

The case can be explained most clearly by use of a diagram. 
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Fic. 3 


Tt is here assumed that the tax if paid on the sale of a unit of product in market II 
would be sufficiently greater than if paid on the sale of a unit of product in market I 
to more than offset the desire, other things equal, to postpone tax payment from market 
I to market II. . 
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In Figure 3, OX == volume of sales; OY == price; OH —stock-on- 
hand; OP, = price in present market (market I); OP, = expected 
price in future market (market II); OK = expected future price minus 
carrying costs; NMR,, == marginal revenue net of both carrying costs 
and risk allowance. 

Before the imposition of the tax, the sales in market [== MH and 
carry-over for market IT==OM. This distribution of stock-on-hand 
enables the seller to maximize profits or minimize losses. In market II, 
expected marginal revenue, net of carrying cost and risk*allowance, is 
equal to marginal revenue and average revenue in market I. 

After the imposition of an ad valorem tax of, say, 10 per cent, margi- 
nal revenue, net of tax of 10 per cent of $10.00, becomes OT, in market 
I. Marginal revenue, net of tax, z.e., MRa is lower at every point than 
MR, by $1.00. In market II, the tax reduces NMR» at every point by 
an amount equal to 10 per cent of price in market II. Since price in 
market II is $15, NMR. is made lower at every point by $1.50. 
NMR.,, net of tax, is represented by NMRart. Marginal revenue, net of 
carrying costs, risk allowance, and tax, in market II is now equal to 
marginal revenue, net of tax, in market I when sales in market I are 
M:H and carry-over for market II is OM:. The tax causes the seller to 
decrease his carry-over for market II and to increase his sales in market 
I by an amount equal to MM. 

Since the factors which affect the decisions of any individual seller 
are qualitatively representative of those which affect every other seller 
in the same market, there will be a reduction of carry-over for market 
II and an increase in sales in market I by all sellers of the product. 
Since the market demand for the product of the industry is negatively 
inclined, the increase in total sales of the industry in market I will 
cause market price to fall. The extent of the decrease in market price - 
will depend upon (1) the magnitude of the increase in the total volume 
of sales in market I and (2) the elasticity of the market demand for the 
product of the industry. The seller will receive, net of tax, from the sale 
of each unit of product an amount equal to the new market price minus 
the tax. 

A comparison of the effect on market price of a specific and an ad 
valorem tax shows that the former will cause an increase in market 
price. The latter, on the other hand, will cause a decrease in market 
price. 


2. Monopolistic Competition 


In the discussion of the effect on market price of a specific tax, under 
conditions of monopolistic competition it was shown how the seller 
must distribute the sales of his stock-on-hand between the present and 
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the future market in order to maximize profits or minimize losses. 
Before the imposition of an ad valorem sales tax of, say, 10 per cent, 
the seller will maximize profits or minimize losses by selling his stock- 
on-hand, OH (Figure 2), by selling OM, in the present market (market 
I), and M,H in the future market (market IT). Production in market 
II will be HB. Total sales in both markets will be OB. Marginal revenue 
in market I will be M,Z,; and will be equal to marginal revenue in 
market II, M,Z. Price in market I will be OP,; and in market II, OP.. 
The imposition of an ad valorem sales tax will reduce the marginal 
revenue, net to seller, in both markets I and II and also the aggregate 
marginal revenue, net to seller, by a percentage equal to the rate of the 
tax. Under the assumption that the tax rate is 10 per cent, the marginal 
revenue curve, net of tax, in market I will be MR;:; and in market II, 
MRa.t. The aggregate marginal revenue curve, net of tax, will be AMR:. 
The marginal cost curve for the total output in both markets, 
OHTMC, intersects AMR: at point Ets. This point of intersection fixes 
total sales at OB:ra. In market I, sales decrease from OM, to OMy,a. 
Marginal revenue, net of tax, becomes M;.Z; and market price rises 
from OP, to OP;. Carry-over for market IT increases from M,H to 
MH. In market II, production falls from HB to HBta and sales 
decrease from OM, to OM... Marginal revenue, net of tax, becomes 
MZ. and price increases from OP, to OP,.° The magnitude of the 
changes in price in the two markets is dependent upon (1) the rate of 
the tax, (2) the elasticity of the demand curves, (3) the slope of the 
marginal cost curve within the relevant range, and (4) the amount of 
stock-on-hand. If the marginal cost curve were absolutely inelastic 
within the relevant range, the volume of sales and price in market I 
would remain unchanged.” 
It is now possible to compare the effect on market price of a specific 
and an ad valorem sales tax under conditions of monopolistic competi- 
2 Figure 2 does not indicate the influence of carrying costs, allowance for risk, nor 
the desire, other things equal, for the postponement of tax payment. The quantitative effect 
of the ad valorem tax on sales and prices as shown in Figure 2 are, therefore, not 
completely accurate. Complete accuracy can be achieved, however, by making the same 
modifications which were found necessary for the attainment of completely accurate 


results in connection with the diagrammatic analysis of the effect om market price of a 
specific sales tax under conditions of monopolistic competition. See above, p. 78. 


1t The reasoning in support of this generalization follows: If MC were absolutely inelastic 
it would lie along BE and would be cut by AMR: at point V. Sales in markets I and 
II would be of amounts such that marginal revenue, net of tax, in these markets would 
be equal to BV. Since AMR: is lower than AMR by 10 per cent at every point, EV is 
10 per cent of BE. In other words, BV is less than BE by 10 per cent. Since BE and 
M;Z; are equal, marginal revenue, net of tax, in market I must be 10 per cent lower 
than M,Z,. Marginal revenue, net of tax, in market I is exactly 10 per cent lower than 
MiZ,; at point V’. Since the abscissa of V’ is equal to OM: volume of sales and price in 
market I are unchanged. 
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tion. It has been shown in an earlier section of this article that a 
specific sales tax causes a reduction in sales in market I and an increase 
in market price.** The specific tax will always cause these results under 
the following conditions: (1) a negatively inclined marginal revenue 
curve in market I, (2) a negatively inclined aggregate marginal revenue 
curve, (3) a positively inclined or an absolutely inelastic marginal cost 
curve within the relevant range, and (4) the intersection of MC’ and 
AMR at a point with an ordinate lower than the ordinate of the highest 
possible marginal revenue in market I. 

An ad valorem sales tax also causes a decrease in ies in market I 
and an increase in market price unless the marginal cost curve is abso- 
lutely inelastic within the relevant range. In that case, the volume of 
sales in market I and market price are unchanged. 

Tf at the time either a specific or an ad valorem sales tax is to be 
levied the specific tax is a percentage of market price which is equal to 
the rate of the ad valorem tax, the specific tax, under a wide range of 
conditions, will cause a greater decrease in sales and a greater increase 
in price than would have been effected by the imposition of the ad 
valorem tax." 

A comparison may now be made between the effect on market price 


* For a comparison of the effect of a specific and an ad valorem sales tax on short-run 
price, see E. D. Fagan and R. W. Jastram, “Tax Shifting in the Short-Run,” Quart. Jour. 
of Econ., Aug., 1939, pp. 562-89. In this earlier article, unlike the present, the short-run 
period was treated entirely independently of the market period. The difference in the 
effect of the two forms of taxation on short-run price are, however, qualitatively the 
same in both cases. 


8 See above, pp. 76-78. 


The conditions under which the specific tax will cause the greater increase in price 
are the following: The aggregate marginal revenue for the equilibrium output which 
would be established following the imposition of the ad valorem tax must be less than 
the price per unit of the untaxed sales in market I. That is to say, BtaQa must be less 
than OP;. The conditions under which the comparison between the effect on price of the 
two forms of taxation is being made are satisfied if it is assumed that market price, OPs, 
in Figure 2 is $20, that the specific tax is $2.00, and that the rate of the ad valorem 
tax is 10 per cent. Under these conditions, Et:Qa is 10 per cent of BtaQa. Since 
BtaQa is less than OPa, Er2Q, is less than the amount of the specific tax EQ which is 10 
per cent of OP:. Now MC’ passes through point Q. Since MC’ slopes downward to the left 
of point Q, and since the negatively inclined aggregate marginal revenue curve, AMR, 
passes through point Qa, MC’ cuts AMR at Eu, a point which is to the left of points Ees: 
and Bea. This point of intersection, Et, fixes the aggregate sales at OBt. This volume of 
sales is less than OBta, the volume which would have resulted from the imposition of the 
ad valorem tax. Since the aggregate volume of, sales is less under the specific tax, aggregate 
marginal revenue, including the tax, is greater. Since marginal revenue, including the tax, in 
markets I and II is always made equal to aggregate marginal revenue, including the tax, 
and since aggregate marginal revenue, including the tax, is greater after the imposition 
of the specific tax than it would have been under the ad valorem tax, it follows that 
the specific tax would cause a greater increase in marginal revenue, including the tax, 
in markets I and II than would the ad valorem tax. The greater marginal revenue in 
market I corresponds, of course, to a smaller volume of sales and a higher price. Therefore, 
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of a specific and an ad valorem sales tax under conditions of pure compe- 
tition on the one hand and monopolistic competition on the other. Under 
monopolistic competition, it has just been shown that the specific tax, 
under a wide range of conditions will cause a greater increase in market 
price than would have been effected by the ad valorem tax. Under pure 
competition, ‘a specific tax will cause an increase in market price. The 
ad valorem tax will cause a decrease in market price.** 


C. Lumr-SUM SALES TAX 
1. Pure Competition 


Since the lump-sum tax is a tax of a fixed amount, the seller is not 
able to solve the problem of the most profitable post-tax distribution of 
his stock-on-hand between present and future markets on the basis of 
marginal adjustment. It is an all-or-nothing proposition. More spe- 
cifically, the seller must sell nothing at all in market I in order to escape 
the payment of the lump-sum tax in the present market; and if he 
should sell all his stock-on-hand in the future market, there would be 
no additional taxes in that market.° 

The seller’s post-tax decision concerning the most profitable distri- 
bution of his stock-on-hand between markets I and II will depend upon 
the answer to the question: If total stock-on-hand were sold in market 
II, would probable receipts be sufficiently greater than receipts from 
the pre-tax allocation of sales of the same stock minus the lump-sum tax 
in market I, to more than offset additional carrying costs plus the money 
equivalent of additional risk aversion? If the answer to this question is 
Yes in the case of an appreciable number of sellers, the volume of sales 
in market I would decrease, and market price would increase.” If the 
answer is No in the case of all or of all except an inappreciable number 
of sellers, the most profitable post-tax volume of sales in market I 
would, of course, be identical or virtually identical with the most profit- 
able pre-tax volume, and market price would be unchanged. 


it may be concluded that the specific tax would cause a greater increase in market price 
than would the ad valorem tax. 


3 The comparison of the effect on market price of a specific and an ad valorem sales 
tax under conditions of pure competition does not involve the assumption that at the 
time either tax is levied the specific tax is a percentage of market price which is equal 
to the rate of the ad valorem tax. See above, p. 80. 


Tt is clear that the tax would not alter the balance of economic attractiveness between 
markets I and II under any of the following assumptions: (1) that the tax were levied 
on the privilege of producing as distinct from the privilege of selling the product; (2) that 
the seller expected to have no further dealings in the product after he had disposed 
of his stock-on-hand; and (3) that the tax were levied only once in a fiscal period 
which was as long or longer than the relevant market and short-run periods combined. 


* If the answer were Yes by all the sellers, market price would cease to exist. 
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2. Monopolistic Competition 


Under conditions of monopolistic competition the seller must make 
his market and short-run decisions simultaneously, since any change in 
the volume of carry-over from market I to market II will effect a 
change in the price of his product in both markets. The pre-tax decision 
regarding the volume of sales in market I and the volume of production 
and sales in market II is the one under which the sum of the net returns 
in markets I and IT is maximized. It follows, therefore, that the impo- 
sition and payment of a lump-sum tax of equal amount in both markets 
I and II will not cause the decision to be altered.” Since the tax is a 
lump-sum sales tax, it can be legally evaded by making no sales. For 
example, if no sales are made in market I no tax is paid in market I; 
and no additional taxes are paid in market II for the privilege of selling 
all or any portion of stock-on-hand in that market. 

The seller will make no sales in market I if by so doing the reduction 
in the pre-tax sum of (1) gross receipts in market I and (2) quasi-rent 
in market IT will be less than the amount of the lump-sum tax levied in 
market I.” The amount of the tax, the magnitude of the gross receipts 
in market I, the position and elasticity of the marginal revenue and 
marginal cost curves in market IT are the factors concerning which the 
seller must have data before he can determine whether he would lose 
less by paying the tax in both markets and leaving his pre-tax alloca- 
tions unchanged or by selling nothing in market I, paying no tax in 
market I, and altering volume of production and sales in market IT. In 
the former case, market price would be unchanged; in the latter, it 
would cease to exist. 


D. Net RETURNS Tax 
1. Pure Competition 


It is clear that the imposition of a proportional net returns tax will 
not alter the most profitable pre-tax distribution of stock-on-hand be- 


*‘A seller who expected to sell only his stock-on-hand and then go out of business 
would sell none of his product if the lump-sum tax were greater than the largest possible 
gross receipts from his product. A seller who expected to remain in business over a 
period of time long enough to cover both the market and short-run period would close 
down if the amount of the lump-sum tax or taxes levied were greater than the sum of 
(1) gross receipts in the market period plus (2) quasi-rent in market II Under such 
circumstances, he would, of course, dispose of his stock-on-hand if the lump sum tax 
levied in the market period were less than his largest possible gross receipts from the 
sale of his product. Under our assumption of identical demand and cost curves for all 
monopolistic competitors, any tax would affect all monopolistic competitors in the 
same manner. 


7 The seller will treat gross receipts in market I as net returns since the costs of 
producing such gross receipts are past costs. 
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tween markets I and IT; and, therefore, will not affect either market or 
short-run price.” 

The rate of progression of the tax on net returns might, however, be 
sufficiently steep to cause a change in the volume of sales and price in 
markets I and II. For example, let it be assumed that before the im- 
position of the tax the most profitable distribution of an individual 
seller’s stock-on-hand was 50,000 units in market I and 5,000 units in 
market II. Let it also be assumed that sales in market I and market II 
would take place in two different fiscal periods. The sale of such a large 
percentage of the product in market I might yield net returns of a 
magnitude which would subject the seller to a tax rate so high in market 
I that his net returns, net of tax, would be less than if he were to sell 
less than 50,000 units in market I and more than 5,000 units in market 
II. If the tax affected in this manner a number of sellers sufficient to de- 
crease appreciably the total volume of sales in market I, the negatively 
inclined market demand curve for the product of the industry would be 
cut at a point upward and to the left of the original point of market, 
equilibrium; and market price would be increased.” 

If the pre-tax distribution of the stock-on-hand of an appreciable 
number of sellers were such that they would sell a small percentage of 
their stock-on-hand in market I and a large percentage in market IT, 
the imposition of a sufficiently progressive net returns tax would cause 
an appreciable reduction in the total volume of sales in market II, an 
appreciable increase in total sales in market I, and a decrease in market 
price. 


2. Monopolistic Competition 

If a seller has decided upon the most profitable pre-tax distribution of 
his stock-on-hand between markets I and II, the imposition of a pro- 
portional net returns tax would cause no change in volume of sales or 
price in either market. The pre-tax allocation of sales between the two 
markets would still yield the seller the greatest possible net returns, net 
of tax. 

The imposition of a net returns tax with sufficiently progressive rates 
would, however, disturb the pre-tax allocation of product between and 
prices within the present and future markets. The reasons for this dis- 
turbance are the same as those which were given in the discussion of 


%2 In this article, net returns means the excess of total monetary returns realized in 
any fiscal period from the sale of any quantity of product over the monetary rewards 
necessary to secure the services of the agents required for the production of that quantity 
of product. In what follows, it is assumed that the seller’s total net income is from the 
sale of one commodity. 


%4 It is conceivable that certain tax rate structures would result in a smaller total 
volume of sales in both markets than the seller’s pre-tax allocations to these markets. 
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the effect on market price of a progressive net returns tax under condi- 
tions of pure competition. The fact that the reasons for the post-tax 
reallocation of stock-on-hand between markets I and II are the same 
under both pure and monopolistic competition does not mean, however, 
that the nature of the reallocation would necessarily be the same in the 
two cases. For example, under pure competition, the infinitely elastic 
demand for the product of the individual seller would make it impossible 
for him to decrease his realized net returns in either market I or II 
except by selling less in one market and more in the other. Therefore, 
the desire to decrease taxes paid in market IT by an appreciable number 
of sellers will always be followed by an appreciable increase in total 
volume of sales in market I and a decrease in market price and con- 
versely. 

Under monopolistic competition, on the other hand, the degree of 
elasticity of the negatively inclined demand curves faced by the indi- 
vidual seller in markets I and IT and the nature of the marginal cost 
curve in market II would determine whether a decrease or an increase 
in sales in either respective market would reduce realized taxable net 
returns and thereby increase net returns, net of tax. 


USE OF FLEXIBLE TAXES TO COMBAT INFLATION? 


By ALBERT GAILORD HART 


Whether or not they are so intended, federal tax collections and 
expenditures unavoidably have profound monetary effects. Taxes may 
be regarded as analogous to Federal Reserve open-market sales, ex- 
penditures as analogous to open-market purchases. But besides being 
on a much larger scale than Federal Reserve operations, Treasury oper- 
ations are more powerful, dollar for dollar. Federal Reserve operations 
are purchases and sales of securities which are almost perfect money 
substitutes. But the objects of Treasury operations are very unlike 
money. What the Treasury “sells” when it collects revenue is tax 
receipts; its purchases range from planes and typewriters to cancelled 
checks for old-age assistance. While Reserve operations affect only the 
composition of the public’s capital assets, Treasury operations impinge, 
furthermore, on income accounts. Both these differences give Treasury 
operations powerful leverage. 

It is no novelty to suggest that since federal budgeting has monetary 
repercussions it should be guided partly by monetary objectives. 
Manipulation of federal expenditures to stimulate employment has 
been practical politics ever since 1933; and manipulation of taxes is a 
familiar idea at least to academicians. But the war emergency calls for 
a shift in emphasis. Since the middle of 1940, defense has gripped the 
expenditure side of the budget, and monetary considerations can no 
longer affect the bulk of federal spending. If the budget is to be used 
consciously for monetary control—which at present means to check 
inflation—flexibility must be on the revenue side.’ 

The Treasury, the Congress and the general public are of course 
familiar with the idea that taxes are anti-inflation weapons—-an obvious 
lesson of the world’s long list of experiences with inflationary war 
finance. But the application of this idea in American public policy has 
taken the form merely of a rule of thumb—Secretary Morgenthau’s 


* The writer is indebted to his colleague E. D. Allen for criticism and suggestions. 

*The writer does not mean, of course, that federal powers over the monetary situation 
are confined to taxation. Not to mention credit controls, a government borrowing program 
which stimulates saving can do a good deal to check inflation. But effects upon saving are 
likely to be second-magnitude unless loans are made compulsory; and compulsory loans 
may be regarded as sweetened taxes. (Cf. the writer’s paper on forced loans at the Phila- 
delphia meeting of the Tax Institute, Dec. 1, 1941, appearing in the forthcoming volume on 
National Defense and Taxation.) 


88 THE AMERICAN ECONOMIC REVIEW [MARCH 


rule of covering two-thirds of expenditures by taxation—and even this 
rule has not so far been made effective. Viewed as a standard for 
monetary policy, this is plainly inadequate. Economists should consider 
carefully whether it is not possible to recognize monetary needs ex- 
plicitly, as a guide to tax policy, and to reshape the federal tax system 
to permit following that guide. 


I. Tax Mechanism for Monetary Control 


In present circumstances, the monetary use of taxation means drain- 
ing off spending power until the remainder is brought into line with 
consumer goods output. As we shall see presently, the scale of this drain 
must be enormous. Consequently its fair apportionment among the 
population is very important. 

In view of the prospect that total consumption, in physical goods 
terms, must fall rather than rise during 1942, “fair apportionment” 
implies that nobody can expect to be left in a position to increase his 
consumption unless he is increasing his output, and that even people 
who increase their output cannot expect to increase consumption unless 
elther their present consumption standard is very low or their contribu- 
tion to added output very great. The only way to apply this rule is 
through income taxes. 


The Timing Difficulty 


Since the Treasury announced late in November that no further 
increase would be made in taxes on 1941 incomes, the regular income 
tax revenue of 1942 has been a settled thing; for taxes on 1942 incomes 
will not begin to come in, in the regular course, before March of 1943. 
While taxes collectible in 1943 will not be completely ineffective in 
1942, their influence is somewhat unreliable" and may even work in 
the wrong direction if they encourage individual households to stock 
up before their surplus over current needs is cut into by taxation. 

One possible way to avoid this time-lag, of course, is to turn away 
from income taxes to sales or wage taxes, both of which are prompt in 
collection. But aside from the powerful arguments in equity against 
these taxes as major sources of war revenue,* it must be remembered 

? Cf}. U. K. Hicks, “Lags in Tax Collection,” Rev. of Econ. Studies, vol. viii, no. 2 
(Feb., 1941). Increasing 1942 corporation taxes will of course influence dividends during 
1942; but unless earmarked cash is held against these taxes spending power may be 


increased through business investment. Individuals apparently react to taxes as they become 
payable, not as they accrue. 


*The heavy burdens imposed by existing taxes of these and other regressive types upon 
low-income taxpayers are shown in Twentieth Century Fund, Facing the Tax Problem 
(New York, 1937); G. Colm and H. Tarasov, Who Pays the Taxes? (T.N.E.C. monograph 
no. 3, Washington, Supt. Docs. 1940); and A. G. Hart, E. D. Allen, et. al., Paying for De- 
fense (Philadelphia, Blakiston, 1941). A fresh analysis of the problem of estimating tax 
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that both create powerful stimuli to demands for wage increases; while 
sales taxes, under present conditions, constitute price increases in 
themselves. 


A Currently Collected Defense Tax on Individual Incomes 


To combine the virtues of promptness and fairness calls for a cur- 
rently collected tax on individual incomes—taxing 1942 incomes in 
1942—-along the lines proposed by the Treasury late last year. Follow- 
ing Canadian precedent, it would be most appropriate to label such a 
tax a “National Defense Tax.” While such an innovation involves 
serious administrative difficulties, they are no worse than those in- 
volved in alternative procedures; and since a tax of this character has 
permanent value, the work of solving these difficulties will not be wasted 
in the long run. 

The basic technique of prompt collection is to withhold tax at the 
source of income wherever feasible—.e., for corporate dividends, for 
corporate and government interest payments, for other forms of prop- 
erty income wherever handled by fiduciaries or agents, and for the 
excess of salaries and wages over exemptions. For taxpayers whose in- 
come cannot be reached at the source—z.e., for self-employed business 
and professional men, farmers, owners of rental housing, etc., possibly 
for employees of very small firms—a workable substitute can be found 
by requiring quarterly payments based on the annual income tax re- 
turn for the previous year. Exemptions under Defense Tax should be 
fixed,.as they are in Canada, below the regular income tax level—per- 
haps at or below $1,000 for a head of family.® 


Equalization 


Under a promptly collected tax, the final tax liability of each tax- 
payer cannot be computed precisely at the time of collection, but only 
approximated. Inequities among taxpayers of like income and family 
status can be cleared up, however, by an annual equalization at the 
time regular income tax returns for the year are filed in the following 
March. This equalization will involve extra assessments for some tax- 
payers, tax credits or small cash refunds (presumably through redemp- 
tion of stamps) for others. 


burdens is being prepared by C. Hildreth and the present writer for a projected statistical 
bulletin. 


"For the nature of the difficulties and a demonstration that they are soluble, see Dr. 
Walter Heller’s paper for the Tax Institute meeting of Dec. 2, 1941, Dr. Heller’s memo- 
randum filed in the Senate Finance Committee’s Hearings ... on Revenue Revision of 
1941 under date of August 13, 1941, the present writer’s memorandum in the same place, 
and Paying for Defense, chap. XVI. 


tOn the need of lower exemptions, see Paying for Defense, chap. XV, and the forth- 
coming statistical bulletin referred to above. : 
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The chief question of principle in planning an equalization pro- 
cedure is whether to base both Defense Tax and regular income taxes 
on the same definition of “net income,” or to permit deduction of one 
tax in computing net income taxable under the other. On the former 
system, which would be the present writer’s first choice, the sum of 
Defense Tax and “normal tax” rates, plus the highest applicable 
surtax rate, would give marginal rates exceeding 100 per cent for some 
taxpayers as soon as Defense Tax exceeded 21 per cent. If all such 
combined rates exceeding 100 per cent were treated as'equalling 100 
per cent, the effect would be to impose a ceiling on the income left after 
tax. This ceiling would fall automatically as Defense Tax rose.’ 

Given a powerful tax of this type, the government would be armed 
with an effective weapon against inflation. A prompt and substantial 
revenue response would flow from any change in the level of tax rates 
or exemptions. Even with unchanging rates and exemptions, such a tax 
offers a limited automatic adjustment against inflation; for, with rising 
nominal income levels, not only a larger amount of income but also a 
larger proportion of the total would become taxable. 


II. Criteria of Policy 


Supposing a tax mechanism of this sort to be in working order, how 
should it be used? Since we are starting from a tax level below that 
necessary to check inflation, and since rising arms production implies 
an increasing inflationary pressure, we may safely answer, “More and 
more!” But to make this answer more precise calls for examining the 
objectives of policy. 


Three Objectives 
Monetary and fiscal policy should evidently aim toward: 
1. A large volume of war production. 


* Here are a few sample results: 


Combined Defense Tax and Normal Tax Rate 30% 40% 50% 
Level of “surtax net income” above which marginal rate is l 

100% $300,000 | $70,000 | $32,000 
Surtax at that level, 1941 rates 183,280 | 30,980 9,900" 
Normal tax, allowing maximum earned income 11,944 2,744 1,224 
Defense Tax, assuming regular income tax exemptions 78,000 | 25,200 | 14,720 
Residue of surtax net income $ 26,776 | $11,076 | $ 6,156 
Total net income, after taxes, adding in typical exemption 

(for head of family plus two dependents) $ 29,076 | $13,376 | $ 8,456 


These results somewhat understate the maximum amount left after taxation, since part 
of income-tax “deductions” are actually expenditures of which the taxpayer gets the benefit. 
This applies „particularly to mortgage interest and property taxes of home-owners. 
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2. Within the limits of resources not needed for the war, a large 
volume of civilian production. 
3. Avoidance of inflationary price increases. 


As among these objectives, the first, has a clear priority. As between 
the second and third, the second is presumably more important; but 
most economists would probably recommend sacrificing it to some 
extent to the third, if conflict arises. 

Both production objectives, for reasons well known to economists, 
are likely to be favored by rising prices. Hence they may call for mild 
inflation, conflicting with the price objective. Since the impact of govern- 
ment spending is directly upon war production, however, even a very 
drastic tax program aimed to block inflation will not take hold very 
strongly in this field. The fiscal policy issue is principally between the 
price objective and civilian production. 


Price Dispersion and the Level of Civilian Prices 


The degree to which price and production objectives conflict turns 
largely on the dispersion of prices. The presumption that a rising price 
level favors employment rests on the observations that prices do not 
all move parallel and that absolute price decreases are hard to achieve 
in many fields without unemployment. In short, to keep employment 
at a high level it is desirable that few absolute reductions of prices be 
called for. But since relative price adjustments must take place, it is a 
matter of arithmetic that, if there are fewer absolute decreases, there 
must be more absolute increases. Stabilizing the relatively falling prices 
implies raising the general index. How much the general index must 
rise depends partly on the dispersion of relative price movements, partly 
on how tenderly we wish to treat the relatively falling prices. 

In the actual situation, it is plain that there is an upward drift in the 
prices of metal products, rubber products, silk stockings, woolen cloth- 
ing, foods suitable for Lease-Lend shipments, and housing in defense 
areas, relative to more bulky and perishable foods, amusements, cotton 
clothing, and rents outside defense areas. This relative price shift has 
some value in drawing resources into the critical branches of produc- 
tion and diverting purchases to things which are relatively easy to 

? Deflation in the sphere of civilian production can make indirect contributions to war 
production by creating unemployment and thus increasing incentives to find uses for men 
and equipment in war production. American history provides a shining example of the 
military value of unemployment in the naval efforts of the Revolution and War of 1812, 
when unemployment among sailors and fishermen created a formidable fleet of privateers, 
besides helping naval recruiting. But deflation is not properly selective in its pressure 
upon civilian industry, taking no account of the extent to which resources can actually be 
shifted to defense. The use of priorities and direct output restrictions (like that upon 


automobiles) in lines where resources are highly transferable has all the military advantages 
of deflation, without all its disadvantages for consumption. 
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produce, and still more as the only available procedure for deciding 
who is to get scarce goods, in the absence of consumer rationing.’ Un- 
less a widespread rationing system is to be adopted, these relative 
changes cannot and should not be resisted. If their income-effects on 
the sellers of the goods in question are unwelcome, the appropriate 
remedy is a system of excises-a-la-Henderson (in effect, special excess- 
profits taxes), applying to goods made scarce by war. 

Suppose that the general rule is to try to prevent a downward drift 
of absolute prices from becoming so widespread as to affect more than 
10 per cent of the weights of the B.L.S. cost-of-living index. If the 
average rate of downward drift for these falling prices is not to exceed, 
say, 2 per cent per month, the average monthly rate of increase for the 
other nine-tenths of the index cannot much exceed 0.2 per cent per 
month without raising the total index. This is a rather modest allow- 
ance, so far as the writer can judge. To give room for appropriate rela- 
tive adjustments, without a serious proportion of absolute declines, is 
likely to call for an average monthly increase of 0.2 per cent to 0.5 per 
cent in the cost-of-living index." If the price dispersion proves greater 
than this estimate implies, the rate of rise in the index required to keep 
down the weight of absolute decreases may pass the critical level 
(probably between 0.5 per cent and 1.0 per cent monthly”) at which 
price increases generate a “spiral.” In this event, a clash between price 
and production goals cannot be avoided. 


m 


Administered Prices 
The likelihood of such a clash is enhanced by the large element of 


“administration” in the determination of many of the wage rates and 


°” Until the last few weeks, journalistic advocates of “price control” as the remedy for 
inflation have shown no signs of realizing that we cannot simultaneously (1) have a 
national shortage of a commodity, (2) prevent its price from rising, and (3) let every 
buyer purchase all he chooses—i.e., reduce the total of consumption without reducing any 
of its parts. This curious arithmetical error made price control appear as the last stronghold 
of “business as usual.” 

With the actual beginning of consumer rationing, price control begins to be seen more 
in perspective. But there still seems to be little realization that rationing must cover the 
bulk of consumer spending to be an effective barrier against inflation, and that tires, 
automobiles, and sugar cover only a very small sector. British experience indicates that the 
mere organizational difficultiés of rationing will keep it from being very effective against 
inflation during 1942. 


” This is frankly a guess. Studies of price dispersion in the period since February 1941 
might improve it; but it is hard to evaluate the effect of our actual involvement in the war. 
We are operating so far outside the range of recent experience that the writer is very 
skeptical about the possibility of an accurate forecast of the necessary price dispersion. 

“ Increases more rapid than 0.5 per cent monthly in the B.L.S. cost-of-living index 
never continued long enough to show up in the recorded figures between 1920 and 1939; 
but through most of World War I the rate of increase exceeded 1.0 per cent monthly. See 
Paying for Defense, p. 182. 
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farm prices which constitute costs of production for producers of 
civilian goods. Even ‘though more man-hours of coal-mining labor, or 
more wheat, could readily be found for sale at existing prices, the 
United Mine Workers in the one case and the federal government in the 
other are quite capable of raising miners’ hourly rates and the price of 
wheat. In so-far as the costs “administered” to higher levels are those 
of the civilian goods labeled above as relatively falling, maintaining the . 
output of those goods comes to depend on an absolute increase in their 
prices. To prevent a decline in employment then calls for a correspond- 
ing acceleration in the rise of the general index, and the danger of a 
spiral is accentuated. 

Since the people who “administer” prices keep one eye on the market, 
taxation can do something to block increases of this sort. General taxa- 
tion of personal incomes, draining off spending power, will hold down 
profits; and excess profits taxes will catch the more conspicuous profits 
as earned. Still further, success of income taxation in checking the rise 
of living costs will reduce the demand for countervailing rises in money 
incomes, Thus tax policy can create a setting for a “reasonable” settle- 
ment of demands for higher wages and raw materials prices. But the 
primary responsibility in this field is not upon the monetary authorities 
but upon the government agencies and economic interest groups directly 
involved. To get the maximum benefit from monetary and fiscal meas- 
ures against inflation, wage-rate increases should be discouraged unless 
the union demanding them can show (1) that a shortage exists and 
more man-hours of qualified labor cannot be had at existing rates; (2) 
that the union itself is not creating the shortage by its own exclusive 
policy or restrictive working rules. On the side of farm prices, where 
“administration” is actually done by the government, the rule should 
also be to avoid increases except where a shortage exists and where the 
shortage is not itself created to boost prices. In both fields, of course, 
many specific increases are urgently needed to increase supplies; 
prominent examples are cheese prices and seamen’s wages. 


Giving Ground before Administered Prices 


If the groups responsible for holding down the administered prices 
do not keep them in check, most students of monetary problems would 
probably agree that monetary and fiscal policy should give ground and 
permit a corresponding upward drift of prices. Taxation should not be 
relied upon to stop price increases based on trade-union or farm-group 
action,” 

If we constructed an index number of cost-prices underlying the pro- 


? Tn the terminology of J. M. Keynes’s Treatise on Money, monetary and fiscal measures 
are effective against “profit-inflation” but not against a spontaneous “income-inilation.” 
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duction of civilian goods, under such conditions, it would have an up- 
ward drift for two reasons: (1) as with finished-goods prices, there is a 
natural dispersion of changes in cost-prices, and the relatively-falling 
group cannot be pushed wholesale into absolute decreases without ad- 
verse effects on employment; (2) as we have just seen, “administered” 
cost-prices in the relatively-falling group are likely in fact-to be pushed 
upward from the supply side. 

To a first approximation, the task of fiscal policy may be defined as 
the stabilization of the cost-of-living index—not absolutely, but relative 
to an index of cost-prices so composed and so weighted as to represent - 
cost-prices affecting different consumption goods in the same proportion 
that the prices of the latter enter the cost-of-living index.* 

This first approximation rule, however, may lead policy astray for 
two chief reasons: (1) the sheer technical defects of the index numbers 
used might be serious enough to give their ratio a misleading drift; (2) 
the relation of prices of materials and labor services to per-unit costs 
may be considerably altered by wartime changes in industrial patterns. 
Any policy based on the ratio of the two index numbers should there- 
fore be at least slightly modified in the light of employment figures. If 
there came to be noticeable unemployment of types which defense could . 
not absorb but freer consumer spending could, it would be desirable to 
set taxes lower than the formula would indicate. On the other hand, if 
employment were satisfactory while cost-prices and selling-prices were 
rising in line with each other, it would be worth imposing heavier taxes 
in hope of checking the cost-price advance. 


Relative Drift of Costs and Selling-Prices 


The argument above limits the rôle of fiscal policy to keeping prices 
of civilian goods in line with their cost-prices. But this limited objective 
is very important in itself. For 1942, we must expect a substantial rise 
in national income relative to our supposed cost-price index, resulting 
from increased employment, longer hours, “upgrading” of laborers and 
similar shifts which contribute to the physical volume of total output. 
But while a corresponding rise in total output is scheduled, the war 
effort will not only absorb the increase but bite deeply into present 


% This redefined price objective has a strong formal parallelism to agricultural “parity.” 
But its implications for income distribution are very different, since it is thought of as 
enforced by manipulating an income tax rather than by manipulating the flow of goods to 
consumption. 

* This presumption for a downwerd drift of selling-prices relative to cost-prices does 
not contradict our original argument for permitting a rise of selling-prices on account of 
price dispersion. Implicit in the original argument was an assumption that dispersion 
among cost-prices implied an upward drift in their average; and the allowance for an 
upward drift of cost-prices made in this section of the text thus takes care of the disper~ 
sion of selling-prices. 
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civilian supplies. Even if wage rates and so on did iot increase, we 
should have increased spending power confronting reduċed civilian 
supplies. This would certainly raise living costs. 

The danger of spiral inflation lies in the fact that as living costs rise 
relatively to wages, wages tend to rise absolutely in a vain attempt to 
compensate. We have seen enough in 1941 to be clear that the danger 
of a spiral “income inflation” is no mere bugbear, even though full 
employment is not yet reached; and rising employment will further 
increase the danger. Choking off the relative rise of living costs is an 
essential part of the remedy.” 


HI. Necessary Revenues and Tax Rates 


To hold inflation in check, we shall need more taxes to drain off 
spending power. But how much more? So far, the only answer offered 
by this paper is qualitative: : enough to restrict the price rise as narrowly 
as Possible, in view of price dispersion and the behavior of administered 
prices, without excessive unemployment. 

Our monetary situation is packed with uncertain factors. We cannot 
accurately forecast, for example, the course of bank credit or the 
future of saving and of private investment.’® Accordingly, no clear-cut 
answer can be found in advance of experience; and in the end the solu- 
tion must be found by cut-and-try methods. But it is both possible and 
urgent to estimate the general order of magnitude of the requirements. 


War and Consumpiton 


To begin with figures of relative certitude, we spent rather over 
12 billion dollars in defense in calendar 1941. In view both of the 
rapid acceleration during 1941 and of our actual involvement in the ~ 
war, it is conservative to estimate that our war effort will absorb 20 
billion dollars worth more in 1942 than in 1941, at 1941 prices. Our 
economy will also produce more—presumably by 10 to 15 billion dol- 
lars. Making optimistic allowances for the effect of increased total 
output and of drafts on private investment, it is hard to believe less 
than 5 billion dollars worth of the added war effort must be at the 
expense of consumption goods.” 


18 This assumes, as does most of the argument of this article, that we are not going to 
set up a full-blown rationing system at once. 


* For an inventory of sources of uncertainty, see the writer’s paper on “Safeguards 
against Inflation,” Rev. of Econ. Statistics, May, 1941, pp. 85-86. 


1 Needless to say, the cut in physical consumption is not logically a mere residual. Large 
masses of resources used in 1941 for consumption (conspicuously for metal products) are 
both adaptable to defense and nonessential for civilian use. These must be transferred. 
On the other hand, we have some resources (chiefly in farming) which are specialized for 
consumer goods uses and will be more fully used in 1942. Increased flows of food, amuse- 
ments, etc., will presumably go part way to offset transfers of metals, chemicals and textiles 
to defense, But 5 billion dollars is a conservative estimate of the net loss to*consumption. 
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While the war will reduce physical output of consumption goods, it 
will increase money incomes. The increase in total production assumed 
above implies a rise of 10 billion dollars or more in money incomes, at 
1941 wage rates, etc. Of this increase, 6 or 7 bilion dollars would 
normally be added to spending. With 1941 tax revenues, 1942 spending 
would thus be 11 billion dollars or more too high relative to 1942 con- 
sumption goods output. If a price rise relative to wage rates of, say, 
5 per cent is to be tolerated, there will yet remain some 7 or 8 billion 
dollars of excess spending to be disposed of. ° 

In addition, if income taxes are to be the means of adjustment, we 
must allow for inter-group shifts of consumption. Assuming a 100 bil- 
lion dollar national income and a $1,000 head-of-family exemption, at 
least 2 or 3 billion dollars of the income increase will accrue to people 
who remain below the taxable family income level.** The principle of 
ability-to-pay taxation implies letting families below exemption limits 
keep and enjoy any income increase they can capture. The income-tax- 
paying groups, therefore, must absorb not merely the whole cut of 
total spending but also a further cut to permit an expansion of at least 
2 billion dollars in lower-income-bracket consumption. The total cut in 
spending required of income-tax payers is thus at least 9 billion dollars 
relative to what they would normally spend with their 1942 incomes, 
or perhaps 5 billion dollars relative to their spending in 1941. 


Revenue Requirements 


When a family’s income is reduced, the effect is divided between a 
reduction in spending and a reduction in saving. For families in the 
income-tax brackets, much of the effect is bound to be upon saving. 
While no definite forecast can be entirely safe, it is very unlikely that 
the curtailment of savings will be less than a third of the taxes levied.” 
To reduce spending by 9 billion dollars thus calls for at least 14 billion 
dollars of additional revenue in 1942, compared with 1941. 

Of the 14 billion dollars, about 7 billion dollars can be expected from 
revenue measures in force at the end of 1941—-divided about equally 
between effects of 1941 enactments and effects of rising income levels. 


*®Tt must be borne in mind that a $1,000 head-of-family exemption gives a normal 
family with two children $1,800 of tax-exempt net income; and with allowance for “deduc- 
tions” of normal proportions this means that such families will rarely be taxable unless 
total cash income exceeds $2,000. On a comparable exemption basis for a 90 billion dollar 
income, Paying for Defense (p. 148) finds 56.3 billion dollars (62 per cent) accruing to 
persons taxable. The effects of a higher general level of incomes in carrying more people 
above exemption limits are roughly balanced by the assumption in Paying for Defense 
of a $200 credit per dependent, instead of $400. 

In Paying for Defense (pp. 128-29) the effect of a similar type of tax is estimated to 
be half upon spending and half upon saving. The sharper effect on saving assumed here 
reflects partly the larger scale of the tax in question and partly the intentional bias of the 
calculation here in progress toward understating tax requirements. 
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Another 1 billion dollars or so may be looked for from special excises 
of the type proposed by Leon Henderson, upon goods made scarce by 
defense. This leaves 6 billion dollars to be found by the proposed De- 
fense Tax, at a minimum figure. In view of the prognosis for a continued 
rise of production and incomes well through 1942, it is probable that 
requirements will be heavier in the second half-year than the frst. 


Tax Rate Requirements 


Since the proposed exemption level is well below the range of income 
tax experience of the federal government, the amount of income which 
would be taxable under Defense Tax is hard to estimate. If taxpayers 
enjoy two-thirds of the national income, about 33 billion dollars is likely 
to be taxable.” The 6 billion dollars of Defense Tax revenue mentioned 
above would thus imply an 18 per cent rate of tax. For every additional 
billion by which spending had to be curtailed, an additional 5 per cent 
or more of Defense Tax would be needed, unless exemptions were 
further lowered. 


Probable Errors of Estimation 


The estimates presented above have intentionally been given a bias 
toward understatement of tax requirements. Comparatively modest 
changes in the figures would make the tax rates called for look much 
more formidable. 

To begin with, it would not be unreasonable to put the decrease in 
consumer goods output compared with 1941 at 6 instead of 5 billion 
dollars, the increase in money incomes (at 1941 wage-rates, etc.) at 
11 instead of 10 billion dollars, the increase in spending at 8 instead 
of 6 billion dollars. This would raise the excess of spending to 14 instead 
of 11 billion dollars. After allowing a modest price increase, there 
would still be a net excess of 11 billion dollars or so. The additional 
consumption of the low-income groups not reached by tax could easily 
be put at 3 instead of 2 billion dollars, so that taxpayers must be called 
upon to cut spending 14 billion, instead of 9 billion dollars. If we put 
the effect of taxes on saving at 40 per cent instead of 33% per cent, the ' 
additional taxes called for would be 35 billion dollars, or 28 billion 
more than existing measures will yield. 

On this revised set of hypotheses, which is no more extreme in an 
upward direction than the previous set in a downward direction, the 
Defense Tax could not block inflation at any tax rate whatsoever, 

~Of the 56.3 billion dollars shown as accruing to taxpayers under the roughly com- 
parable situation sketched in Paying for Defense, p. 148, 30.3 billion dollars is absorbed 
by understatement, non-cash income exempt from tax, deductions, and exemptions, leaving 


rather less than half taxable. This proportion taxable should rise somewhat with national 
income at a higher level. za 
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without a further reduction of exemptions. Even cutting exemptions to 
half the level suggested would probably not increase the tax base to 
much over half the national income, so that more- than half of all tax- 
ables might have to be taken.” 


Effects on Business Savings 


In the argument above there is an implicit assumption that changing 
taxes upon individual incomes will not deter corporations from paying 
out a normal proportion of their profits. There are considerable indica- 
tions, however, that even 1941 rates had such an effect; and the rates 
of Defense Tax mentioned above would doubtless intensify it. Whether 
dividends fail to reach the stockholder because they are not paid out or 
because they are taxed away, his spending will be reduced. But cor- 
porate savings, since they build up assets for the stockholder, will dis- 
place his individual savings more than would taxes of equal amount, 
while affecting spending less.” 

Per billion of revenue actually raised by a Defense Tax, the effect- 
upon spending would be greater than the estimates above would sug- 
gest. But per point of tax the effect might or might not be greater. If, 
say, a $1,000 dividend payment was withheld to avoid $250 of Defense 
Tax, the effect on a middle-income stockholder would probably be to 
reduce his personal savings by, say, $500 to $950, and his spending by 
$50 to $500, according to his situation. The effect on spending might 
or might not be greater than if the dividend and the $250 tax were both 
paid. 

To avoid inequities between stockholders who were and were not 
able to avoid taxes by letting corporate incomes be plowed back, some 
device for taxing undistributed profits to the stockholders would be 
needed. Such taxation is thus a corollary of a Defense Tax upon in- 
comes, if Defense Tax rates are to be substantial. 


IV. Fiscal Management under Mandatory Rules 


The criteria of policy discussed above would be suitable for a dis- 
cretionary authority backed by the full confidence of the Congress and 
the public. They might conceivably serve Congress if it were decided to 
make frequent adjustments in Defense Tax by special enactment. But 
they call for so much exercise of judgment in application that they 
could not well be used directly as a basis for mandatory instructions 
to the Treasury. 


1 At this very low exemption level, the great bulk of the population would be taxable. 
But exempting $250 per adult plus $400 per child would still remove a large fraction of the 
national income from taxation, not to mention the huge losses of tax base through under- 
statement, failure to tax non-cash income, and deductions. 


* The efftet of corporate savings is analogous to that of forced loans. 
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The question now arises whether a working substitute can be devised 
which will lend itself to mandatory arrangements. In short, we must 
look for a formula which is at once: 


1. Definite enough to limit Treasury discretion and if possible to 
forestall litigation; | 

2. Simple enough to be explained to the general public; 

3. A good approximation in its effects to operation under the criteria 
described above. 


Pre-Determined Rates 


The established system of revenue-raising is of course to pass a tax 
with definite pre-determined rates. These rates may be set until further 
notice, or they may be enacted on a step-wise system, with an increase 
to be effective at some stated future date. 

As we have noted, even a flat-rate tax to apply through the war 
period would mitigate inflationary pressures. At a 100 billion dollar 
level of income, 1 per cent of tax represents an annual revenue between 
300 and 350 billion dollars. As nominal income rose through inflation, 
not only the absolute revenue but also percentage of national income 
drawn in would rise somewhat. But if the initial rate were far short of 
what was required to stop inflation, this automatic braking effect would 
be far too small to bring the price level to rest within any measurable 
period. 

In view of the prospect of increasing expenditures and of the political 
tendency to take off the little dog’s tail in two bites rather than one, - 
provision for a rate increase at some pre-determined future date is a 
relatively likely arrangement. So long as this prospect is not made an: _ 
excuse for inadequate initial rates,” such a system will improve the 
time-shape of the tax revenue. With perfect foresight, it might even be 
made to serve all the purposes of fiscal policy. But in view of the 
gigantic uncertainties already noted, there is no use expecting to lay 
out an optimum timetable of taxation in advance. Pre-determined rates 
cannot do the job adequately, for lack of flexibility. 


Price-Index Formulas 


If a discretionary authority is ruled out, the economist’s natural first 
thought for a flexible arrangement is a price-index formula. The present 
writer has made suggestions along this line on several occasions.** 


** As Homer Jones points out in his paper for the Tax Institute meeting of Dec. 1, 1941, 
there is not much sense in the idea of introducing heavy taxes gradually “because they are 
so painful,’ in view of the painfulness of the alternatives. 

“ Economic Policy for Rearmament (Chicago, 1940, pp. 26, 33); House Ways and Means 
Committee, Hearings ... on Revenue Revision of 1941, pp. 335-36; Paying for Defense, 
chap. XVII. a° 
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If we could assume that wages and farm prices were stable, except as 
relative increases helpful to defense took the form of absolute increases, 
such a price-index formula ought to turn out reasonably well. But as 
the argument above has indicated, a tendency toward “income infla- 
tion” through organized pressure on cost-prices would require com- 
plicating the formula and basing it on the relation of two index numbers 
rather than on one alone. This procedure is both unduly hard to inter- 
pret to Congress and the public and also liable to give undue weight to 
idiosyncrasies of the index numbers selected. In addition to this defect, 
there is a serious political defect—the danger that the mere presence of 
a tax formula geared to living costs would accentuate wage and farm- 
price pressures.” 


Government-Expenditure Formulas 


Less congenial at first thought to an economist, but still very promis- 
ing economically, are proposals in political quarters for formulas hitch- 
ing tax rates to government expenditures. These have been framed in 
terms of annual adjustments to secure an “automatically balanced 
budget.” But there is no reason why this type of formula should not 
be applied both to standards of coverage below 100 per cent (for in- 
stance to the Treasury’s two-thirds rule) and to quarterly or even 
monthly adjustments. The Treasury could be required to set a Defense 
Tax Rate for the oncoming three-month period which would bring total 
receipts up to any specified percentage of total outlays for the period. 
It would be possible also to provide for automatic lowering of exemp- 
tions to widen the tax base if necessary. Exemptions could be lowered 
either step by step as rates rose, or only after rates had reached a 
certain ceiling, say 40 or 50 per cent, without satisfying revenue 
requirements.” 


**This point was emphasized by Carl Shoup in his “Choice of Tax Measures to Avert 
Inflation,” Rev. of Econ. Statistics, May, 1941, p. 89. If anything, it is more serious if wage 
rates and farm prices as well as living costs enter into the formula. 


7° One such proposal, apparently not much noticed by economists, already has a legislative 
history. A resolution (S. R. 22) was agreed to by the United States Senate on Feb. 13, 
1941, creating a committee of three “to find ways and means for an automatically 
balanced budget.” This committee (consisting of Senators Tydings, Thomas and Holman) 
reported two months later, submitting two draft bills and a draft constitutional amendment 
as a basis for discussion. One of these bills (in a Committee Print of April 29, 1941, 
numbered J.313715-A) proposes enacting fifteen alternative schedules of taxes, each framed 
to raise 5 per cent more revenue than that preceding it on the list, and giving the Treasury 
mandatory instructions to put into force at the beginning of each year that schedule 
which will raise “the required amount of revenue” according to a standard set up 
in the bill. 


“While Senator Tydings’ tentative scheme does not confine itself to income taxes, the 
illustration of a difference between successive tax schedules which is presented in the 
committee report runs in terms of lowering income-tax exemptions, 


ar 
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The Danger of Taxing Too Much 


The economist’s natural hesitation to endorse such a government- 
expenditure formula or “automatically balanced budget” springs from 
his knowledge that it is possible to,tax too much. Under unfavorable 
conditions, attempts to balance the budget may increase unemployment 
(and incidentally may defeat their budgetary object by doing so). 

But taxing too much is not the number one danger of the year 1942. 
Taxes 6n the books in December 1941 are expected to bring in about 
14.5 billion dollars (cash basis) for the fiscal year 1941-42 or about 
18 billion dollars for calendar 1942. At the lowest defensible estimate 
of outlays, this means covering out of taxes 45 per cent of outlays for 
the fiscal year, or 37 per cent for the calendar year. The 6 billion dol- 
lars of Defense Tax mentioned above as minimum requirement would 
bring tax coverage for calendar 1942 to about 49 per cent; to bring it 
to 90 per cent would take a Defense Tax of over 25 billion dollars. 
Even at a 90 per cent coverage, moreover, the cash deficit would be 
about as great as it was in the late winter of 1941, when inflation began 
to take hold. 


A Safeguard against Over-Taxing 

In any event, a simple safeguard against taxing too much can be set 
up by introducing a single discretionary element into the system.” 
The Treasury should be authorized to fix a lower rate than that called 
for by the formula, on the basis of a double finding of fact: 


1. During the latest three months the B.L.S. living-costs index aver- 
aged not more than 1 per cent above its level in the last preceding 
three-month period; and also 

2. During the latest three months, nonagricultural employment aver- 
aged either: 

a. Less than at the end of 1941 or 
b. As much as 1 per cent below the last preceding three-month 
period. 


In such a situation, this limited exercise of discretion could scarcely be 
objectionable. 

Needless to say, such an escape clause could come into play only if 
the proportion of outlays covered by taxes was very large. But the 
existence of such a clause would make it safe to aim high—even at 100 
or 90 per cent of expenditure. There would be no advantage at all in 
fixing the proportion to be covered below 80 per cent. Thus such a policy 


* This ingenious device for combining the simplicity of an expenditure formula with 
the substantive advantages of a rather complex price-index-employment formula was 
suggested by the writer’s colleague Walter W. Wilcox. 


a* 
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would permit holding the growth of public debt to the minimum com- 
patible with high levels of production. 


Flexibility under Rules 


This system of mandatory ruleS promises the advantages of a dis- 
cretionary system on the lines outlined earlier in this paper, with a 
minimum of confusion in administration and public relations. It is 
calculated to provide the maximum anti-inflationary effect which taxes 
can yield without damaging production. If the “administered” prices 
are properly handled, it is capable of keeping the pace of price rise 
close to the rate below which the safeguard comes into play——-presum- 
ably below the critical rate of 0.5 per cent monthly, once collection 
mechanism and rates are in force. 

The two basic ideas involved are simple and close to the views of 
the general public: 

1. It is desirable to “pay as we go” and limit the growth of public 
debt; 

2. It is desirable to keep the weight of taxation from creating avoid- 
able unemployment. 


Either of these ideas alone is somewhat dangerous (the second, at 
present, more than the first). But a compromise along these lines 
should be workable both politically and economically. 


FISCAL POLICY AND THE NATIONAL INCOME: A REVIEW 
By CHARLES O. Harpy 


Professor Hansen and Professor Villard have written books! which 
deal with the same theme—the use of national fiscal policy to control 
the levels of money income and of employment and productive activity. 
They are based in general on the same fundamental assumptions, such 
as the causal relation running from money income to real income; the 
tendency of an increase of saving to pull down money income and an 
increase of investment to increase money income; the extreme im- 
portance of stabilizing employment at a high level, and of reducing 
present inequalities of economic power; the probability that income 
taxes will tend to be paid out of savings and consumption taxes out of 
income that would otherwise be consumed; and a strong propensity for 
total income to decline from year to year in the absence of a public 
policy to stimulate expansion. 

The two volumes bring home to us forcibly the instability of political- 
economic relations. Both are penetrating analyses, written for scholarly 
audiences, and combine a broad scope with careful attention to detail, 
and both were published in 1941. Yet neither author thought it worth 
while to give more than passing notice to the phase of his subject which 
by the end of 1941 was the principal topic of discussion; namely, the 
prevention of an unduly rapid rise of money income. For both authors, 
the fiscal and monetary problem was the prevention of deflation. 

Obviously, if public expenditures are to be effective as an income 
stimulant they must be so financed as not to decrease other expenditures 
accordingly. Hence the choice for both authors is between deficit ex- 
penditures financed by borrowing from banks with excess reserves or 
from holders of capital balances (or conceivably by the issuance of 
paper money), and taxes that do not decrease either private consump- 
tion or private investment. Villard’s emphasis is on deficit financing, the 
estate tax being the only important tax which he finds free from a 
suspicion of having “‘income-decreasing” effects. Hansen, however, is 
more concerned about the possible future disadvantages of the ac- 
cumulation of government debt, the piling up of idle money in private 


1 Fiscal Policy and Business Cycles. By Alvin H. Hansen. (New York: Norton. 1941. 
Pp. ix, 462. $3.75.) 

Deficit Spending and the National Income. By Henry Hilgard alara (New York: 
Farrar and Rinehart. 1941. Pp. ix, 429. $3.50.) - 
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hands, and the indefinite lowering of interest rates; hence he pays more 
attention than does Villard to the possibility of financing income- 
creating expenditures through taxes that do not decrease private ex- 
penditures. ‘ 

Both books contain good sketches of the history of post-war mone- 
tary policy, and both reach the conclusion that monetary policy alone 
is insufficient to bring about recovery from a deep depression, whereas 
fiscal policy is an adequate instrument. I am not prepared to dispute 
either conclusion, but both books leave me with the impression that 
monetary policy has lost the vogue which it had in the twenties, and 
fiscal policy has gained popularity, largely because monetary policy has 
been appraised by what was not accomplished, and fiscal policy by what 
was accomplished, during a period when both were being used together. 
If the slowness of recovery in 1933-39 discredits monetary policy as an 
instrument of control, the rapidity of recovery in the same years can 
hardly validate fiscal policy for the same purpose. 

Both authors include state and local finance in the scope of “fiscal 
policy.” Villard presents as an appendix an able original study of state 
and local deficit financing for recent years. Valuable as this material is 
for the use of students of public finance, I believe it has little bearing 
on the main theme, the relation of fiscal policy to the formation of 
income. State and local finance cannot properly be used as an instru- 
ment for controlling the level of income, for the simple reason that the 
costs of such a policy are localized and the benefits are diffused. In 
this respect, local finance is like individual and corporation finance. 
Expenditures by the national government may be justified by their 
effect on the national income, but an individual corporation, or a 
municipality, or a state, acting independently of others, cannot make 
expenditures and expect that it will be compensated by an increase of 
its income resulting from the stimulated increase of general income. The 
difference between national and local finance parallels the difference 
between central banking and private banking. Deficit spending for the 
sake of income-stimulation is practicable only for a national govern- 
ment, and probably only for that of a large country. 

Multipliers.—Both Hansen and Villard devote much space, naturally, 
to the nature of the multiplier, and both make valuable contributions to 
the understanding of this knotty problem. Hansen presents an illuminat- 
ing series of hypothetical model sequences, combining the effects of the 
multiplier and the acceleration principle. Villard criticizes half a dozen 
other writers’ work, and contributes an excellent discussion of the 
character of “leakages.” 

With respect to statistical ex post calculations of the actual multi- 
plier, Villard’s treatment is less satisfactory. On page 232 he comes 
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very near to saying that such calculations are worthless, a conclusion 
with which I am inclined to agree. Any such investigation involves 
comparing an unknown product (the difference between actual income 
and what income would have been in the absence of the deficit), with a 
partly known multiplicand (the part of government expenditure which 
is financed by non-income-decreasing borrowings or taxes), on the basis 
of the general income velocity of money, which may or may not be the 
same ds the marginal income period of new money.” | 

But Villard yields to the temptation to compute an empirical multi- 
plier. He chooses the period from January 1934 through June 1936 
because he believes that in that period there was little or no effective 
inducement for private investment, ignores the “hang-over” effect of 
government expenditures made in 1932-33, compares the excess of in- 
come in the second quarter of 1936 over the last quarter of 1933 with the 
quarterly average income-creating government expenditures of the 
period, and so deduces a multiplier above 6.° 

Although Villard sees the uncertainties involved in such calculations, 
he seems to overrate the significance of this particular computation. He 
says (p. 361) that although we cannot be sure that there were neither 
indirect effects nor independent changes in other factors during this 
period, the calculation indicates that the increase in national income 
following 1934 “was not inconsistent with a multiplier as high as 6.” 
This, of course, is true, but it is not clear that it was inconsistent with 
any other multiplier that might be suggested. In the next sentence the 
author’s modest appraisal grows into the following claim: ‘Thus we 
know that it is possible for deficit spending to have a multiplier as high 
as 6, given the proper conditions, which shows that the theoretical 
work on the subject has not overestimated the possibilities of deficit 
spending.” In other words, because it is possible for all factors combined 


*One minor difficulty seems to have been generally overlooked. The general income 
velocity of money is computed by comparing income with the total supply of money, 
including that which is in capital balances. The income velocity that is needed for the 
purpose of calculating the multiplier is the velocity of that part of the new money 
which does not leak into capital balances. The income period relevant to the multiplier 
calculation is therefore shorter than the general income period. Except for very high leak- 
ages, however, the difference is not so great as that which J. M. Clark suggests on other 
grounds, namely, 2 months as against 4. Villard’s criticism of Clark (pp. 151-53) seems 
to be sound. 


? Villard does not explain why he compares the rate of income flow at the beginning 
of the period with the rate at the end, instead of cumulating additions to income 
for the whole period to get the product which corresponds to the definition of the 
multiplier. The two methods would give the same result if expenditures were steady 
and the multiplier were stable. In fact, however, the multiplier computed in this way 
is highly unstable. If we cut off the period at the end of 27 months instead of 30, we 
get a multiplier below 3. Cumulation of total income also gives a multiplier of about 
3 (keeping Villard’s simplification of substituting average for actual quarterly expenditure). 


\ 


106 THE AMERICAN ECONOMIC REVIEW [MARCH 


to increase the national income over an indefinite period of time by 6 
times the amount of the deficit, we know it is possible for deficit spend- 
ing alone to produce the same effect! 

Villard, Hansen, and all the aythors whose work is discussed by 
Villard compute multipliers on the assumption that leakages are perma- 
nent. In fact, however, leakage is in general simply the postponement 
of expenditure. The accumulation of a capital balance, whether by 
saving or by liquidating capital assets, does not imply a decision to 
hoard funds forever. What is involved is not a simple leakage ratio, but 
a schedule of the rate of leakage and the rate at which the funds that 
have leaked return to circulation. With any rate of leakage above zero, 
the capital balance accumulated from the leakage approaches 100 per 
cent as the rate of secondary expenditure approaches zero; but if there 
is any return flow out of the capital balance it will grow larger as the 
capital balance increases, and a point will be reached at which the 
return flow exceeds the leakage from the diminished secondary ex- 
penditure. The expenditures series, therefore, will not approach zero 
as a limit, but a perpetual cycle of rising and falling secondary expendi- 
tures will appear. Hence the value of the multiplier will always be 
infinity, even if leakage is 100 per cent, unless the return flow is zero. 

Secular stagnatton—The most important issue raised by Hansen and 
Villard is the doctrine of secular stagnation, which is accepted by both 
authors as a proven thesis. The case for permanent deficit spending, or 
government spending financed by non-income-reducing taxation, stands 
or falls with this doctrine. If, for more than transient reasons, unin- 
vested. savings accumulate because there are not enough outlets for 
them (in the form of new investments that are likely to yield enough 
net income to make investment worth while), public policy must be 
directed either to discouraging saving or to supplementing income. On 
the other hand, if genuine investment opportunities, comparable to those 
which absorbed the enormous investments of the nineteenth and early 
twentieth centuries, are being neglected chiefly because entrepreneurs . 
and savers now prefer the safety of capital balances to the possible gains 
of investment, research should seek to explain the decay of the pro- 
pensity to invest, and public policy should be directed to encouraging 
the expansion of private investment. 

Though for the moment obscured by the urgent problems of national 
defense, the issue is of paramount importance in planning for the post- 
war era. The quest of private profit through the investment of private 
savings gave us, in four generations, the greatest increase in mass stand- 
ards of living that has occurred in the world’s history; before we re- 
linquish the hope of revival and further progress along these lines, and 
create the.appropriate institutions for a society that cannot find uses 
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for its savings, the facts should be made perfectly clear. Particularly it 
should be clear that the failure of private investment to absorb savings 
in sufficient volume to maintain income is a result of technological fac- 
tors, population changes, or other conditions outside the realm of public 
policy. 

In my judgment the arguments advanced by adherents of the doctrine 
of secular stagnation are not strong enough to justify its acceptance as a 
basis óf public policy. Some of the reasons for my skepticism may be 
summarized ås follows: 

1. If at a given time new investment is being held down by the lack 
of investment opportunities, existing profitable investments would be 
expected to command an unusually high price. The prices of stocks 
would be high and the yield of bonds would be low. The relative valua- 
tion placed by the market on very safe securities and risky ones, how- 
ever, would be the same as in periods of high investment activity. In 
fact, this was not true during the depression of the thirties. Like other 
prolonged depressions, this was a period when the yield of very safe 
securities tended to be low and the risk premium tended to be high. 

2. If the doctrine of secular stagnation were true it should be evi- 
denced by keen competition for such new opportunities as do appear. 
Such inventions as are made should find backers more readily than in 
prosperity eras. In fact, the opposite was true throughout the “stagna- 
tion era,” as in previous long depressions. 

3. We should expect to find the transition from a period of abun- 
dant investment opportunity to one of inadequate outlets to be gradual. 
In fact we passed abruptly from the new era of perpetual prosperity 
to the new era of perpetual stagnation. 

4. It must be remembered that the only “opportunities” that are ever 
conspicuous, or even certain, are those that have been seized upon. Had 
investors in the past refused to take the risk of building railroads, we 
should not know now that this opportunity existed all through the past 
century. 

5. The explanations currently advanced to explain the inadequacy 
of investment outlets do not seem adequate. Hansen points out that of 
the three great historical outlets for savings—population growth, terri- 
torial expansion, and technological advance—only the third can be 
counted on in the future. He underestimates, I think, the importance of 
a fourth field, namely, the multiplication of equipment of types already 
known. Without any new invention whatever, the output of almost every 
factory and farm could be greatly expanded if capital were available 
to equip the average unit as well as the best are already equipped. A 
drainage ditch is not a new invention, but thousands of farms are 
inadequately drained. In the past the competition for capital arising 
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from the new opportunities has always prevented the complete utiliza- 
tion of techniques that were already common knowledge. Until the 
slackening of demand for extensive investment has made it possible to 
equip all industry so fully that every worker’s output is the maximum 
that is technically feasible, we shall still have outlets for investment. 

6. The decline of population growth means that less capital need be 
absorbed in maintaining the existing standard of living, but it also 
means that the possibilities of raising the standard of living are so much 
the greater, and the quest of higher standards does not seem to have lost 
its urgency. To provide one additional room for every family in the 
course of a decade would require far more investment in housing than 
is rendered unnecessary by failure to maintain our previous rate of 
population growth. 

7. In fact, the technical situation in the housing field, viewed as an 
outlet for investment, has changed for the better in the last ten years, 
quite apart from the accumulation of a backlog through the slackening 
of building activity. Obsolescence of houses has gone on more rapidly 
in the last decade than at any time in the preceding half century. Air- 
conditioning, insulation, multiple baths, and built-in equipment consti- 
tute felt wants; the difficulty in supplying them is not on the demand 
side, except as demand is controlled by the shrinkage of income which 
is the result of the impairment of investment. At the same time, the 
development of automobile transportation has created opportunities 
for relocating the population and these opportunities have hardly been 
scratched.* 

Finally, there is the question whether other conditions outside the 
hypothesis under review furnish an equally reasonable explanation of 
the slowness and weakness of the revival of investment after the reces- 
sion of 1929-32. The only rival theory which it seems worth while to 
discuss relates to the changed impact of governmental regulation upon 
the inducement to invest—including under this caption taxation, wage 
policy and labor relations, price and rate controls, and supervision of 
the markets for money and capital. Of these, the most important are the 
two first mentioned. 

‘Villard comments (p. 344 footnote) that inventions likely to be exploited soon appear 
to involve expansion at the expense of existing industries; for instance, television or 
cheap airplanes would involve expansion at the expense of the motion picture and 
automobile industries, This, of course has always been true. The railroad and the 
automobile. expanded at the expense of the stage coach and the horse and buggy; 
kerosene expanded at the expense of tallow candles and illuminating gas at the expense 
of kerosene and electricity at the expense of illuminating gas. All this is irrelevant. 
Investment in a new industry has never been retarded seriously by investors’ concern 
over the fate of obsolescent industries. The destruction of capital values in old 


industries does not contract the flow of income to offset the expansion caused by the 
building of new industries. 
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‘The convincingness of a theory of politically-induced stagnation rests 
largely upon the fact that a pronounced change of governmental policy 
coincides neatly with the appearance of the phenomenon which we are 
trying to explain. The recession of 1929-32 was very severe, but if 
recovery had been equally rapid the accepted explanations would run in 
terms of business cycle theory rather than economic maturity. The 
slowness of recovery and the abortive character of the upswing of 1936, 
though they do find parallels in nineteenth century history, are suf- 
ficiently out*of line with the usual business cycle sequences to make 
students look beyond business cycle theory for the explanation. But 
this is just the period in which public policy (unquestionably controlled 
by democratic processes) has for the first time in our history been ex- 
pressed in a consistent series of policies that are unfavorable to invest- 
ment. 

This is not a blanket description of all New Deal policies. The bank 
rehabilitation policy, the program of direct loans to industry, and 
probably the unbalancing of the budget and the devaluation of the 
dollar were favorable to investment, and the N.R.A. was intended to 
be so. But after 1934, and especially after the failure of the “planned” 
recovery of 1936, public policy has evidenced more concern for social 
reform, regardless of its effects on recovery, than for the promotion of 
recovery. 

Historically, until recent years, government, though operating 
through democratic machinery, was in fact dominated, in its economic 
aspects, by the ideas of investors and entrepreneurs. The rising stand- 
ard of living of the masses of the nineteenth century was not the direct 
result of governmental pressure in the direction of higher mass incomes; 
it was the indirect result of the prosperity of business interests which 
were compelled by competition rather than by government action to 
share the fruits of progress with the remainder of the population. 

In recent years, on the other hand, economic legislation has been the 
expression of a strengthened equalitarianism which seeks at the same 
time to push up the incomes of the masses by direct action and to cut 
down the incomes of the wealthy. For the first purpose the chief interest 
is labor policy; for the second purpose it is tax policy. The surtaxes on 
large incomes, even before the inception of the defense program, 
coupled with a failure to provide a system of averaging incomes, de- 
stroyed most of the incentive for the wealthy to invest in any but the 
safest securities. Discriminatory taxation on corporations cut heavily 
into another source of equity capital. At the same time, wage and labor 
policies were exerting steady upward pressure on costs.” In short, in a 


8 Hansen, in common with many others, argues (pp. 334-35) that when a wage 
reduction cuts down cost it equally reduces demand. This would be true only on the 


110 THE AMERICAN ECONOMIC REVIEW 


period when we have had a deficiency of employment offers and a 
superabundance of would-be employees, we have tried to correct the 
balance by making the position of the employee more attractive and 
that of the employer less attractive. We depend on the profit motive 
to call forth a supply of investment, risk-taking, and employment 
opportunities, but direct our national policy to minimizing the share of 
profits in the national income. We depend on the minority of large 
incomes to provide the initiative and bear the risks incident to eco- 
nomic progress, but we strive to eliminate those inequalities. 

This is not to say that the policies enumerated are necessarily unwise. 
They have advantages to offset against the disadvantages noted. If, as 
seems to be the case, we are deciding to commit an ever-increasing 
proportion of economic responsibility to political rather than to business 
leadership, economic life can go on under techniques of control that 
will be developed in line with the new ideals. My point merely is that 
a propensity of the capitalists to seek safety rather than profit, to shirk 
the responsibilities of investment, is a natural consequence of govern- 
mental policies which are inappropriate to an economic order controlled 
chiefly by private initiative under the profit motive. 


assumption that profits are never spent by the recipients. It is not sufficient to show 
that wages are likely to be respent more rapidly than profits. Unless all of an increase 
of wages is a net addition to demand, industry as a whole can recover from the enhance- 
ment of buying power only part of its added costs; the balance must come out of 
profits. This is of no great importance in a period of expansion and rising profits, but in 
a period when the problem is to maintain investment, a wage increase forced by govern- 
mental or trade union action must be counted a retarding factor. 


COMMUNICATIONS ` 


a e 


. Rebuttal to Professor Crum and Mr. Musgrave 


In the September, 1939, issue of this Review appeared two articles in 
reply tó my article in the March, 1939, issue entitled, “The Double Taxation 
of Savings.”? One of these replies was by Professor W. L. Crum of Harvard 
University and was entitled, “On the Alleged Double Taxation of Savings.’ 
The other was by Mr. Richard A. Musgrave, also of Harvard, and was 
entitled, “A Further Note on the Double Taxation of Savings.’ 

In my article, as elsewhere, I have contended, as did John Stuart Mill, 
Alfred Marshall, A. C. Pigou, Einaudi, and others, that to tax savings and 
then to tax the fruit of those savings is virtually to tax the same thing twice. 
It is taxing not only the fruit but also the tree which bears the fruit, the 
tree being of no value except as it bears the fruit. 

For purposes of illustration the simplest case is that type of saving which 
is invested in a perpetual annuity. Under an income tax which treats savings 
as income, a 50 per cent tax on the saving reduces by 50 per cent the subse- 
quent fruit of that saving and then in the subsequent years, it takes 50 per 
cent of the remaining fruit, making actually 75 per cent in all, instead of 
the nominal 50 per cent. Tn like manner, a tax of nominally 10 per cent 
amounts actually to a 19 per cent tax, and a nominal 1 per cent tax comes 
to a shade under 2 per cent, whereas, in the case of a person who neither 
saves nor dissaves, 50 per cent is actually 50 per cent, 10 per cent is 10 per 
cent and 1 per cent is 1 per cent. 

As to the strict mathematics of this, including less simple cases, these have 
been covered in the earlier writings to which I referred the reader in the 
article criticized by Professor Crum and Mr. Musgrave. 

In the March, 1939, article I also suggested, as a merely incidental phe- 
nomenon, that a saver might be tempted to migrate from a state where 
spendings-plus-savings are taxed to a state where only spendings are taxed; 
and that a dissaver might be tempted to migrate in the opposite- direction: 
from a state where his.actual spendings are taxed to a state where spendings- 
minus-dissavings are taxed; and that people who neither save nor dissave | 
would have no preference as between the two states, other things being equal. 

But my basic comparison was between the saver and dissaver in one’ 
and the same jurisdiction—a jurisdiction which taxes spendings-plus-savings; 
whereas Mr. Crum’s comparison is basically (though with variations) between . 
savers in one state and savers in another state, the two states having equal 
budgets, equal savings, and equal spendings, but one of the states taxing only 
spendings and the. other taxing spendings-plus-savings (with almost no men- 


*Am. Econ. Rev., vol. xxix, March, 1939, pp. 16-33. 
* Ibid., Sept., 1939, pp. 538-48. 
Ibid., Sept., 1939, pp. 549-50. ; o” 
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tion of dissavings). And Crum reaches the conclusion (to which I offer no 
objection) that the taxing authority which did not tax savings would, in 
order to meet its budget, have to make up for the exemption of those savings. 

Even if we concede this and other conclusions of Mr. Crum (under his 
very unrealistic assumptions), there is practically nothing in his article on 
the question supposed to be at issue—the existence of double taxation when 
savings are taxed. 

In fact, if Professor Crum’s article did not purport to have reference to 
mine, I could criticize it very little. And if his references to mine were entirely 
correct, I would even say his article confirmed mine. For the only part of 
his discussion which is very germane is included in the three pages, 545-47, 
where he shows correctly that the savers in B-land (where savings are 
exempt) do have an advantage over the savers in A-land, where savings are 
taxed, and that national saving might even be “encouraged” by the B tax 
system. 

Yet he seems to think that his comparisons disprove double taxation. On 
page 544 he asks: “Where then is B’s advantage over A? And is A a victim 
of ‘double’ taxation?” And he repeats these questions on page 547. 

He evidently asks these rhetorical questions because his numerical illus- 
tration shows that the everage A (inhabitant of the state where savings are 
taxed) and the average B (inhabitant of the state where savings are not 
taxed) will fare alike—that the average A has no “advantage” such as Pro- 
fessor Crum thinks I claimed. And he is, I agree, correct—at least under his 
assumptions. 

He quotes my assertion that “There is mathematical proof—proof that if 
savings are taxed as income and later the income from these savings is also 
taxed, there will result a subtle form of ‘double taxation ”; but in denying 
that I had proved this (pp. 538 and 547), he apparently had sole reference 
to the arithmetical illustrations in the March, 1939, article and did not 
notice the footnote explaining that “Proof of double taxation was offered in 
The Nature of Capital and Income, especially in graphic form, and again in 
Econometrica (January, 1937, ‘Income in Theory and Income Taxation in 
Practice’), in algebraic form” and that I merely added, “The present article 
[March, 1939] furnishes some new arithmetical illustrations.” 

There are several other respects in which a reader of Professor Crum’s 
article will fail to get a true picture of the proposals which he criticizes. 

It would seem that (if he had noticed the fact) he would have told his 
readers that I do favor quite strongly one form of double taxation, namely, 
the taxation of big accumulations at the death of the accumulator plus the 
taxation, later, of the income from those accumulations as spent by the heirs. 

I said: “So far as taxation is concerned, the best method for preventing 
an undemocratic and hereditary plutocracy, I believe, would be through 
estate and inheritance taxes. An inheritance tax is a tax frankly on capital 
value, which means a pre-tax on future income and so implies a second tax 
when that future income arrives. This species of tax on capital, coming at 
the time when the property passes at death, seems to the present writer more 
easily justified than any other tax on capital in an ostensible income tax” 


(p. 32). ° 
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On the question of expediency as between the two sorts of income tax, the 
main comparison must, of course, be between the two regimes—a spendings 
tax vs. a spendings-plus-savings tax—in one and the same jurisdiction, say 
the United States, regardless of the incidental question of migration. 

Professor Crum’s comments apply to a comparison between the two juris- 
dictions, especially when he complains that “Z [his chief saver in the juris- 
diction which exempts savings] waxes ever fatter,” and then asks, “What are 
the consequences to Z? First is the political fact that, even if X and Y—the 
majority of the population in a nation [B] which presumably professes to 
enjoy democratic government—consented to the arrangement in Year O and 
for some years thereafter, the worm would turn; and Z would sooner or later 
be taxed in deadly earnest on his ‘extra’ savings or the ‘yield’ thereof or 
both” (p. 547). 

But, under the regime proposed by me, the savings would be taxed—as 
an estate. And (with realistic assumptions) the tax revenue would be greater 
than under the regime favored by Crum. 

This last consideration (of greater revenue) I did not discuss in the March 
1939 article, and it needs only a passing reference here.* 

The important element in a nation’s savings or capital-increase comes with 
new inventions. Such examples of capital-increases grow fast from year to 
year like compound interest, that is, if they are tax-exempt. A tax on the 
capital-increases would forestall this rapid growth, Thus, one important 
consequence of this spendings-plus-savings tax is that it produces far less 
revenue than would the spendings tax, especially under conditions resembling 
the actual world more closely than the conditions assumed in Professor Crum’s 
highly hypothetical communities. 

One of Professor Crum’s most theoretical and least realistic assumptions 
is a 5 per cent interest and capital-increase rate uniform for all individuals 
and for the government, whereas the facts of life are far different. In real 
life the rate of interest at which the government can borrow is below other 
rates and the rate at which private initiative increases our national wealth 
is, in those cases which contribute most, far above the rate under government 
management. Under these real life conditions the revenue received by the 
government from taxing savings would xot be used as productively as it 
would be if left in private hands, Our capital equipment has been built largely 
from new inventions, privately developed, with annual increments of capital 
value far in excess of the market rate of interest; while our governmental 
investments have usually been wasteful. 

As I go over Mr. Crum’s article for the third time, I find that my only 
really serious dissent from his views, as I understand them, is felt when he 
pictures the savers’ savings as being made at the expense of non-savers. 

My own picture is altogether different. I regard the typical capital-creator 
as one who develops new inventions like the railway, automobile, radio and 
movie, which are typically far more beneficial to others than they are to 
those who, through developing them, become the owners of huge aggregations 
of capital in the form of productive plants. These accumulators—the Vander- 


‘For a discussion of this point, see “A Second Reason for Not Taxing Sawhgs,” Taxes, 
Aug., 1941, 
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bilts, Rockefellers, Fords—seem to me, in the first generation, to function 
more as national benefactors than as beneficiaries. Only when, as often hap- 
pens in subsequent generations, the heirs become primarily spenders, instead- 
of savers, do I think of the owners as self-indulgent or parasitical. Accordingly, 
I would encourage savings and discourage spendings, whereas the tax on 
savings doubly taxes the saver and doubly exempts the spender, thus going 
directly contrary, in both cases, to sound public policy.® 

But, as to any substantial issue between Crum’s article and mine, I can 
find no such issue, only an “alleged” issue. 

Between Mr. Musgrave and myself there is more of an issue, though not 
very serious. Mr. Musgrave says: “The point of issue is whether the general 
income tax [ż.e., one on spendings-plus-savings] involves a hidden discrimi- 
nation against income from saving or whether, on the contrary, Professor 
Fisher’s spending tax results in an analogous discrimination in favor of saved 
incomes” (p. 549). And he concludes that: “From a logical point of view 
Professor Fisher’s statement that the income tax discriminates against savings 
is no more valid than the opposite contention that the spending tax discrimi- 
nates against spending” (p. 550). 

This, it seems to me, is carrying relativity too far. Or is it not far enough? 
It is true that if any tax system A hits the saver harder, relatively to the 
spender, than does tax system B, it logically follows that tax system B must 
hit the spender harder relatively to the saver than does tax system A. That 
is self-evident enough. But it misses the point. The comparison, to be mean- 
ingful, must not be merely between two things. Both things must be relative 
to a third as a common measure. That third thing is discounting or capital- 
ization, It is based on the fact that the tree derives its value from the fruit. 

At the very start Mr. Musgrave seems to me to go off the track when 
he says: “Notwithstanding the merits of Professor Fisher’s income concept 
[z.e., yield (which is equal to spendings)] for purposes of general theory, 
we find no necessity to use the same income-concept for all purposes” (p. 550). 

I am quite ready to agree that there is no such necessity “for all purposes.” 
But I cannot agree when Mr. Musgrave concludes that the yield concept is 
not germane to the purpose of taxing income. 

In at least two important respects concerning ‘“‘general theory,” the yield 
concept is more’ applicable to income taxation than is any other income 
concept: it would make the tax on income a tax on veal income; consumption, 
and the capitalization or discount principle, would make it in tune with the 
principle underlying market values. 

To compare two streams of income (in the yield sense), we discount them. 
And to compare two streams of taxes paid out of those two streams of 
income, we also discount. Such comparison of the two income streams is 
exemplified by the market-values of the income-bearers, such as shares of 
stock; and comparison of the two tax-streams is exemplified when the taxes 
are supposed to be “compounded” for or prepaid in spot cash. These com- 


ë This subject and others related to it are elaborated in “A Second Reason for Not 
Taxing Savings,” Taxes, Aug., 1941; they will be treated mathematically, in the January 
Econometriaa; and the whole problem of income tax reform will be the subject of a 
forthcoming book by myself. 
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parisons—between the incomes taxed and between the taxes thereon—will run 
parallel if we use the yield-concept of income (which I prefer for tax pur- 
poses). But they do not run parallel if we use yield-plus-savings concept of 
income (which Mr. Musgrave prefers for tax purposes). For a tax on the 
savings ingredient (or capital-increase) distorts the parallelism. When such 
capital-increase is taxed (or capital-decrease is deducted), a discount com- 
parison between the taxes is entirely out of tune with the discount comparison 
between, the incomes. 

For instance, consider two perpetual annuities, m and n, each earning 
at first $5.00 a year and each having a market value of $100, the “basis” 
being 5 per cent. Suppose that in the case of m there are no savings, but 
that in the case of n the first $5.00 earned is saved and reinvested on the 
same (5 per cent) basis, adding 25 cents a year to the income and, in effect, 
transforming this n annuity into an annuity, not of $5.00 a year, but of 
$5.25 a year, and not beginning at once like annuity m but being deferred 
one year. 

Thus transformed, annuity n actually yields nothing the first year though 
it earns $5.00. Its market value is still $100°; for the market value is always 
discounted eld, not discounted earnings. 

Now suppose a 20 per cent tax on the two incomes, m and a. This would, 
from the start, take $1.00 a year out of the unchanged annuity m (of $5.00 
a year). The present value of said $1.00 perpetually is $20. That is, this 
$20 could theoretically be paid in spot cash in order to “compound” for the 
$1.00 a year. 

But as to n—-which has been transformed (by saving $5.00 the first year) ` 
into an annuity of $5.25 a year beginning one year hence—the 20 per cent 
tax will be different, according to which income concept is used for the 
tax base. That is, if “income” is taken to mean yeld, the 20 per cent tax is 
zero the first year and $1.05 every year after, and this series has a present 
worth of $20.7 Thus both annuities are worth $100 and both tax series are 
worth $20, or 20 per cent of the original $100 market values. These two 
values and the two taxes run parallel; whereas, no such parallelism applies if 
the taxable “income” is taken to mean “earnings” so as to include the $5.00 
earned the first year but not spent. If that $5.00 is taxed the first year, at 20 
per cent, $1.00 is taken, leaving $4.00 out of the $5.00 of savings, so that 
a year hence the capital is $104. This will thereafter yield $5.20 a year. 
A 20 per cent tax on this is $1.04 a year in perpetuity. Thus, the present 
value of the whole tax series, including the $1.00 the first year, is not $20 
but $21.80, which is more than 20 per cent of the original $100 market value. 

There is therefore a “discrimination” measured by $1.80 against the saver. 
Though his property has the same value ($100) as the spender’s, his tax 
burden is heavier measured in present value, which is the only available 
measure when time shapes differ. 

This same principle applies in the case of investment followed by disinvest- 

*One way to compute the market value of z on a 5 per cent basis is in two steps as 


follows: the income of $5.25 a year, beginning one year hence, is 5 per cent on a capital 
value of $105 one year hence, which $105 is, in turn, discounted, $100 today, 


TI.e., $21 one year hence, worth $20 today. 
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ment and the spending of the saved sum, say two years later. If that sum is 
taxed when received, there is double taxation. It is not a mere “difference 
in timing” as Mr. Musgrave seems to think. Mr. Musgrave himself virtually 
concedes more than a difference in timing when he uses the words “bear 

harder” (p. 550). He says: “If the driginal income is invested, a given per- 
' centage tax on income will, over the period from income-receipt to disinvest- 
ment, bear harder (italics mine) on the ‘saver’ than a tax payable at the 
time of disinvestment, yielding the same amount. The cause of the excess 
burden on the saver lies in his loss of interest...” (p. 550). 

Thus there is always some double taxation whether the consumption is put 
off two years, fifteen years, or forever. In all cases there is a twofold tax, 
namely, a tax on interest, the fruit of savings, and a tax on the discounted 
value of the said interest. 

When, therefore, Mr. Musgrave says “the original income [saved] is thus 
taxed but once, whether or not consumption has been delayed” (p. 549), he 
overlooks some of the rôle played by interest. In the example he has chosen 
(of a two-year interval), this oversight is not serious. With a two-year 
interval only $9.29 out of the original $100 saved is taxed twice, this $9.29 
being the discounted value of the two years’ interest items of $5.00 each. The 
remaining $90.71 “is taxed but once.”. But the interest becomes a more and 
more serious factor the longer “consumption has been delayed.” 

It is entirely misleading to contrast as equivalents the $100 saved today — 
and the $100 spent (plus interest) two years later. These two $100’s are 
equal numerically but by no means equivalent at any given instant. The 
equivalent (at the start) of the later $100 is only $90.71 out of the earlier 
$100, 

Like Mr. Crum and a number of other writers, Mr. Musgrave takes for 
granted that “A given percentage tax on all income [in which he includes sav- 
ings] will yield more revenue ... than a similar percentage tax on incomes 
after the deduction of savings” (p. 549). He says that, if savings are included 
in taxable income, we have “a broader income tax base” (p. 549) and that, 
if savings are excluded, the “range of income tax brackets would be narrowed 
enormously” (p. 550). 

Evidently he has not fully worked this out with figures. For, in the end, 
the exact opposite is typically true. Paradoxically more taxes can, in typical 
cases of new inventions, be obtained from the “part” excluding savings than 
from the “whole” including savings. 

One example must suffice here. Suppose someone like Henry Ford was 
worth $1,000 in 1900 and increased his net worth by 40 per cent per annum 
until 1940. He would then be worth $700,500,000. 

Suppose this growth occurred without any tax on his capital-increase. 
Then contrast the results, as given above, with what would happen under a 
tax on capital-increase such as Mr. Musgrave favors. Let that tax be only 
20 per cent. The capital in 1940 would then be not $700,500,000 but only 
$66,500,000. That is, the 20 per cent tax would destroy over 90 per cent of 
the capital! 

Moreover, the tax revenue for the 40 years would be only $16,600,000 
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whereas, if there had been no such tax killing the goose which ought to lay 
the golden egg, a tax of merely 3 per cent would, at the end, mean $21,000,000. 

Mr. Musgrave alludes to “a growing group of economists” (p. 550) favoring, 
so he seems to think, a general tax on savings. If there be such a group, it 
is probably owing to a misunderstanding of Keynes (who is now, on the. 
contrary, proposing compulsory savings), and the group does not seem likely 
to keep on “growing.” On the contrary, the spendings and destructions of 
capital, public and private, in the past decade, must (I, for one, feel sure) 
soon bring about a reaction toward a renewed and keener appreciation of the 
value of normal savings. 

The idea stressed by Musgrave that “saving” does not necessarily imply 
“investment” is Important under certain circumstances, notably during defla- 
tion when there is hoarding or during the New-Deal hounding of business. 
But these circumstances do not invalidate the fundamental double taxation 
which is the target at which both Crum and Musgrave aimed. Nor do I see 
any ground for fearing that the exemption of savings would encourage hoard- 
ing more than investing! 

I freely admit that “policy considerations” (p. 549) may sometimes afford 
extenuation or even justification for double taxation. But to justify double 
taxation (when it can be justified) is quite different from contending, as 
Mr. Musgrave does, that “no double taxation prevails” (p. 549). 

IRVING FISHER 

New Haven 


Proposal for Cushioning the Transition 
to a Peacetime Economy 


I 


In considering the means for preventing a possible depression in the post- 
war period, it is useful to distinguish three different types of causal factors 
which may give rise to the unemployment of human and material resources. 
These are: (1) Sudden cessation of the demand for military products; (2) dis- 
location of trade caused directly and indirectly by the war, such as the loss 
of foreign markets, the distortion or restriction of international capital 
movements, etc.; (3) secular, political, or institutional factors which were 
present in the economy before the war and which re-assert themselves (in 
more or less modified form) after its cessation. 

These three classes of potential causes of post-war unemployment are, of 
course, closely interrelated, each tending to reinforce the others. The ad- 
vantage of considering them separately lies in the fact that a remedy ap- 
propriate to one of them will not necessarily be appropriate to the others. 

Proposals so far advanced for dealing with the post-war problem for the 
most part envisage large scale public works of various kinds, the expansion 
of social security programs, governmental action looking toward the revival 
of international trade, etc. These programs, necessary and proper though they 


118 THE AMERICAN ECONOMIC REVIEW | MARCH 


may be, are not directed specifically at the unemployment springing immedi- 
ately from the cessation of the war. They expressly or implicitly assume that 
the other elements making for depression in the post-war world; i.e., those 
covered by (2) and (3) above, are more fundamental than this factor. This 
may very well be true. Yet the prevention or mitigation of unemployment 
resulting from the disappearance of military demand as such is highly im- 
portant, not only for its own sake but also, as already suggested, because such 
unemployment would tend to intensify other unfavorable post-war influences. 
It is this—the transition problem proper—to which this paper is devoted. 

The problem divides itself into two parts: (1) the transfer of resources 
from the production of war goods to the production of peace goods and (2) 
the “secondary deflation” effects following upon the interruption to full 
employment. In view of the memory of the extraordinarily deep depression 
which preceded the war, cumulative “secondary” effects, induced by hoarding 
and retrenchment, are likely to prove far more serious than the mere prob- 
lem of physical readjustment and transfer. 

One method which suggests itself for heading off unemployment in the 
immediate post-war period is the accumulation, during the war, of a backlog 
of orders for civilian goods, especially for. the durable consumers’ goods the 
production of which was most interfered with by the war. Not only would 
such a backlog provide immediate employment in the industries concerned 
but, perhaps even more important, it would help to maintain “confidence” 
in other areas of the economy. 

The paragraphs that follow outline a proposal which, in the writer’s 
opinion, offers a distinct possibility for building up the type of backlog 
described. 

II 


The central objective of the plan is to build up a large volume of private 
savings which may be counted upon to be spent shortly after the cessation 
of hostilities and which will be accumulated for that special purpose. This is 
to be accomplished through the issuance by the United States Treasury of a 
new type of bond.*? This bond (1) shall bear a high rate of interest, perhaps 
between 4 and 5 per cent; (2) shall be payable only to recognized sellers of 

‘specified goods in full or partial settlement of post-war purchases made by 
the bondholders. 

The commodities in payment of which the bonds will be honored will include 
all the more important durable consumers’ goods: farm machinery and equip- 
ment; residential or business buildings; and “capital goods” in general. The 
articles purchased must be new, not second-hand. 

*In a historical study of the relation of war to the business cycle, it was found that 
“When the war is terminated, a recession occurs in the belligerent countries. . . . [This] 
is soon followed by revival and prosperity.” E. M. Bernstein, “War and Business 
Cycles,” Am. Econ. Rev., vol. xxx, Sept., 1940, pp. 530-31. For the reasons stated above 
and also because of the rigidity existing in today’s economic structure, there is much 
more likelihood that a recession after this war will develop into a major depression 
than was the case in past wars. 


*If it is felt that the multiplicity of types of bonds may be confusing to the public, 
the instrumerfts could be called Merchandise Saving Certificates, or by some similar name, 
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The bonds, which may be transferable, shall have no maturity date but 
shall be payable on or after a day proclaimed in advance by the President. 
This date will be the earliest on which, in the President’s judgment, sub- 
stantial deliveries of one or more of the specified goods can be begun, (For 
convenience, this date will be referred to below as X Day.) On or after 
X Day bondholders may receive payment by endorsing their bonds in full 
or partial payment of a new purchase of any of the specified goods, but in no 
other way. Purchases on which the bonds will constitute at least a one-third 
payment shall be exempt from all war excise taxes in force at the time of 
purchase. (Mahufacturers would obtain refund of the tax by furnishing proof 
of sale of the article to a retail customer.) 

In order to discourage retention of the bonds after X Day all interest and 
tax exemption shall cease six months after X Day (or as of the date—subsequent 
to X Day—of endorsement of any bond to a dealer, whichever is earlier). 
However, in view of the possibility of a situation arising (as it did in 1919) 
in which demand in a great number of lines may outrun supply, this provision 
should be flexible. It could perhaps give the President a range of time, such as 
_ between three months and two years after X Day within which interest on the 
bonds and tax exemption might be discontinued. 

Upon turning in a bond to a dealer the customer will be entitled to receive 
credit for all interest due on the bond. In order to facilitate the transaction 
each bond will carry a table showing the amount of interest due after stated 
intervals. In cashing the bonds, dealers will be required to furnish proof of 
sale of a new article and of the date of the transaction. The bonds will be 
available in denominations as low as $25, with installment purchases made 
possible through stamp books. 

Any holder may receive cash for his bond at any time before the day of 
the President’s proclamation (see below), but if he avails himself of this 
privilege shall forfeit all interest.* The privilege of converting bonds into cash 
shall end on the date when the President proclaims X Day (which date will, 
of course, precede X Day).* However, to take care of cases where a small 
surplus is left after any desired article is paid for in full, bonds or stamps up 
to $25 value in such cases will be redeemed in cash after X Day. 

The Treasury shall have the right to suspend (and resume) the sale of the 
bonds at any time, and to call in outstanding bonds after two years subse- 
quent to the date the first bonds were issued. 


HMI 


It will be seen that the above scheme, if successfully carried through, will 
serve a double purpose: (1) it will absorb purchasing power during the war; 
(2) at the end of the war it will convert the purchasing power into actual 
purchases. 

It is the latter characteristic of the plan which distinguishes it from pro- 


* An exception to this penalty would be made in case of the death of the bondholder. 


*Thus between the day of the President’s proclamation and X Day, a period which 
might perhaps be 90 days, the bondholders’ funds would be cies being repayable 
neither in cash nor in goods. 
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posals which look forward merely to making purchasing power available in the 
post-war period without guaranteeing its actual use in “creating demand. Fur- 
thermore, it should be noted that the plan will create a direct demand for 
employment in that sector of the economy where employment will be most 
urgently needed, namely, in the so-called “hard” goods industries." 

It may be argued here that these purposes would be accomplished as well 
by the “Keynes plan” of compulsory saving as by the scheme presented above. 
Since the “forced savings” would in general be disbursed to individuals in the 
lower income groups with a high propensity to consume, they would in all 
likelihood soon be spent. This argument deserves some considėration. 

Let us assume first that the savings are paid out as a lump sum. If so, there 
is no presumption whatever that the use of the money will conform to the 
usual income expenditure pattern of the individual. On the contrary, these 
extraordinary receipts would probably be regarded as capital gains. Much of 
the money would be saved and the fraction spent on consumption would be 
smaller than the corresponding fraction out of ordinary income. 

Now let us suppose that the payment of the savings money is spread out in 
weekly payments over a period of time. If the recipient is working, this money 
will constitute an addition to his income. But it would be a mistake to apply 
the individual’s ordinary marginal propensity to consume to this added income, 
for it is purely temporary and the recipient knows that it is. It is altogether 
reasonable to assume that he will spend a smaller fraction of it than if he 
considered it to be permanent. 

Moreover, we know that, in any event, not all the “forced savings” receipts, 
nor even a large part of them, will be spent on durable consumers’ goods. 
This is true @ fortiori if the individual is unemployed. Yet it is precisely in the 
“hard” goods industries that unemployment will make itself felt most quickly 
and severely, with deleterious cumulative effects on the rest of the economy. 

It should be clear, therefore, that as far as assuring expenditure of money 
saved during the emergency is concerned, the Keynes plan does not take the 
place of the scheme here presented. Much of the above argument could be 
repeated with respect to unemployment benefits, separation wages and the 
like, Furthermore, the experience of the depression has amply demonstrated 
that the “secondary” effects of such expenditures cannot be compared to the 
like effects of the expenditure of wages earned in private industry." 

The appeal to the American public to invest in the bonds would be based 


*A scheme under which the government borrows money on condition that the repaid 
funds must be spent only in a specified way may seem fantastically new, but has a 
precedent. This precedent is to be found in the German government’s Volkswagen 
campaign under which the Labor Front collected weekly contributions from German 
citizens as payments on popular-priced automobiles which were to be delivered at 
some time in the future. 

Another analogue is the provision in the latest British tax bill whereby a certain 
percentage of the excess profits tax will be returned to the taxpayer after the war 
on condition that he spend it for reconstruction purposes. Cf. The Economist, April 
12, 1941, p. 475. 


€ These facts by themselves are of course no argument against these schemes as 
anti-inflationary devices. 
"> 
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primarily on grounds of self-interest. The greatest incentives that would be 
counted on to sell the bonds would be (1) the high rate of return, and (2) 
exemption from the high war excise taxes, 

Furthermore, purchase of the bonds could be held out as a plan for acquir- 
ing some definite article in which the fndividual is interested. It would be a 
way of “saving up” to get a car, or a washer, or a refrigerator. People who will 
not save “in general” may, with the proper approach, be induced to save for 
a special purpose.” This appeal should be especially strong at a time when 
most durable consumer goods are scarce. Finally, with a little imagination, a 
powerful appeal to buy the bonds can be based on the essential purpose of the 
plan, namely, to maintain employment after the war. 

The cost of the plan would be very moderate. If the interest rate is 5 per 
cent and the amount of bonds sold (uniformly) over a three-year period, and 
outstanding at the end of that time, is 10 billion dollars, the gross additional 
cost to the Treasury would be in the neighborhood of 400 million dollars.? The 
net cost will be much smaller because manifestly the higher national income 
brought about by the expenditure of the backlog? should greatly increase tax 
recoveries in the immediate post-war period. 


IV 


It is obvious that the success or failure of the scheme here presented de- 
pends almost entirely on whether the special kind of bond contemplated will 
find acceptance with the public. There appear to be no other problems, ad- 
ministrative or otherwise, of a major character.?° It is therefore necessary to 
consider the factors which may militate against the sale of the bonds. 

The first and perhaps most important of these is the natural reluctance of 
people to accept a limitation in advance on the manner in which they may 
spend their savings. The question may be asked: Why should people commit 
themselves to buy a durable good after the war when they know they may be 
out of work and lack the ordinary necessities of life? In answer to this question 
it may be admitted at once that the bonds will not compete—and are not 
intended to compete—with savings accumulated against unforeseen emer- 
gencies. They will appeal only to those who deliberately intend to use part of 
their income (or accumulated savings for that matter), to acquire some dur- 
able consumers’ good. 

These will include: 


(1) those who would like to buy: the commodity now but cannot do so 
because it is not available; 
(2) those who have already made provision against a “rainy day” or 


1 This is borne out by the popularity of “Christmas Savings Clubs.” 

® This is based on an assumed cost to the Treasury of between 2 per cent and 2% 
per cent for money from Defense Saving Bonds, 

” The backlog, it should be noted, may be substantially greater than the amount of 
bonds outstanding, since many of the bonds will be used only as down-payments. 

2 Of course, the government will ‘be faced with a major refinancing operation at the 
time of the payment of the bonds, but there will be no net increase in its debt. 
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have sufficient earning power to do so concurrently with investing 
in the bonds; 

(3) those who had sufficient income to be able to afford the particular 
commodity (say, an automobile) before the war and make the not 
unreasonable assumption that they will be able to afford it afterward. 
(In view of the fact that the great majority of those now employed 
were employed before the war, this should be a very large category.) 


Moreover, it should be remembered that the plan will offer the prospective 
bond purchaser the privilege of withdrawing his principal at any time.*? This 
is a safety clause which should be very effective in overcoming sales resistance 
on this score. 

The second factor which may impede the sale of the bonds is the uncertainty 
of the time of repayment. Many individuals may be willing to save for a year 
or two years with an intended purchase in mind, but may not be willing to 
make the time of their purchase contingent upon some eventuality the occur- 
rence of which lies in the indefinite future. This is a valid objection, but it is 
offset, at least in part, by two considerations. 

In the first place, there is the cancellation privilege mentioned above, A 
person may put his money into the bonds on the assumption that the war will 
be over in, say, two years.-He need not hesitate to do this because if, after 
that time, the end is not yet in sight, he will be able to withdraw his money. 

Secondly, most people who wish to acquire durable consumers’ goods will 
not find it possible to satisfy their desires while the emergency lasts anyway. 
Hence, the actual choice that will confront them will be between saving their 
money until after the war and spending it on otker goods or services now. If 
they decide to save, with the object of buying some durable after the war, 
they will be no worse off if they save by investing in the bonds than if they 
saved in any other form. 

The enormous benefits to be gained from the success of the plan, coupled 
with the fact that practically nothing would be lost in the event of failure, 
argue strongly for making the experiment. 


ALEX, ROSENSON 
Washington, D.C. 


Population Growth, Investment, and Economic Recovery 


It has frequently been stated that the declining rate of population growth 
was one of the major contributing causes for the failure of the American 
economy to recover fully from the depression of the 1930’s.? Since this view 
has not gone entirely unchallenged, it seems appropriate to examine a little 
more fully the effects upon the economy of a slowing down of the rate of 
population increase during a period of general underemployment. It is my 
contention that, during such a period, there is no important demonstrable 


“Up to the time of the President’s proclamation. 


1 For an expression of this view, see especially A. H. Hansen, “Economic Progress and 
Declining Population Growth,” Am. Econ. Rev., vol. xxix, March, 1939, pp. 1-15. 
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connection between the rate of population growth and the level of employment. 

Population growth, it is claimed, might affect investment, and thus the 
level of employment, in two ways. It could increase the demand for investment 
either for the “widening of capital” or for the “deepening of capital.” By 
definition, the “widening of capital” means investment to supply tools and 
equipment for additional workers who are increasing the total output of 
finished goods. Unless there first occur additional output and additional em- 
ployment, there will be no demand for investment for the “widening of 
capital.” The claim, therefore, that an increasing rate of population growth 
increases the démand for investment for this purpose involves the tacit assump- 
tion that employment has increased. Since the problem is to demonstrate that 
an increasing rate of population growth will raise the level of employment, 
we cannot make such an assumption. 

The effect of population on the “deepening of capital” is a result of the rôle 
that the rate of population growth plays in determining the composition of the 
flow of final goods. The argument seems to be that a high birth rate so affects 
the individual family’s pattern of expenditure that more is spent on goods 
requiring much investment. Among the poor, the group numerically largest 
and therefore the group in which a changing birth rate would have the most 
effect, there is an income level so low that almost the entire income must be 
spent on food, clothing, and shelter.” One more mouth to feed means just that 
and may not call for additional housing facilities and additional food but 
merely more crowding in the present rooms and more division of the present 
amount of food. Certainly there is no vast amount of income being spent in 
non-investment utilizing fields such as personal services which could be shifted 
to housing. This income group, then, will not by its consumption provide any 
great opportunities for investment because of a rising birth rate. In the wealthy 
population strata, the amount of automatic saving is sufficiently great, and the 
number of rich performing such saving sufficiently small, that the practical 
importance of any change in the birth rate of this group is likely to be rather 
negligible. In the middle-income group it is true that an increase in the birth 
rate will cause an actual change in expenditure away from other types of 
goods to food, clothing, and shelter. If these three are “the most highly 
capitalized goods in the economy,” then it necessarily follows that there will 
be an increase in investment. We may, however, well question the actual 
importance of this factor during a depression period. An increase in the demand 
for housing might, in such a period, more largely take up the slack of vacant 
housing facilities rather than produce new investment and new construction. 
In addition there may be an appreciable loss of investment because of the 
shift of demand. For example, the family which is renting a larger house may 
be forced to retain its old automobile a year or two longer, or refrain from 
purchasing a second car. The production of automobiles is also capital using, 


*At least this is likely to be the case during a period of general underemployment | 
and certainly seems to have been true during the decade of the 1930’s which we are 
considering, 

*Both Hansen and Keynes feel this to be true of housing accommodations and 
agricultural products. See A, R. Sweezy, “Round Table on Population Problems,” 
Am. Econ. Rev., Suppl., vol. xxx, March, 1940, p. 397. 
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perhaps as much so as the production of housing accommodations. Thus the 
shift in consumer demand might cause no net increment in the demand for 
investment. 

In short, it is impossible to answer in advance whether an increased birth 
rate would occasion a greater demand for investment to be used in the “deepen- 
ing process” of capital formation. The discussion of the effect on the “deepening ` 
process” has been limited, heretofore, to an increasing rate of population 
growth occasioned by a higher birth rate. More definite comments can be 
made about an increment caused by immigration. An influx of immigrants can 
have no influence whatsoever on the “deepening of capital” resulting from 
changes in the character of the output as a whole since this group of the 
population does not shift its demand from one type of product to another type 
requiring more investment. It cannot sift its demand because the group had 
no effective demand before it entered the economy.* Thus immigration cannot 
increase the demand for investment through the “deepening of capital” 
process. 

Much of the recent discussion of the secular stagnation hypothesis has con- 
sidered the effect of the rate of population growth directly upon employment 
rather than upon investment. In an analysis of this effect, it is essential that 
confusion between total population and total employed population be avoided. 
An initial decline in total employed population will, through the operation of 
the multiplier effect, cause a further decrease in employment. This would be 
of relevance to an evaluation of the effects of a declining rate of population 
growth only if total population is the working population.. This, however, 
would mean the absence of unemployment and is, therefore, of no interest to 
the problem under consideration, the effects of a declining rate of population 
growth in a depression period. 

Some of the writers on this subject have considered it obvious that an 
increasing rate of population growth “stirs up building activity” and increases 
the demand for consumers’ goods.” Unless there is an increase in purchasing 
power first, there can be no increase in demand, only a shift of demand which 
may or may not be advantageous to employment. An increase in effective 
demand can result prior to new investment from three sources. The new popu- 
lation may obtain an income as a result of securing employment. This, of 
course, would increase demand but again the problem is to explain how they 
got jobs. The new population may, secondly, be granted governmental relief 
and so obtain purchasing power. Obviously this might increase effective de- 
mand, but it is only saying that the government may be able to stimulate 
employment by deficit-spending. It is the spending that matters in this case, 
‘not the population increase. The third possible source from which the incre- 
ment of population might obtain purchasing power is from private charity. 
This may be a diversion of expenditure with the donors foregoing their own 
consumption in order to give to the new population, or forcing the prior 
recipients of their charity to divide the proceeds with the new population. 


* Except, of course, for products previously exported. 


"A. Lösch, “Population Cycles as a Cause of Business Cycles,’ Quart. Jour. of 
Econ., Aug., 1937, p. 658, 
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The effect in both cases is indeterminate depending upon the actual shift of 
demand that occurs. Those supporting the new population may, however, do 
so by a reduction of their savings. This would raise the level of employment, 
but the population increase is only an initiating force causing charity to 
increase. If some other factor caused donors to be more charitable, the effect 
would be the same. 

There is, however, another possibility which must be considered. If, because 
of an increasing rate of population growth, expectations of entrepreneurs 
change so that they now believe certain investments to be profitable, whereas 
before the poptlation increase such investments were not deemed profitable, 
then obviously investment and employment will increase. One of the important 
determinants of the marginal efficiency of capital is the state of expectations 
of entrepreneurs, If entrepreneurs become more optimistic, then investment 
must increase; and, if an increasing rate of population growth makes entre- 
preneurs more optimistic, then an increasing rate is beneficial to employment. 

It is probably true that, in a boom period of full employment, rapid expan- 
sion, and an increasing population, a sudden decrease in the rate of population 
growth would tend to make investors more cautious. Whether an increasing 
rate of growth would have beneficial psychological effects during periods of 
depression is another matter. Popular opinion seems to hold that an increasing 
rate of population growth will cause a larger absolute level of unemployment. 
There is during every depression a certain public clamor to restrict immigra- 
tion and even to further emigration from the country. At the thought of 
additional refugees coming into this land, the cry arises that the refugees 
would take jobs away from Americans. Such a popular reaction to an increasing 
rate of population growth might influence entrepreneurs to be pessimistically 
inclined rather than optimistic as a result of the increase. Investors may feel 
that such an increase will cause more absolute unemployment and economic 
hardship in the country so that investment prospects are less profitable rather 
than more profitable. 

The conclusion seems to follow that an increasing rate of population growth 
might actually raise the level of unemployment during a period of depression. 
This, at least, seems a truer picture of the situation than Professor Hansen’s 
declaration that the declining rate of population growth was an independent, 
contributing factor for “sick recoveries which die in their infancy and depres- 
sions which feed on themselves” such as we experienced in the 1930s. 

Martin M. Rosen 


Washington, D.C. 


Who Pays for the Gold? 


A correspondent sends in the following colloquy’ between Representative 
F. C. Smith and the Under Secretary of the Treasury, thinking that such a 


1 Congressional Record, daily edition, Nov. 25, 1941, pp. 9343-44. Also Price Control Bill: 
hearings, committee on banking and currency, 77th Cong., 1st sess.; Part 2, H. R. 5479, 
pp. 1152-53. 


id 
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brilliant piece of economic analysis deserves a place i in the Review. Mr. Smith 
is speaking: 

“Up to June 30, 1940, the Treasury had acquired, nearly all from foreigners, 
roundly $13,000,000,000 of gold at $35 an ounce. By August 6, 1941 it was 
carrying on its books approximately’$16,000,000,000 worth of gold at $35 
, an ounce, which represented the gold stock that was added to the amount 
held at the time of gold debasement, January 31, 1934. 

“What did the Treasury use to pay for this gold? In section 8 of the Gold 
Reserve act is prescribed what shall be used to pay for it. It reads in part 
as follows: 

“With the approval of the President, the Secretary of the Treasury may 
purchase gold in any amounts, at home or abroad, with any direct obligations, 
coin, or currency of the United States authorized by law, or with any funds 
in the Treasury not otherwise appropriated.’ 

“This is plain. It means the Treasury shall use money from its ordinary 
receipts, taxes, customs, and so forth, or direct Government obligations to 
pay for the gold it acquires. 

“But does it pay for thè gold it acquires with any of these payment media? 
The following colloquy took place between myself and Secretary of the 
Treasury, Mr. Morgenthau, at the hearings on the price control bill (p. 1152). 
It will be noted that Under Secretary of the Treasury, Mr. Bell, answered 
most of my questions, but specificaily at the request of Mr. Morgenthau. Also 
it will be seen at the end of the colloquy, as shown here, that Mr. Morgenthau 
fully subscribed to all Mr. Bell said. Therefore, the answers to my questions 
are those of Mr. Morgenthau, as well as of Mr. Bell. 

“Mr. F. C. Smith. What do you use to pay for this gold?’ 

“Secretary Morgenthau. Could Mr. Bell go through the operation of 
going to the bank and everything else?’ 

“Under Secretary Bell. If a country imports gold into the United States 
it is presented to the assay office, we will say in New York, and the New 
York assay office gives the importer or the bank or whoever it might be, 
a check on the Treasury, what we call a gold-fund check, and that check is 
cashed just like any other Government check. It is deposited by the recipient 
in his bank and creates a deposit. 

“Then, when that check goes around the circuit and comes into the Federal 
. Reserve bank it is charged to our account. It depletes the Government’s 
balance with the Federal Reserve banks, and then in turn we issue gold 
certificates against that gold, and receive a credit for the gold certificates 
with the Federal Reserve Banks, thereby replenishing our account.’ 

“Mr. F. C. Smith. And you pay for the gold with gold certificates?’ 

“Under Secretary Bell. The gold pays for itself; it is money; it is just an 
exchange of one form of money for another.’ 

“Mr. F. C. Smith. What does the law say on that? Section 8 of the Fed- 
eral [Gold] Reserve act of 1934 reads: “With the approval of the President, 
the Secretary of the Treasury may purchase gold in any amount at home or 
abroad, with any direct obligations, coin, or currency of the United States, 
authorized by law.’’ 
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“ ‘That is what the law prescribes you shall use to pay for this gold. What 
do you use?’ 

“Under Secretary Bell. We use a Government check which is payable 
in any coin or currency. Anybody can present that check to the Treasurer 
of the United States or a Federal Resetve bank and he can get currency or 
silver coin.’ 

“Mr. F. C. Smith. That is quite enigmatic. I am just wondering, is the 
cost of this gold reflected anywhere on the books of the Treasury? Does it 
enter into the debt?’ 

“Under Secretary Bell. The gold does not enter into the debt. It enters 
into the monetary system, and is shown on the daily statement every day.’ 

“Mr. F. C. Smith. Well, it does resolve itself into this, that you pay for 
it with a gold certificate.’ 

“Under Secretary Bell. We get a credit for the gold certificate that we 
issue to the Federal Reserve bank, which is backed by the gold.’ 

“Mr. F. C. Smith, But in the end, that is all that the United States 
Treasury gives out for this gold, is that true or not? Has it anything else to 
show that it paid for this gold except the gold certificate?’ 

“Under Secretary Bell. That is all that we have to show, but the importer 
of gold has a bank credit to show, or bank deposit to show for it.’ 

“<Mr. F. C. Smith. But you have set up a deposit in the banks?’ 

“Under Secretary Bell. That is right; it increases the deposits. Gold 
earmarked in favor of a foreign government does not, of course, enter our 
monetary system.’ 

“Mr. F. C. Smith. But you printed the gold certificate, so you paid for 
the gold with fiat, did you not?’ 

“Under Secretary Bell. No; a gold certificate backed by gold is not 
fiat currency, if I understand the word “fiat.” ? 

“Mr. F. C. Smith. But you bought the gold, purchased the gold, and now 
you set up a deposit in the banking system of this $15,000,000,000?’ 

“Under Secretary Bell. In fact, that is what was done, you exchanged the 
gold for a deposit in the bank.’ 

“Mr. F. C. Smith. Who exchanged the gold? The foreigner brought the 

gold in, and the Treasury issued a gold certificate and sent it to the Federal 
Reserve bank, which in turn set up a credit in some member bank in favor 
of the foreigner who sold the gold to the Treasury. Is not that the fact? It 
was given to the foreign merchant, or the foreign seller of the gold; that is 
the way the transaction operates?’ 
- “Under Secretary Bell. Let us say the Chase National Bank brought the 
gold from abroad. Now, they own the gold, and they sell it to the Treasury 
and we give them either currency or a check and that is the payment for it. 
If some foreign bank imports it, then they get a credit on the books of the 
Chase Bank which is their payment.’ 

“Mr. F. C. Smith. When you issue currency that is a temporary proposi- 
tion until you get the transaction adjusted, until you make your so-called 
gold-certificate deposit, and then your check transaction is canceled out. It 
is through the gold certificate that the credit in the bank is set up.’ 
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“Under Secretary Bell. That replenishes our account and in fact the gold 
has paid for itself, 

“Mr. F. C. Smith. Would you say, Mr. Secretary, that the United States 
Government is carrying the cost of this gold?’ 

“ ‘Secretary Morgenthau. If you mean, are we carrying it on our books at 
cost, yes; but there is no cost to carry it.’ 

“<Mr. F. C. Smith. Somebody paid for it; who paid for it?’ | 

“ Secretary Morgenthau. Mr. Bell tried awfully hard to explain it,’ ” 


TEMPORARY NATIONAL ECONOMIC COMMITTEE: 
REVIEWS OF MONOGRAPHS 


No. 4: Concentration and Composition of Individual Incomes, 1918-1937. By 
ADOLPH J. GoLDENTHAL. Pp. 112. 15c. 


This monograph is a statistical study of the Incomes in the upper brackets 
of the federal income tax returns in relation to the total number of income 
recipients and the total national income. It centers attention upon the concen- 
tration of income in the hands of the few and upon the changes in such 
concentration which took place in the two decades 1918-37. The measure 
of concentration is the proportion of the total national income which flows 
into the hands of the upper two per cent of the income recipients. 

As measured in this study, concentration paradoxically increases with the 
increase in dispersion. The more the distribution of income fans out, the 
greater the likelihood of there being abnormally high incomes which, though 
small in number, comprise a considerable proportion of the total national 
income. It is largely because of this phenomenon that the monograph carries 
the conclusion that concentration of income increases with prosperity and 
high speculative activity and falls with depression. 

The monograph contains many tables showing the shares in the total 
national income going to varying proportions of recipients in the upper 
income brackets. It also contains analyses of the composition of incomes in 
the higher brackets according to derivation. 

MAURICE LEVEN 


Washington, D.C. 


No. 8: Toward More Housing. By PETER A. STONE and R. HAROLD DENTON. 
1940. Pp. xxi, 223. 30c. 


This monograph is concerned primarily with the provision of better hous- 
ing for low-income groups and restoration of employment and business ac- 
tivity, and enthusiasm for these ends leads the authors into some rather 
indefensible positions. The assumptions underlying the argument and the sta- 
tistical procedure are the features most likely to be questioned. The implied 
assumption that the building boom of the 1920’s (1925-30) affords a norm is 
open to question since that volume of activity reflected an accumulated short- 
age, from the war years, federal restriction and the 1920-21 depression. 

Implying that only new houses are suitable for those in need of better 
shelter, the monograph states, “There is a need particularly for the rehous- 
ing of 4,000,000 families which . . . must depend upon the use of second-hand 
houses when they have become depreciated to the point where they fall into 
the category of slums.” About 85 per cent of this estimate of new building 
requirements represents units “in need of major repairs” as reported by the 
Real Property Inventories and which, if repaired, would be put “in reasonably 
good condition.” 
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The report states that there is an annual need for at least 350,000 to 
400,000 more units than are now being built in the price class below $4,000 
“in order to meet the need of families with incomes below $2,000 and who . 
require new homes... .” 

All will agree on the commendable’ goal of more good houses at low cost. 
It may be noted, however, that $4,000 is more than the average value of urban 
dwellings in 35 of the states even in 1930 before the decline in values that 
followed. The report errs in stating that only 19 per cent of new houses cost 
under $4,000, while 76 per cent of all families have incomes under $2,000 
(Table VIII). This error results from assuming that the price distribution of 
new single-family dwellings accepted for insurance by the Federal Housing 
Administration is typical. These F.H.A. dwellings average far above the total 
for the country, being $5,000 in 1938, as compared with $3,450 for building 
permits—raised one-third for understatement and site. A recent Bureau of 
Labor Statistics study of residential permit valuations during 1936-38, in 
over 700 cities, indicates that new dwellings costing under $4,000 including 
the site were about 30 per cent of total urban building. This omits all dwell- . 
ings reported under $500. The 1940 census reveals a vast additional amount 
of building in rural non-farm areas where prices are traditionally lower, hence 
new building under $4,000 may exceed 30 per cent. And since the Financial 
Survey reported that only 28 per cent of owner-occupant families acquired 
their homes by new building, acquisitions by income groups under $2,000 
compare favorably with the average. 

The assumption of a fixed relationship between value and income of 2 to 
1, with rent 24 per cent of income (p. 25, Table VIII), fails to recognize the 
lower ratios for higher incomes. Sample studies indicate that for incomes of 
$1,500-$2,000 rent was only 19.7 per cent. Use of larger percentages of in- 
come for this group would purchase houses valued above $4,000 and increase - 
the total. 

The monograph assumes no savings, and debt as 100 per cent of value, 
whereas most purchasers make some cash payment. It assumes payments of 
one per cent of full value per month, hence a term of about eleven years, 
whereas payments recur on the unpaid balance and the term may be twice 
that indicated, such as with F.H.A. 

Moreover, the implication that families not having new houses at prices 
under $4,000 cannot find adequate and livable housing within their purchas- 
ing power is contradicted by the 1930 census data that 40 per cent- of then 
existing owner-occupied dwellings and 67 per cent of rented units were valued 
at less than $4,000. Allowance for the decline of one-third in value following 
1930, would indicate that 74 per cent of existing units were within command 
of families with incomes under $2,000 for 24 per cent of income, or less. 
Hence, if 30 per cent of the new 540,000 houses in 1940 were occupied by 
low-income families, the provision of suitable housing for the remaining 70 
per cent would require that only 214 per cent of existing homes valued under 
$4,000 become available to these groups each year. 

The chapter on housing costs concludes that site labor probably ranges 
from 25 to 45 per cent of the total cost, averaging about 30 per cent on one- 
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family dwellings. But in Part II it is estimated that the cost of all labor in- 
cluding original processes is from 73 to 89 per cent. It is therefore surprising 
to read that, “On the whole, there is no indication that high wage rates tend 
to discourage residential building, or that low rates tend to stimulate it.” The 
report finds no correlation between wage scales and the cost of building ac- 
tivity and unionization, but the evidence j is not convincing. 

Discussing interest rates, the monograph states, “... the decline in effective 
interest, rates between 1931 and 1940 is largely the result of various types of 
Federal intervention.” Many would include consideration of the changes in 
international financial relationships. And again, “It cannot be said, at least 
for the time being, that a stated return is necessary to attract funds equiva- 
lent to mortgages.” The report would have more value if it had considered 
the long-run consequences to housing of deficit financing, dilution of capital 
and artificial rate reduction which have brought about this situation. 

It declares that, “with the passing of the Act setting up the U. S. Housing 
Authority, the Federal Government assumed the responsibility of providing 
decent housing facilities for those groups for which private industry does not 
provide.” This may be straining the interpretation of this single measure. 

Taken as a whole, the report tends to accept the existing set of cost-making 
factors and their methods of procedure and to discuss the housing question on 
the basis of assumed permanence of the prevailing situation. The principal 
hope extended for more housing is through improved technology supported 
by research. 

Numerous informing sidelights add value to the monograph. The Appendix 
of 50 pages represents a useful compendium of data pertinent to the con- 
struction industry. The testimony of many witnesses warrants profitable 
examination of the hearings before the committee. 

There are noteworthy omissions. There is no discussion of housing of small 
towns and villages and on farms, or of the great disparity between the value 
of urban and rural dwellings, averaging 5 to 1. In view of the official character 
of the report, more discussion regarding the relation of housing to the general 
economy would be welcome, as well as more consideration of alternative 
federal policies. 


Davin L. WICKENS 
Washington, D.C. 


No. 40: Regulation of Economic Activities in Foreign Countries. By Lovis 
DoMERATZKY, RUDOLF CALLMAN, AGNES Roman, JoHN H. Cover, and 
NELSON A. MILLER. 1941. Pp. 177. 20c. 


This monograph of 175 pages consists of seven parts dealing respectively 
with Great Britain (thirty pages), Germany (fifty pages), France, Argentina, 
Brazil, Chile, and Mexico, and an eighth part (two pages) of “Conclusions 
Regarding Latin America.” Two-thirds of the part on Great Britain are 
devoted to the reorganization of the coal and cotton industries in the inter- 
bellum decades, preceded by a sketch of the general economic position of 


132 THE AMERICAN ECONOMIC REVIEW 


the country after the First World War and the evolution of British govern- 
mental intervention in private industrial relations. The coal and cotton 
industry discussions are good factual summaries, but the absorption of atten- 
tion in these two sick-industry cases results in the neglect of many important 
questions of British policy which a better planned monograph should be 
expected at least to touch upon. 

The next part, comprising two chapters on the German experience, presents, 
in contrast to the part on Great Britain, a rounded and formidably documented 
survey of combination and control in German business, labor, and financial 
affairs. Yet in these two chapters, as in the rest of the monograph, the 
thinning effects of attempting to cover too much ground are shown in a 
tendency of the study to lose its often excellent analytical quality and lapse 
into generalities and tedious descriptive recitations of no very great significance. 
The “Conclusions Regarding Latin America” seem gratuitous and ill-advised, 
being little more than a collection of assertions, some unsupported and some 
of very doubtful correctness. The tone of this section is sometimes inappro- 
priate as, for example, in the remark quoted from a popular magazine that 
“. . . having been mined for three centuries and milked for one, the Republics, 
particularly the more advanced Republics of Brazil, Argentina, and Chile, 
determined to do a bit of the mining and milking themselves. . . .” 


Horace WHITE, JR. 
Washington, D.C, 


BOOK REVIEWS 


Economic Theory; General Works 


Monnaie, Prix et Change. Expériences Récentes et Théorie. By ALBERT AF- 
TALION. Nouvelle édition remaniée et très augmentée. (Paris: Sirey. 1940. 
Pp. 565.) 


When this new and considerably enlarged edition of Monnaie, Prix et 
Change (originally published in 1927) first went to press, it was presumed that 
the work would soon be available to every student of French monetary theory. 
The events of the war, however, have decreed otherwise. The present review 
is based on one out of seven copies which by chance reached the author himself 
in a town of unoccupied France. The reviewer, having been a student of 
Professor Aftalion and for a few subsequent years his assistant, feels less able 
to give a critical appraisal of the book from the point of view of current trends 
in American theory than to present its basic content as viewed from the per- 
spective of recent French thought. 

When the first articles of the author on the subject of money appeared in 
1924 and 1925, it was possible to consider him as one of those unorthodox 
theorists whose provocative but consistently negative criticisms would stimu- 
late strong and persistent opposition.* This feeling persisted even after the 
publication of Monnaie, Prix et Change. Nevertheless, the work quickly at- 
tracted a large audience in France, even among prominent defenders of tradi- 
tional thought.? Thus, in spite of the opposition which other works on mone- 
tary questions by the same author still evoked,’ this earlier book was well 
on the road to becoming a classic in French literature. 

In part due to the discussion subsequent to the publication of the first 
edition, but probably due even more to the general advance in economics 
since that time, the issues at stake in the recent edition relate less to the 
soundness of the critical survey than to the validity of the positive theory, 
which itself has been the subject of attack by other theoreticians, e.g., Haw- 
trey, Heilperin, and Marget. One of the most important features of this 
enlarged edition, therefore, has been to give more emphasis to the recon- 
structive parts of the analysis. 

The author continues, however, to lay great stress on his polemics against 


*The American reader will recall, for instance, J. W. Angell’s very acute summary of 
his first article in The Theory of International Prices (p. 295), in which the question was 
raised as to how this “irreconcilable opponent of the quantity theory of money” would 
give “a complete alternative theory of his own.” 


2 Cf. the article of Professor H. Truchy in the Revue Politique et Parlementaire, at the 
time of the publication of the book and, more recently, the frequent quotations made by 
Professor Baudin in La Monnaie et la Formation des Prix (Paris: Sirey, 1936), pp. 482 f. 
493 ff., 496-97, 516, et passim. 

3 Cf. criticism by Charles Rist in the Revue d'Economie Politique, 1937, pp. 381 f.; 
and 1938, pp. 224 f., and rejoinders by Aftalion and Pirou in the same periodical, 1938, 
pp. 288 f., and pp. 438 #f.; and by this reviewer in the Revue Economique Internationale, 
Nov., 1937, and Oct., 1938. 
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the quantity theory of money in its various forms, but still in the simplest 
and least sophisticated presentations. The reason is, in part, that old errors, 
although repudiated, tend to reappear. But primarily, his method is for the 
purpose of cutting the roots of the more elaborate theories, so as to lead to 
the conclusion that any further examination of refinements would only re- 
sult in wasted effort. If the all too famous man of straw did not exist, the 
author would have invented him; for he wants us to see men of straw behind 
apparently living bodies. 

It may be conceded that some of Aftalion’s criticisms have lost their 
provocative character. Much is today admitted of what seemed bold and 
new when current theory blindly implied, despite analyses such as Mitchell’s 
in the United States and Nogaro’s in France, that changes in circulation 
were, especially under conditions of paper money, the initial source of all 
monetary disturbances, or at least that “the price-level is the effect and cannot 
be the cause of changes in other factors” (an assertion in Fisher’s Purchasing 
Power of Money, page 182, which many theoreticians thought necessarily 
connected with the equation of exchange, even though the more rigid inter- 
pretation that attributes all major changes in M’, V, V’ to the underlying 
influence of M were repudiated). In consequence, it is possible that some 
readers of the new edition will not venture beyond the first steps of the 
critical analysis, believing that the problems there discussed have been sur- 
mounted. (They may reappear before long.) But, after all, that would be 
an implicit tribute to a book which by its clear-cut analysis—with constant 
connection between searching statistical elaboration and rigorous abstract 
discussion—has played a major rôle in the controversy. 

For a revision of the problems, the organization of the new edition merits 
definite approval. In the first edition, recent monetary experiments were pre- 
sented in Part I; the theoretical discussion followed in Part II; and Part III 
dealt with the theory of foreign exchange. The great advantage of this ap- 
proach, from a practical point of view, was that it provided a striking sum- 
mary of French and European monetary fluctuations during the post-war 
inflationary periods with regard to the relative intensities, actual sequences 
and discrepancies in the movements of currency, prices and foreign exchanges 
during the different periods. This remained a necessary complement to studies 
such as those by Dulles and Rogers of the French franc and by Young or 
even Laughlin of European currencies. In the new edition, other statistical 
‘data appear relating to. the depreciation period between 1931 and 1939, but 
all these data are now generally distributed throughout the various sections 
of the work. This organization of materials gives a much clearer picture of 
the author’s methodological approach which proceeds from hypothesis to 
empirical verification at each step of analysis, although reflections of each 
chapter are only elements within the general theoretical study. 

For those readers who may be impatient to get in a condensed form some 
clues to the author’s analysis, it may be suggested that they go directly to 
Part III (Recent Experiments and the Theory of Foreign Exchange). It is 
not greatly modified, although it does contain a new chapter on the history of 
French foreign exchange from 1914 to 1939 and a new distribution of the 
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topics, with supplementary comments on the theory of manipulated exchange. 
A progressive. criticism starting from oversimplified theories with regard to 
the “quantitative” point of view (balance of payments theories) and the 
“qualitative” explanation (purchasing power parity theory) leads to the 
“psychological theory of foreign exchange” where the necessary connections 
between qualitative and quantitative factors are shown in “three stages of 
explanation.” Of course, it is not impossible to oversimplify the “psychological 
theory’ itself, claiming, e.g., that “it consists in opposing one aspect to an- 
other.”* The question actually at stake is whether the “individual apprecia- 
tions” can be relegated to a first stage of the approach (Heilperin) or neces- 
sarily come in at an intermediate one and cannot be dispensed with (Aftalion). 

If we turn back now to the constructive scheme proposed by the author 
for his general theory of money, we may suggest that it is both less simple 
and less exclusive than many commentators thought. Most of the new de- 
velopments are to be found in a new chapter II (Part II —Recent Monetary 
Experiments and the Positive Theory of Money), where he emphasizes his 
preference for the income approach in most cases. We already knew how he 
found its applicability in the cases where causation is going from foreign 
exchange to prices, and then to velocities; increases in the demand schedules 
coming from the nominal income of importers, shareholders of foreign se- 
curities, etc. More is said about currency issues for budgetary purposes, 
increases in gold production, credit inflation, and various kinds of influences 
from abroad. 

The author also takes greater care to distinguish this approach from 
Wieser’s, many readers having been confused by the tribute he paid to this 
theoretician who first pointed out the theory. of the marginal utility of 
money income, But it was clear that Wieser did not have the same starting 
point and did not emphasize the influence of foreign exchange.’ Further- 
more, the author explicitly rejects all of Wieser’s limitations concerning in- 
come outlays. Following this passage, he indicates the qualitative elements 
which have led him to surmount the théorie du revenu and to propose what he 
previously called the “psychological theory” and which he prefers, at present, 
to consider as the “positive theory” of money. (This title is given to Part II, 
yet the alternative terminology is also used.) This theory, after being verified 
in the light of recent experiments in England, Switzerland, and France (1931- 
39), is finally integrated-—as in the first edition—in the general theory of 
value, with three stages of explanations showing how qualitative and quantita- 
tive elements work together, as for the theory of foreign exchange (which 
follows it in the book). 

If we can realize that Aftalion’s theory is less simple than generally be- 
lieved when one tries to utilize his “income approach” as a substitute for the 
equation of exchange, we must add that it is less exclusive and even less am- 
bitious too. For instance, he protests against Professor Marget’s assumption 
that he generally considers the notion of velocity of circulation as an element 
of superfetation “which appears to be introduced in order to save the 


*Heilperin, International Monetary Economics, p. 114. 
“Ellis, German Monetary Theory (Harvard econ. stud., 1934), pp. 81 f. and pp. 176 f. 
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quantity theory of money”: the expression he used in a particular case “does 
not carry a general import but does aS to the special hypothesis ex-. 
amined. 0 

We must recognize, however, that such an instance is of great importance. 
The author, challenging the traditional assertion as regards the “passivity of 
prices” in the equation of exchange, very often emphasizes the fact that 
rising prices are induced from rises in foreign exchange. Generally they them- 
selves influence the V V’ factors through different increases of income and 
we can notice a process of progressive extension in the movement of prices 
beginning from import and export goods. The point at stake refers to a rapid 
movement in a period of extreme depreciation “without any processes of 
that kind.” There is what the author terms “an insufficiency of the income 
theory,” and a psychological explanation is required. However, the correct one 
would not be found in the increased velocity of circulation which follows from 
the fear of hyper-inflation, for the V factors cannot increase indefinitely as 
prices do (p. 245): “Is it not, in this case, this diffidence itself, this deprecia- 
tion of the currency in the eyes of individuals, which would constitute the 
direct favor of the rise in prices?” 

If we admit Aftalion’s explanation, the demarcation line would not be 
between the quantity theory of money and the income theory, as suggested in 
Hawtrey’s criticism of a “false antithesis” formulated by the author.” Both 
these theories are to be discarded as far as they would tend to be exclusive. 
A general and “positive theory” ought to explain all these reactions, even 
“psychological.” 

The author definitely discards the quantity of money approach, even for 
the “international theory of gold” (aggregate influence of gold production 
on world prices?) ; but here the income approach is only this “better explana- 
tion” that Professors W. Oualid and L. Baudin have in mind in their attempts 
at conciliatory schemes (Professor B. Nogaro remaining in France the most 
resolute anti-quantitativist).° 

Very firm, however, in the rejection of the quantity theories, he never 
suggested giving up the “quantity equation” (to take Professor Marget’s 
terminology) which, as he emphasizes, “has the great merit of compelling 

precise ideas” (p. 18). His particularly simple algebraic formulation: R 
~ (revenue, monetary Income) = PQ, is not proposed as a substitute for the 
equation of exchange, but as a complementary device “exact only in certain 
cases” (first edition, pp. 157 and 175; second edition, pp. 179 and 225) and 
particularly useful to show discrepancies between PQ and R (which would 
equalize within an isolated country), or even between PT and PQ.” 


The author gives these oe in a new footnote (p. 246, n. 1): “. . . introduced 
at this point [a], I have said...” Cf. Marget, The Theory of Prices, vol. i, p. 353. 

T Jour. of the Royal Stat. Soc., 1934, 

® Cf, A. Aftalion, L’Or et sa Distribution Mondiale, Paris, 1932. 

°” For a bibliography of the French controversies, cf. L. Baudin, of. cit., pp. 597-613. 
* Cf. the distinction between identical equations and equations expressing equilibrium 


conditions, as emphasized in J. Marschak, “Identity and Stability,” Econometrica, Jan., 
1942. . 
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We would have a better understanding of the author’s attachment to the 
income approach if we could realize the rôle it played not only in this 
book, but also in his explanation concerning the re-equilibrating stimulus to the 
balance of international accounts and even in his theory of cyclical fluctua- 
tions.’? It is always an intermediate and necessary stage in his research, not 
at all a first approach or an ultimate answer. The author js never satisfied 
with simple formulae and tends to make (as did the Austrian school) a 
deeper. psychological approach or even attempts general explanations that we 
may call “pluralist’?* but are, at last, as the author points out, a scheme of 
the different influences acting on the supply and demand schedules. 

One might be disappointed by these conclusions as they involve a reversion 
from quantitative statistical thinking to qualitative economics. The author, 
however, has shown himself to be, on all occasions, rather pessimistic.** But 
Professor Aftalion, while ‘anti-quantitativist” in the former sense, has given 
a sufficient impulse to “quantitative” economic research to give hope for an 
integration of more and more elements of statistical precision within the 
general framework he finally proposes. 

Forty-five years ago, Walras welcomed the creation of an independent 
school of economics in the French law faculties which would put an end, 
in that country, to “a monopolistic exploitation under the sign of liberty.” 
Aftalion’s scientific work gives evidence of the results obtained since that time. 
Just prior to the war some essays in his honor were ready to be edited by a 
second generation of economists which would have given a greater indication 
of the direction and ultimate implication of Aftalion’s approach to eco- 
nomic analysis. 


JEAN S. WEILLER 


University of Poitiers, France, and 
Institute for Advanced Studies, Princeton 


Challenge to Karl Marx. By Joun KenNeTH Turner. (New York: Reynal 
and Hitchcock. 1941. Pp. viii, 455. $3.50.) 


The author’s approach is distinctly one-sided: he is interested primarily 
in what is wrong with Marx. Such negative criticism undoubtedly has its 
uses but it also has serious dangers. It leads to a disproportionate emphasis 


4 D Equilibre dans les Relations Economiques Internationales was only published in 
1937, but the author had that idea in mind for a long time, as was suggested in newspaper 
articles quoted by the present reviewer (Jean Weiller, L’Iufluence du Change sur le Com- 
merce Extérieur, Paris, 1929, pp. 182, 242, 253). 


2 We may go back not only to his very well known Les Crises Périodiques de Surpro- 
duction (Paris, 1913), but also to his thesis on Sismondi (1899). 

* His different stages of analysis recall the different “depth-levels” of modern sociologists. 
Cf. Gurvitch, Sociology of Law. 


“Cf. the conclusions of his recent book, PEquilibre dans les Relations Economiques 
Internationales, rejecting both the self-confidence of orthodox theoreticians and the audacity 
of their opponents. 


"L, Walras, Etudes d'Economie Sociale (Paris, 1896), pp. 456-57. ‘ 
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on inconsistencies, predictions that failed to materialize, tools of analysis we 
now regard as clumsy and obsolete. These are the inevitable accompaniments 
of the development of thought. Every creative thinker makes many false 
starts and arrives at conclusions by paths which later seem unnecessarily 
difficult. The task of sifting and evaluating is of course highly important. But 
its object should be constructive. Mr. Turner is too much concerned with 
exposing the defects in Marx and not enough concerned with discovering the 
things that are of positive value to present-day students of society. . 

Mr. Turner is in addition laboring under certain handicaps. He frequently 
points out that Marx’s economics rests squarely on the foundation provided 
by Adam Smith and Ricardo. And yet he himself lacks the thorough-going 
familiarity with classical economics which is necessary to a full understanding 
of what Marx was driving at, The kind of error he falls into as a result is 
obvious in his discussion of the tendency to an equalization of profits: 

Before Marx, Ricardo had stressed the “emigration and immigration” of capitals as 
tending to produce an average rate of profit. It should not be necessary to say that there 
is no such mobility of capital as Marx pictures here. The farmer or merchant who is 
dissatished with the returns from his investment does not often find it possible to give 
up the old trade to manufacture automobiles or open a bank. If he is lucky enough to 


have surplus funds, he may buy stocks, but in that case he is more likely than not to 
lose his money, no matter how prosperous the enterprise may be (p. 140). 


Mr. Turner further cites statistical studies to show that there is in fact 
no such equality of profits “as Marx imagines.” The classical economists, of 
course, never said that profits in all lines would actually attain equality any 
more than they maintained that capital already sunk in one industry could 
readily be transferred to another. Mr. Turner would find if he re-read Adam 
Smith’s chapter seven, “Of Natural and Market Price,” that most of his 
difficulties were anticipated and satisfactorily disposed of by the great master. 
The same misunderstanding of the classical concept of Law comes out again 
in the discussion of the “Law of the Falling Rate of Profit,” the “Law of 
Wages,” etc. 

A similar handicap appears in the author’s lack of familiarity with the 
Keynesian theory of money, income, and employment. This lack is particu- 
larly serious in a student of Marx. Some of Marx’s most important insights, 
ideas he was struggling to express with the inadequate analytical apparatus 
then available, become thoroughly clear for the first time in terms of the 
modern analysis, The latter, on the other hand, has much to learn from 
Marx. 

Consider, for instance, the problem of accumulation. Mr. Turner’s dis- 
cussion starts out in promising fashion: “ “The life-process of capital consists 
only of its movement constantly expanding, constantly multiplying itself’... 
the capitalist is a greedy fellow. In assuming the role of capitalist, he assumes 
‘the character of capital. ‘His soul is the soul of capital. But capital has one 
single life impulse, the tendency to create value and surplus value... . 
Fanatically bent on making value expand itself he [the capitalist] forces the 
human race to produce for production’s sake’” (pp. 104-05). But then Mr. 
Turner gets off on a sidetrack. He misses the vital point that the successful 
functioning of the capitalist economy is possible only under conditions which 
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permit the continued accumulation of capital. The modern investment-saving- 
income analysis brings out in detail why this is so. It shows exactly how an 
inadequacy of investment outlets produces depression and unemployment. 
Marx sensed the connection but was unable with the tools at his command 
to work it out in detailed, systematic fashion. His concept of accumulation, 
on the other hand, has important implications which the notion of saving 
lacks, Saving seems like too mild a force to produce such tremendous results. 
It is all too easy to assume that saving will automatically adapt itself to the 
need for it. Accumulation, on the other hand, is a relentless, driving force. 
It continues regardless of ‘the need or oppor tunities for investment expendi- 
ture. Even depression and general impoverishment provide only a temporary 
stay. With every recovery of income, accumulation renews its pressure. 

The analysis of accumulation—or saving and investment—throws signifi- 
cant light on other problems: wages, class conflict, international relations, the 
difficulties and possibilities of democratic action. These problems are greatly in 
need of serious and constructive analysis. Mr. Turner, unfortunately, has 
little to contribute on any of them, partly because his approach is chiefly 
negative and critical, but even more because he lacks the economic back- 
ground necessary to understand what the real problems are. 


ALAN R. SWEEZY 
Williams College 


Agricultural Price Analysis. By GEOFFREY S. SHEPHERD, (Ames: Iowa State 
Coll. Press. 1941. Pp. vill, 402. $3.75.) 


For twenty years intensive research in agricultural prices has been going 
on, somewhat unnoticed by the majority of economists. Sometimes this work 
has been crude; sometimes, unfortunately, tied up too exclusively with at- 
tempts at price forecasting. Now after many years of critical review, the 
statistical procedures have been modified and, at the same time, reliance on 
statistical analysis has become less marked. In turn, more attention is being 
given to the integration of the statistical study with the analysis of the 
marketing institutions and with the new developments in value theory. 

Professor Shepherd has brought together and integrated the work done 
by the statisticians, by the analytical students of marketing, and by the 
theorists. All in turn is interpreted in light of changing institutions, with par- 
ticular emphasis on government policy. This material is presented for “the 
reader who has a grasp of economics equivalent to that which he would get 
from one or two good courses in economic theory, ... who knows something 
about agricultural marketing,” and “knows something about statistical meth- 
ods.”? Though prepared as a textbook for advanced undergraduates, it is of 
distinct value to the professional economist and to those responsible for the 
government policy, both with respect to agricultural and to urban economic 
activity. 

The feature of the book which stands out most is that three approaches 


1From the Preface. ê 
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to commodity prices are interrelated and integrated: (1) The character of, 
and changes in, markets for farm products are presented not only in an early 
chapter on “The Evolution of Markets and Market Price Making,” but also 
appear later in such sections as that showing the effect of government policy 
and of market decentralization on future trading, and of government policy 
on the competitive character of agricultural markets, Then these institutional 
changes are brought to bear forcibly on both statistical analysis and theoretical 
study of prices. The exposition and statistical illustration of the, “price 
surface” idea certainly makes more accurate and understandable the geo- 
graphical concept of a market and price relationship therein. 

(2) Statistical procedures come to life for the student when he sees them 
used for the analysis of specific situations. Though the book uses these cases 
(mostly hog prices) for illustrations, the selection of price situations serves 
to show the scope of statistical analysis. The integration of this analysis with 
institutional change shows, for instance, that correlation analysis is limited 
by changes in the character of the market, and that the development of a 
larger spread between farm and retail prices may arise from somewhat perman- 
ent institutional changes. Of still greater significance is the integration of the 
statistical and theoretical analysis. Such concepts as “demand elasticity” and 
“change of demand,” or of supply, are vitalized by being worked out 
quantitatively. 

(3) This integration becomes more marked when the food stamp plan 
and milk control plans, cases of price discrimination, are studied. Here the 
nature and significance of value theory become clear. Similarly, the incidence 
of the processing tax on hogs (on the farmer until output is adjusted), the 
process of adjustment in the hog and cattle cycles, and the variability of farm 
and retail prices, all rest heavily on theoretical analysis supplemented by 
quantitative study, At the same time, institutional change and theoretical 
analysis are interrelated as in contrast of farm and industrial production and 
price-determining forces, and in the exposition of government policy. 

Another outstanding feature of the book is that price and production con- 
trol are explained and evaluated in terms of this integrated institutional, sta- 
tistical, and theoretical analysis of farm product prices. Without judging the 
conclusions with respect to public policy, it can be said that here is a forceful 
answer to those who contend that theory provides no basis for public policy. 
For both the institutional and the statistical study of prices become mean- 
ingless, if not impossible, without being preceded by, and integrated with 
the theoretical analysis. 

A few minor weak spots are present; no one is basic. In the theoretical 
analysis, the reader is sometimes left with a feeling of incompleteness. The 
discussion of price discrimination is a case in point (chap. 20). In contrast, 
“demand elasticity” is treated fully and precisely. Again, the treatment of 
deflation theory and statistical procedures could be interpreted as giving sup- 
port to the idea that the general price level is itself a cause of agricultural price 
movements. Agricultural folk have been so prone to accept monetary cures for 
their ills that any statement which could be looked upon as giving the “gen- 
eral price level” a significant réle is unwise. A vigorous presentation of recent 
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developments in monetary theory would have helped here. In fact, the whole 
discussion of both ag¥iculture and industry during depressions would have 
been more clear-cut and more accurate if the income-consumption-investment 
analysis had been expanded sufficiently to clarify the readers’ ideas on booms 
and depressions. 

Finally, two parts of the statistical procedures deserve criticism. The reader 
is not warned sufficiently concerning inadequacies of data used in price 
analysis, particularly as compared to small differences in elasticities, etc., 
derived from such data, Though market price (possibly not farm price) data 
are probably more accurate than most industrial price data, quantity data, 
which are often not marketed volume but production estimates, have a con- 
siderable margin of error. Then a significant limitation of multiple correla- 
tion analysis, the assumption that the influence of independent variable B 
is the same irrespective of the value of independent variable A, is not 
brought out. 

These criticisms are minor, however. Pioneering work necessarily has such 
slight weak spots which disappear in successive editions. In fact, one hesi- 
tates to mention them in light of the obvious merits of the book. Certainly 
students who go through this book will gain a firm grasp of price analysis, 
and the professional economists who peruse the presentation with care will 
find a realistic exposition of price-making and will gain a clearer view of 
price control problems and policies, particularly in agriculture, 


R. B. HEFLEBOWER 
State College of Washington 


Theory of the Just Price. By Rupotr Kautta. Translated from the German 
by Rozsert D. Hocc. (London: George Allen and Unwin. 1940. New 
York: Norton. 1941. Pp. 219. $2.25). 


The author of this book is quite aware that there can be no ideal, æ priori 
just price. According to his analysis, “. . . prices of all commodites which are 
not strictly necessary to the satisfaction of vital needs can be maintained at 
whatever level suits the policy of the economic power-group concerned .. .” 
(p. 160). With respect to the necessities of life, however, an upper limit of 
prices and a corresponding lower limit to incomes are required. Should the 
prices of necessities tend to rise beyond the possibility of acquiring a subsist- 
ence-minimum, men will seek the aid of the state. 

Elsewhere the author realistically discusses the rôle of government in resolv- 
ing conflicts of economic interests (e.g., pp. 182, 215). In the last chapter he 
considers governmental activity in connection with minimum wages, tariffs, 
and efforts to prevent the growth of monopoly. His own position is that “the 
State cannot help taking sides; it must do so, however, not in the interest of 
this or that particular group, but i in order to serve the cause of the common 
welfare” (p. 217). 


*The German edition of this book was reviewed by John V. Spielmans in Am. Econ. 
Rev., vol. xxviii, Mar., 1938, pp. 120 f. 
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Kaulla stresses the importance of the legal structure in the determination 
of value. He maintains that state intervention is a nec€ssity for a highly de- 
veloped economic system. Contrary to the basic assumptions of prevailing 
economic theory, he asserts that “there are three terms, not two, in the prob- 
lem of value: the object valued, the individual who values it, and the active 
presence of the State” (p. 95). Although the classical school stressed the 
object and the marginal utility school the subject, neither group considered 
state interference as anything more than an irregular disturbance of natural 
processes. 

This is reflected, according to the author, in the attitude toward taxation, 
which has also been treated as a form of state interference in the “natural” 
course of economic life. Nevertheless, the persistency with which taxes con- 
tinued to be levied required attention to problems of shifting and incidence. 
Such attention implies an interest in determining whether the taxes are 
“just.” On the other hand, because of the underlying assumption of natural 
economic processes, scarcely any attention has been directed to the larger 
problem of the passing on of costs in general. From the point of view of just 
price analysis, this problem is obviously of the greatest significance, for the 
“justice” of prices depends ultimately upon the way in which costs are 
shifted. 

The book’s German origin is reflected in the author’s constant use of the 
term “State.” A more euphemistic expression would be more appealing to 
American readers. Nevertheless, the relationship of the author’s thesis to 
American affairs cannot be altogether denied. As a matter of fact, a compre- 
hensive study of American developments would be of considerable interest. 
Such a study might very likely suggest that in a rough and tumble way we 
appear to have been moving in the direction of “just” prices without often 
realizing it. Certainly the relationship between our agricultural policies, for 
example, and a just price analysis is fairly clear. A thorough study of all 
price-fixing might even suggest the need for a reorientation in the methods 
and objectives of political economy. 

Meanwhile, those seeking clues which may be helpful in arriving at a 
more adequate theoretical summation of economic developments will doubt- 
less find at least some features of this little book suggestive. It has been 
translated into good English and is easily read. 


ALFRED BORNEMANN 
Ruigers University 


Essential Economic Principles. By ArgcHtpALD MacDonatp MclIsaac and 
James GERALD SMITH. (Boston: Little Brown. 1941. Pp. x, 504. $1.50.) 


Essential Economic Principles is a revised version of Introduction to Eco- 
nomic Analysis and it is offered as an alternative to the latter. In general 
approach, the newer treatment follows the lines of the original volume. Cer- 
tain chapters have been rewritten and some of the material has been re- 
arranged but, with exceptions to be noted below, it is the same book in an 
improved form. One wonders about the location of the boundary line that 
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determines whether a new writing shall be called a revised version or shall 
rather be given a new title, However, to the teacher who must explain the 
advantages of product differentiation, this example offered by the publishing 
industry will be gladly received. 

The book will of course be welcomed by those who believe that the chief 
objective of a beginning course is to give the student a clear grasp of the 
theory of value and distribution. Within this framework the treatment is 
impeccable. 

The arrangement is conventional and logical. An examination of the simple 
concepts suchas demand, the elasticity of demand, pure competition, leads 
up to a discussion of the short-run and long-run equilibrium of the firms and 
of the industry in conditions of pure competition and monopoly. The theory of 
distribution is also treated along conventional lines. There is an analysis 
of the relationship of a factor’s marginal production and the demand for that 
factor and also of the significance of the elasticity of supply of the factor 
to the firm. 

In the original volume, the connection between the demand for any factor 
and the cost functions of the firm was shown and it was shown that producer’s 
demand could be computed in part from a knowledge of these cost functions. 
The present marginal productivity formulation, while it adds nothing to the 
substance of the earlier analysis, is probably to be preferred from a pedagogical 
point of view. This is perhaps the most substantial improvement in the re- 
writing. 

The treatment of the interest problem is also somewhat better. Of course, 
it is by no means complete for there is no, discussion of monetary institutions 
in the book; for that matter, there is scarcely more than an acknowledgment 
of the rôle of labor organization in the discussion of wages. However, it is 
unjust to criticize a book of this sort for what it omits. It is merely one of a 
series and it is designed for use in conjunction with other volumes in the 
series, 

In comparing it closely with the earlier formulation, one is impressed with 
the ability of the authors to simplify certain parts of the original treatment 
that proved to be unnecessarily difficult. For what the authors try to do within 
the fields of value and distribution, there must be full praise. However, when 
with utterly inadequate weapons they venture out into the great world of 
aggregate demand for goods and factors, and of the business cycle, it is 
then that serious criticism is in order. 

One does not have to rely on Keynesian doctrine to discover authority for 
pointing out the crucial difference between the effects of a change in any one 
variable; for example, in wage rates, on the firm or on a small industry on 
the one hand and, on the other, the effects of a similar change upon the 
whole economy. Professor Pigou also emphasizes this distinction. Value 
theory, as ordinarily conceived, is designed to explain the allocation of factors 
between industries and it can be used to explain the nature of the aggregate 
supply function. But it should not be used—or perhaps it should be used 
differently—to analyze what Keynes and Pigou call the aggregate demand 
function. 

While we can derive the demand for labor in any one firm on tHe assump- 
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tion that conditions including. wage-rates) in the rest of the economy are 
given, we cannot secure an aggregate demand function for labor over the 
whole economy by simply adding together these individual schedules. A com- 
plicated adjustment js required. Anyone who has struggled with the problem 
of the effect of a change in wage rates on employment will agree about the 
need for that adjustment although there will probably be no general agree- 
ment as to its nature. 

A full treatment of this problem would perhaps not be possible in a book 
on this elementary level and, at this stage, there is perhaps too little agree- 
ment on fundamentals among students of such questions. But, in that case, 
rather than using weapons which were never forged for the treatment of busi- 
ness cycles and of the problems of aggregate demand, an elementary textbook 
could make a notable contribution by pointing out the uses and the abuses 
of the theory of the single firm and of the industry; that is, of our accepted 
theory of value. Its use within the appropriate framework is clear, but the 
temptation to use it outside that framework is difficult to resist. 

In spite of all the authors have to say about price inflexibility and changes 
in weather and tariffs, and so on, in their discussion of these problems of the 
economy as a whole, they do not confine what they have so clearly expounded 
to its proper place. But in that respect they follow the example of almost all 
texts. 

Otherwise, as has been noted, the book provides a clearly presented and 
up-to-date statement of value and distribution theory. 


LORIE TARSHIS 
Tufts College 


Economic History 


French Interests and Policies in the Far East. By RoGER Levy, Guy LACAM 
and ANDREW Roru. I. P. R. inquiry series. (New York: Am, Council, 
Inst. of Pacific Relations. 1941. Pp. xi, 209. $2.00.) 


An introduction and six chapters by Roger Levy, entitled “A Century of 
French Far Eastern Affairs,” is ostensibly the pièce de résistance here, To 
the end of chapter III, France’s cultural and economic achievements in China 
and Japan are ably summarized, with the warranted emphasis on missions. 
France’s mediocre trade position is formally explained chiefly in terms of the 
small number of active French business men in the Far East. The character 
of French investments, which are mentioned in some detail, suggests a 
tendency to take fixed rates of interest rather than risks, but the author does 
not mention this point, Indo-Chinese trade, Including that with France, is 
sketched on pages 22-26 in connection with Franco-Chinese economic rela- 
tionships. This discussion could have been greatly strengthened by more 
attention to the imperial tariffs and the price levels involved. Chapter IV, on 
French trade in Southeast Asia and in the Pacific, is short and desultory, 
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with almost no emphasis upon Indo-China. The two remaining chapters deal 
with France and the Sino-Japanese conflict to about the end of 1938. 

It is these last that Lacam’s three chapters on the economic relations of 
Indo-China “supplement.” In fact, they do far more: this paper is practically 
an independent one by a man familiar with the country and the trade sta- 
tistics. Disorders in southern China, difficulties of communication which even 
railways and one good road could not overcome under peacetime conditions, 
the resistance of Chinese authorities to foreign economic collaboration, low 
purchasing power in southern China, and the lack of contrast in excess com- 
modities are the main reasons given for the minor amount of trade across 
the land frontier and the inability of land routes to compete with Canton and 
Hong Kong for what there was. A final chapter of three pages sketches the 
effect of the war (or “China incident’’) for a little over a year, to “Munich.” 

Part II (French Indo-China in Transition, 1938-1941) is in a sense a “‘sup- 
plement” by Mr. Roth to the earlier part of the book, but it is work of quite 
a different character. Dealing with a short period, from Munich to about 
March, 1941, it justifiably—and necessarily, I think—-follows a narrative pat- 
tern; for the timing of these events is all-important to any clear notion of 
their unfolding. The account falls into three divisions: I, from Munich to the 
outbreak of the European war; II, France at war, to the collapse in June, 
1940; ITI, Indo-China adrift, from June, 1940, to March, 1941. 

The author has used great industry and entire frankness in drawing upon 
what sources were available for such recent events in a region about which it 
has always been hard to get information. Especially considering the difficulties 
and the nearness of the events, this is an amazingly factual and calm recitation 
of one of the least credible dramas in modern history. It is an account of what 
the Japanese wanted in and- with Indo-China and how they got it, together 
with the parts played by the French factions, the Chinese, the Siamese, the 
British and ourselves. Nothing short of the present situation, a year beyond 
this study, could have shown how revealing it genuinely is. Considering the 
ease of reading this book from pages 53 to 70 and from pages 85 to 197, I 
can think of few enterprises more to be recommended for getting a clear-cut 
general introduction to what is now going on in Southeast Asia. The account 
is itself so compact that an attempt to “review” it in a few paragraphs would 
be absurd. Incidentally, it is easier to criticize the French authorities, in Indo- 
China and in Vichy, than to point out exactly what they should have done. 

M. M. Knicur 

University of California 


Economic Systems; National Economies 


The Structure of the Nazi Economy, By MAXINE Y. SwEEzy. Harvard stud. in 
monopoly and competition no. 4. (Cambridge: Harvard Univ. Press. 
1941. Pp. 255. $3.00.) 


Mrs, Sweezy’s book, the fourth of a series of monographs on selected as- 
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pects of the general problem of monopoly and competition, is a well- 
documented scientific analysis of the structure of the nazi economy. Its only 
weakness, which cannot be helped, is the fact that Mrs. Sweezy’s investiga- 
tions, results, and conclusions are based on German official figures and state- 
ments. Mrs. Sweezy, however, has taken great pains in scrutinizing the official 
. figures in order to determine their objective value and has used German 
statistical data with the utmost care. Her close observation of the working 
of the nazi system—-made possible by a traveling fellowship—has enabled 
her to present a trustworthy picture. , 

The monograph begins with a short description of the status of Germany’s 
economy before Hitler and of Germany’s economy under Hitler up to the 
outbreak of war. As is commonly known today, the nazi economy even before 
the war began was a war economy and therefore few changes were necessary 
when war actually broke out. Mrs. Sweezy then shows the extent to which 
the state in Germany directs and controls economic activities. On the one 
hand, the Nazis hastened to return to private capital a number of monopolies 
held or controlled by the state, including banks, demonstrating thus to a 
capitalistic world their anti-socialistic tendency. On the other hand, they 
have built up—apart from Russia—probably the greatest state concern in the 
world—the Hermann Goering Works, a true industrial empire. 

The best chapters of Mrs. Sweezy’s book are those on corporations, income, 
consumption, and social welfare. Mrs. Sweezy has previously dealt with Ger- 
man corporative profits and the distribution of wealth and income under the 
Nazis. Her analysis of the changes in the profit ratios for corporations is 
illuminating. It should be read carefully by all who are trying to understand 
the structure of the nazi economy. 

Mrs. Sweezy tries to answer the all-important question as to who is gaining 
and who is losing in the nazi economy. Her conclusion that it is capital which 
has been favored by the Nazis will be doubted by many observers, but Mrs. 
Sweezy gives many facts to support her statement. A considerable rise in 
the profit ratio, based on the change from a depression period to a boom 
period, is contrasted with the stabilization of wages at the depression level. 
In spite of increases in employment and in working hours, the percentage of 
earned income in the national income fell from 69 per cent in 1929 to 63 per 
cent in 1938, while the percentage of total income from various kinds of 
property rose from 22 per cent of the national income in 1929 to 28 per 
cent in 1938. The average inequality was greater in 1935 than in 1931. How- 
ever, it should be noted that, at least for the duration of war, all capital is 
at the disposal of the government and though no confiscation has taken place, 
capital had “voluntarily” to give up the right to dispose of its money at will. 
There is, however, as Mrs. Sweezy points out, one group in Germany which 
appears unequivocally to draw special favors from the Hitler government, 
and that is the National Socialist Party and its affiliated organizations. Many 
of its functionaries have entered the field of industry and all who are in the 


* See Quart. Jour. of Econ., May, 1940, pp. 394-98; Rev. of Econ. Stat., Nov., 1939. 
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unfortunate position of having to compete with them are at a distinct dis- 
advantage. 

Mrs. Sweezy destroys the legend of a superhuman genius who directed 
Germany’s financial system. She shows that Germany’s price and financial 
policies never followed a preconceived plan. Each emergency was met as it ap- 
peared, All who hold that the collapse of German economy is just around the 
corner on account of its faulty financial policies will be disappointed. The 
German, system seems to her to be soundly based on a tight control over 
capital and investment markets and over wage rates and prices. 

Not quite up to the standard of the book is the chapter on regimentation 
and conscription of labor. Mrs. Sweezy evidently takes the German labor 
front as a labor union. She believes the Nazis have “reorganized” the labor 
unions because “The National Socialist Government recognized that destruc- 
tion of the labor unions might strengthen radicalism among the workers” 
(p. 161). But the Nazis did destroy labor unions.? Nor do the Nazis deny it. 
Not for a second would the Nazis allow the German labor front to be taken 
as a labor union, and any attempt to classify it as such is condemned to failure. 
The labor front consists of employers and workers; The employers do not 
have “representation” in the labor front, but they are a part of it. In addi- 
tion, the labor front has no authority to deal with matters concerning wages, 
hours of work, or other working conditions, which are the main objectives 
of a labor union. 

Strikes have never been prohibited by law. Labor disputes, if not settled 
by mediation, still go to the Labor Courts,* while the jurisdiction of the 
Social Honor Courts-is confined to different types of violations, as enumerated 
by Mrs. Sweezy on page 166.5 Overtime for the ninth and tenth hours of 
labor was restored by an order of September 3, 1940, as a consequence of 
continued resistance on the part of the workers, 

Mrs. Sweezy is right in saying that the provisions of the Social Honor 
Courts seem to be directed mainly against workers and less against em- 
ployers. But, contrary to expectations, the majority of the cases brought 
before them have been directed against employers.* The reason probably is 
that there are other, more effective means available to the authorities for 
dealing with violations on the part of the workers, Experience so far has fully 
confirmed Mrs, Sweezy’s other contention that, as far as the employer goes, 
the law is likely to be applied against owners of small shops. Out of 189 cases 
against employers which arose in 1936, nearly three-fourths involved handi- 


? See P. Waelbroeck and I. Bessling, Labour Policy in Germany under the Nazi Regime 
(Montreal: Internat. Lab. Office, 1941), p. 14. 

3 See Bulletin of the World Economic Archives of Hamburg, No. 13, May 1, 1935, p. 6. 

* Not to the Social Honor Courts; see Sweezy, p. 164. 

š The enumeration leaves out the most important offense: A member of the confidential 
council can be punished “if he interferes deliberately in the conduct of the establishment 
or maliciously disturbs the community spirit in the works community.” 


In 1936 the Social Honor Courts had to deal with 251 cases, 189 of which were 
directed against employers. See Pol. Sci, Quart., 1938, p. 366. 
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crafts, agricultural, and small industrial enterprises. It should be noted that the 
figure of 251 cases in 1936 for the whole of Germany is very small indeed and 
has since further declined. 

Mrs. Sweezy’s book is a most valuable contribution and will help to clarify 
many confused notions which are current regarding the structure of the nazi 
economy. 

JOSEPH MIRE 

Washington, D.C. 


A French View of the Netherlands Indies. By G. H. Bousquet. Translated 
by Purp E. LILIENTHAL. (New York: Oxford Univ. Press, for American 
Council, Institute of Pacific Relations. 1940, Pp. viii, 133. $1.50.) 

As a foreword explains, much of the “Moslem policy” part of the original 
French book on Dutch Moslem and Colonial Policy is omitted from the trans- 
lation, and a chapter on the international position of the Netherlands Indies 
added. The English title does not fully suggest the peculiarities and limitations 
of the study. 

Professor Bousquet went to study Moslem policy. This would seem to 
exempt him from references to Indo-China. However, he admits that the 
Indonesian culture is largely intact beneath the Moslem superstructure in the 
Netherlands Indies, and frankly regrets his inability to make the suggested 
comparisons. This still seems to me lame, for he asserts the superiority of 
French policy, in material respects and particularly in spiritual ones, without 
proper allowances for the fact that North Africa is a really Mohammedanized 
country in the Temperate Zone and at the doorstep of Europe. The author 
admits that the “modern reform movements” in the Netherlands Indies, 
though Moslem in name, have been basically nationalist in fact. This does 
not apply to North Africa, save to some extent in Tunisia. 

Political reforms since 1900 have not given the Indies a parliamentary sys- 
tem, which Professor Bousquet thinks they need. The French example, if any, 
somehow escapes me. Nevertheless, some criticisms of the extreme rigidity of 
Dutch native administration, regardless of high-grade personnel and the most 
detailed of cultural investigations, are much to the point. This general policy 
of minutely planned paternalism is modified in a curious way which Vanden- 
bosch and others are criticized for neglecting. “Prentah aloes” or “gentle com- 
pulsion” introduces local flexibility of action into the general system as seen 
on paper by the use of oral rather than written instructions. Thus what is 
flatly illegal can be done locally without serious danger of a rumpus, since 
nobody is formally responsible and everybody has an interest in keeping the 
surface smooth. 

There are chapters on the “process of civilization” (the “progress” of 
Europeanization, largely) and on “Dutch colonial character” (compared with 
French). The added chapter on the “International Position” deals with trade, 
with the rights of culture groups, etc., quite briefly. There is not much on 
“conditions” in the sense of the economist as such. Nevertheless, this is an 
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illuminating “background” book under an English title which is not so illumi- 
nating regarding the subject matter. 
M. M. KNIGHT 
University of California 


Statistics; Economic Mathematics; Accounting 


Statistical Cost-Functions of a Hosiery Mill. By Jorr Dean. (Chicago: Univ. 
of Chicago Press. 1941. Pp. ix, 116. $1.00.) 


Since studies of empirical cost functions are all too few relative to the 
interest In the subject, this recent contribution should be welcomed by all. 
It seems evident to this reviewer that if progress is made in economics, it will 
come from such studies as these which attempt to analyze actual data in the 
light of a formalized methodology, It is better to measure imperfectly than not 
to measure at all, for only through actual measurement can we appreciate the 
unreality of our theory and the complexities of concrete situations. Professor 
Dean has been a pioneer in the field of cost determination, and this recent 
study reflects the wealth of experience acquired in previous research. 

His treatment of the data shows an appreciation of difficulties that may 
arise when dynamic facts are considered as elements in a static schema. 
Careful selection of his time period and of the particular plant studied greatly 
increased the validity of his analysis. For example, constancy of the size of 
physical plant, a minimum amount of technical progress, stability of manage- 
ment, uniformity and completeness of cost records, and a number of ob- 
servations large enough to permit generalization were all sought and are quite 
well achieved in the present study. The existence of a wide range of output 
was also attained, but unfortunately the variation occurred mostly between 
two periods, one of a high level of output and the other of a much lower 
level. According to the data in Chart 13 (p. 49) output was between 3,000 and 
4,800 dozen pairs for the first 34 months and between 400 and 3,000 pairs 
for the last 14 months.? This is a very serious flaw in the data since it is very 
difficult to separate those changes due to time from those changes due to 
output. In the last period we have no output equivalent to that of the first 
period and so cannot analyze the variance that might have occurred in the 
cost of identical outputs at different periods. Furthermore, there is a bunch- 
ing of the observations around certain output levels seriously impairing the sig- 
nificance of the correlation technique which is used in analyzing the data. 

The rectification and adjustment of the various costs is very well done in 
light of the many difficulties present. For example, the cost of silk was omitted 
“partly because the.dominant importance of this variable cost would obscure 
minor departures from linearity in operating costs and partly because silk 
cost could be allocated to individual items with sufficient accuracy to raise 
no problem in the determination of marginal cost. Since silk costs are assumed 


*Data in this chart present costs instead of quantity, but conversion of costs into 
quantity can be simply computed since this chart assumes linear total cost. 
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to be proportional to output, their elimination may prevent rather than induce 
an exaggerated appearance of linearity. The justifiable suspicion that silk 
costs might increase more than in proportion to output at extreme levels of 
operation as a result.of wastage and spoilage is not borne out by the analysis 
of replacement cost” (p. 38). In other words, Professor Dean has not ap- 
proached the problem by a hammer-and-tong method in following literally the 
dictates of the theory, but has rather used an intelligent appreciation of how 
to achieve his purpose by other than direct methods. The breakdown.of costs 
used is quite extended, certainly coming up to the standards required by the 
problem. Furthermore, intelligent omission of such things as stationery, 
traveling expense, freight and express, building repairs, oil, etc., seemed quite 
justifiable on the ground that they would have little to do with the shape of 
the cost function or else that they were relatively unimportant and would 
contribute little to the analysis. The use of monthly data greatly facilitates 
the employment of lags in relating cost to the proper output. 

After such treatment of the original material, Dean then presented his 
rectified and adjusted measurements in the form of scatter diagrams, One 
could well wish that more writers would follow his excellent example since 
this form of analysis enables the reader to gain a better understanding of the 
data than could be achieved by any possible number of statistical devices. 
It is unfortunate, however, that nowhere in the whole study were the 
original or adjusted data given in other than scatter diagram form. This made 
further computation on the basis of Dean’s data impossible and many readers 
will be quite disappointed since no checks, other than those occurring in the 
analysis, can be brought to bear on the reliability and significance of the 
regressions, 

These scatter diagrams substantiate a point which was mentioned above, 
namely, that the majority of the cases are concentrated within a small range 
of output. Over forty per cent of the observations occur within an output range 
which is only ten per cent of the total output range; within an output in- 
terval constituting over fifty per cent of the total output range, only seventeen 
per cent of the observations may be found (p. 22). 


Output O 4 8 12 16 20 24 28 32 36 40 44 48 


No. of 
observa- 134 2 2 0 1 2 4 #18 10 1 
tions 


The scatter diagram reveals one more important factor to be considered. 
In the ten per cent of the range of output within which forty per cent of the 
observations lie, the variation of costs is quite wide. For example, an output 
of 37,000 pairs of silk hosiery cost at one period $60,000 and at another 
period $90,000. This is most disturbing in light of the highly rectified data 
which have been deflated for all price changes. Indeed it casts serious doubts 
on the significance of the values obtained for observations in other parts of 
the output range. It is quite proper to ask the question as to whether, if the 
observations had been more numerous, we might have had an equivalently 
wide scatter over the other parts of the range of output. If this were so, the 
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correlation coefficients would be much lower than those which were actually 
found by Professor Dean, and absolute linearity of the total cost functions 
would be almost impossible to establish. 

It is unfortunate that Professor Dean does not develop the analysis of these 
variations. Perhaps some sort of procedure such as accountants use in ex- 
plaining the variance of actual cost from the standard cost set-ups could be 
employed here. Influences other than merely output variation have had a 
decided .bearing on cost. Dean’s nearest approach to solving this problem 
is the exploration of a number of independent variables in order to ascer- 
tain their effect on cost. With the exception of the magnitude and direction 
of change of output from the previous output period, all the independent 
variables were found to be of little importance.? Further analysis indicated, 
according to Professor Dean, that linearity was present between the average 
first differences of cost and magnitude and direction of change in output. In 
other words, “short-run changes of cost tend to be proportional to changes 
in output regardless of magnitude or direction of the change” (p. 43). It 
must be noted here that this does not mean that the total cost output re- 
gression is linear. The above linearity can exist with curvilinear total cost 
output regressions if the level of output and the magnitude and direction of 
output change are unrelated. 

Actual analysis of the rectified data of cost and output is developed accord- 
ing to whether it is productive labor cost, non-productive labor cost, or over- 
head. The total of these becomes combined cost. Linear regressions were fitted 
to all sets of the data and the justification for such procedure was based on: 
(1) analysis of marginal and average cost behavior, and (2) analysis of 
curvilinear regressions. 

Unfortunately no scatter diagram was given for the relation between 
average first difference and output. We are told that a horizontal line fitted 
the data best, but no supporting evidence is given. The correlation is ex- 
tremely low, .18 + .15, and it is hinted that the scatter is quite wide (p. 43). 
It would seem probable, in light of the correlation and wide scatter, that quite 
a few non-horizontal lines might be fitted. Certainly there would not be 
much danger in lowering the correlation coefficient by very much. Average 
cost analysis yields a regression which decreases with increasing output, ap- 
proaching a horizontal position at the highest level of output, if the wide 
scatter is neglected. Unfortunately, however, we should not neglect this since 
the exact shape of the average cost function is important. In any case, even 
if a regression of the type suggested were the correct function, all this would 
tell us would be that marginal costs did not rise appreciably above average 
costs at high levels of output. In the case of both marginal and average 
cost analysis, then, it is impossible to choose between linear and non-linear 
total cost output regressions since both could occur with the existing data. 

The statistical tests of linearity, furthermore, are no more satisfactory. 
Dean has shown quite ably that the regression coefficients of the parabolic 


2Some of these are: Style variation, difference in specifications, seconds, backwinds, 
transfers, replacements, style changes, specification changes, difference in piece rates, 
technical progress, shifts, labor turnover. > 
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and cubic regressions are small relative to their standard errors so that 
zero coefficients for the squared and cubed terms are quite probable (and 
thus linearity). This, however, is no solution, Unlike other mathematical 
situations, it does not follow here that the less complicated function is 
better if fully as significant as one of a higher order. In an economic sense, 
a linear relation is no “simpler” than a curvilinear relation. Furthermore, it 
will be seen from Dean’s analysis that curvilinear relations are statistically 
as signficant and probable as linear relations. He is quite right in „pointing 
out that, while the cubic regression fitted to the data may be statistically 
probable, yet, due to the fact that its signs are opposite to those needed to 
describe the marginal cost curve of economic theory, we may quite well 
reject this curve. Since, however, the standard errors of the squared and 
cubed terms are large relative to the coefficients, it would be quite possible 
to have, within the standard error limits, an orthodox U shaped marginal 
cost curve which varied considerably over the range of output. In reality we 
find that no test rejects a linear regression, but neither does any reject a 
curvilinear regression. It would have been of great interest had Professor 
Dean divided the data into two groups—for example, outputs 0-20 and 
24-48— and then fitted linear regressions to each of these groups. If this 
had been done, I believe that the slopes of these regressions would have 
been found to be quite different from each other. This should not occur if 
the sample were sufficiently reliable and marginal costs actually constant over 
the given range of output. 

The statistical tests of linearity as conceived by Professor Dean seem to 
admit strong probability of large variation in marginal cost. In the parabolic 
equation the standard error of the squared term is large enough to allow 
the possibility of either increasing or decreasing marginal cost.’ If the true 
coefficients of the squared term were at the lower limit of the standard error, 
then at 4,000 dozen pairs marginal cost would be about 90 cents above 
the marginal cost- at 45,000 dozen pairs. If the true coefficient were at its 
upper limit of the standard error, marginal cost at 4,000 dozen pairs would 
be 64 cents below the marginal cost at 45,000 dozen pairs. This would 
represent a large percentage change since marginal cost of a linear regression 
figured by Dean came to about $2.00. The cubic equation, being of a higher 
order than the parabolic equation, could naturally exhibit fully as much 
variation as the parabolic curve, since by considering the cubed term as 
very small or zero we would have a parabolic curve. Since actual data are 
lacking, estimation of marginal cost variation in this case is difficult. 

It is interesting to note that in-the appendix, where weekly data are 
analyzed, marginal cost of the parabolic curve falls from about $3.75 when 
production is at 4,400 dozen to about $1.50 when production is at 8,000 
dozen. The range here is smaller than in the case of monthly data, and yet 
the variation is considerable. The reason Professor Dean rejects a parabolic 


*It has already been noted that the distributions of observations are in no sense 
“normal” and so, as Professor Dean points out (p. 48), “the conditions necessary for 
the validity of such tests are not met by the cost and output observations, This may mean 
that the limits of error are much wider than those presented here.” 
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regression in the case of weekly data is based on the argument that the 
monthly data yield linear regressions. In the opinion of this reviewer, there 
is no greater statistical evidence for constant marginal cost than there is for 
increasing, decreasing or parabolic marginal costs. I would be inclined to 
agree with Professor Dean, however, that constant or nearly constant marginal 
costs are probably correct in the case of this mill. My impression of this 
is derived from the excellent description of the mill contained in this study 
and not „from the empirical cost data which are presented. The possibility 
of this conclusion being wrong cannot be statistically checked due to the 
limitation of the empirical cost and output data. 

It is important theoretically that such uncertainty arises as to what the 
actual shape of the marginal cost function may be. If an entrepreneur cannot 
know within a wide margin what his incremental costs may be, we find that 
much of our theory will break down. In one sense we are interested not in 
what the cost function is, but what it is considered to be by the producer. 
Therefore, if it is impossible to discover empirically what the function may 
be, it may have little or no relation to what the producer believes since he 
too will be in a state of ignorance. Dean has presented us with a case in 
which the dynamic elements have been eliminated as carefully as possible, 
but reality is even more complex and the producer is forced to consider these 
elements. It is easily conceivable that the concept of sharp-edged equilibrium 
may have to be revised and limits set up within which it is realized that cost 
elements will not determine the quantity of output. Perhaps cost analysis 
as revealed by empirical cost studies can never solve the problem of what 
actual cost output relations would be. Further exploration of the cost function 
may quite well be in order by concentrating on the physical counterpart of 
those cost items which are crucial in the analysis of marginal cost. In any 
event, the efforts of Professor Dean are a valuable contribution in this field, 
revealing many of the difficulties that must be met.* 


RICHARD RUGGLES 
Harvard University 


Public Finance; Fiscal Policy; Taxation 


The Taxation of War Wealth. By J. R. Hicxs, U. K. Hicks, and L. Rostas. 
(New York: Oxford. 1941. Pp. x, 304. $3.50.) 


A more timely book than this would be difficult to imagine. Presenting 
an interesting and, considering the pressure under which it must have been 
written, a remarkably thorough analysis of the excess profits tax and the 
capital levy, this volume is required reading for anyone seriously interested 
in the problems of taxation during a period of intense war effort. 


‘In connection with this review, attention is called to an article by Mr. C. Reinold 
Noyes, published in the September, 1941, issue of Am. Econ. Rev., pp. 473- 92, “Certain 
Problems in the Empirical Study of Costs. Me 
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The contents fall into two well-defined parts. There is a theoretical 
analysis concerned with the general problem of war finance, but placing 
especial emphasis upon the kinds of taxes which are presumed to fall upon 
incomes associated with the effects of the war effort itself, and the so-called 
“capital levy.” In addition, there is a series of chapters which presents in 
summary fashion the experiences of nations that have already attempted the 
application of this sort of taxation. The latter will not prove quite as inter- 
esting to most readers, who will be well advised to focus their attention upon 
Parts I, II, and V which contain the generalizations relating to the proper 
form and réle of the taxes on war wealth, and for wach Mr. J. R. Hicks 
assumes primary responsibility. 

The central thesis is laid down in the Preface and runs as follows: 

“The greater part of the cost of war needs to be met out of taxes which 
fall in the ordinary way upon ordinary incomes.” Based as it is upon a 
comparatively thorough study of the special taxes associated with war, this 
conclusion is apt to be quite unpleasant to a great many people, especially 
those who are inclined to place major emphasis at the present time on the 
development of the excess profits tax. And yet it is very difficult to disagree 
with Mr. Hicks’s conclusion. The main objective of war taxation is the 
control of consumer income. If this is to be accomplished a tax system must 
be constructed which is broad in its scope, quick and flexible in its impact. 
The war taxes discussed by Mr. Hicks are not very satisfactory when 
judged by these criteria. 

The excess profits tax is, In the absence of the extreme price inflation 
which it is supposed to assist in preventing, relatively narrow in its impact; 
fails for the most part to tap the chief source of consumer income, wages. 
In this respect it is even less satisfactory than a tax on corporate net income 
would be, and the latter itself cannot qualify as the chief weapon in a war 
finance scheme because it has a relatively narrow scope. 

If constructed according to traditional plans, the capital levy would fall 
beneath the same charge. It too would miss a large proportion of the total 
income of the civilian economy; it too would have to be supplemented with 
other taxes, and the latter rather than the capital levy itself would be the 
primary instrument for the control of consumer income. 

From the point of view of flexibility and rapidity of collection neither 
capital levy nor excess profits tax makes a good showing. By its very nature 
the levy cannot serve as a part of a continuing program and the delays 
involved in its administration are notorious. The excess profits tax might be 
made to give some flexibility to a revenue system, but the extreme difficulty 
of defining excess profits and translating the definition into detailed admin- 
istrative rules tells heavily against the possibility of even reasonably prompt 
collection. This is a very serious defect from the point of view of the primary 
objective of war taxation. 

Yet Mr. Hicks is aware, as all of us are, that extreme pressure will be 
applied to use these special war taxes as a means of extracting a large 
contribution from persons in the upper income brackets. Moreover, Mr. Hicks 
is aware hat a failure to satisfy the demand for this sort of taxation will be 
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quite unfortunate in that it will place a selling point of major importance 
in the hands of people ‘who are attempting to head off measures intended to 
control lower bracket Incomes. Hence the conclusion can be reached that at 
least the excess profits tax is desirable even though it ought not to be treated 
as the keystone of a war tax program, 

The question then arises as to the form which such a tax ought to take. 
There are two fundamental choices which must be made. Is the tax to be 
imposed on the excess profits of business or corporate business taken alone? 
Or is the tax to be a general levy on added income applying to persons as 
well? The second question is the choice between a tax levied on high incomes 
generally and one which is aimed specifically at additional income obtained 
during the war period, which is over and above that arising during the years 
prior to the impact of the war boom. 

The somewhat guarded approval which Mr. Hicks bestows upon an added 
income tax on persons used as a supplement to an excess profits tax on 
business must be viewed somewhat critically if one has in mind the application 
of the conclusions reached to the tax program of the United States. A tax on 
added income of this sort requires a comparison between income received 
during the pre-war and that of the war period. The data for such a com- 
parison are meagre in this country because of the limited scope of the 
pre-war personal income tax. This fact, taken together with the added diffi-, 
culties of administration involved, raises a distinct presumption against a 
levy of this sort in our own case, especially when the measure is used as a 
substitute for additional rates applied under the ordinary personal income tax. 
While this conclusion seems inescapable, it is disappointing because the idea 
of a general tax on war income is very attractive in itself and becomes 
increasingly so when one observes the erratic manner in which the war 
affects the economic status of particular individuals. 

Mr. Hicks also bestows his blessing upon the so-called “war profits” as 
contrasted with the “high profits” form of excess profits taxation. This boils 
down to the general use of the so-called “base period income” formula, a most 
interesting conclusion in view of the implicit approval bestowed upon the 
form of the excess profits tax now in use in this country, especially since 
that form has been the object of persistent criticism on the part of the 
federal treasury and recently has been attacked by a very distinguished 
American student of excess profits taxation.? 

The objection to the position taken by Mr. Hicks is easy to see. The 
process of constructing a tax on base period income grants unusually favored 
treatment to firms enjoying large profits in the base period, including those 
firms whose profits are ordinarily large because of monopoly position. Yet the 
logic of a tax calculated on base period income is far more appropriate to 
the desire to levy upon the windfall profits of a war period than the sort of 
levy which is constructed on the basis of excess profits defined in terms of a 
percentage return on the investment in the enterprise in question. The latter 


1C, Shoup, “The Taxation of Excess Profits,” Pol. Sci. Quart., vol. Iv, pp. 535-55; 
vol. lvi, pp. 84-106; 226-49. à 
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form is far more consistent with a policy designed to set up a permanent tax 
on high profits intended to serve primarily as an instrument for attacking 
the so-called “monopoly problem.” There is considerable reason to believe 
that this is the underlying objective behind the current proposal to amend 
the excess profits tax so as to eliminate the option to use the base period 
income formula. To precipitate at this time a debate over the use of taxation 
as a device for trenching upon monopoly~ position seems distinctly unwise 
from a political and economic point of view. If, on the other hand, the 
object of the legislation is restricted to the taxation of war profits, Mr. Hicks’s 
conclusion and the implicit support of the form of tax now in use in this 
country seems fully justified. 

Mr. Hicks has a good deal to say concerning economic incentives during 
a war period. He is inclined to the opinion that at least during the early 
years of the war effort, care must be taken not to take away so large a 
percentage of marginal income as to dampen unduly the enterprise of the 
business community. This means of course an implicit condemnation of very 
heavy rates under the excess profits tax. Clearly the 100 per cent rate formerly 
in use under the British levy was ill advised and the substitution of a blocked 
account for the last 20 per cent of this rate was fully justified by Mr. Hicks’s 
logic. It may well be, however, that he underestimates the need for a profit 
stimulus during the later years of the war effort. So long as any substantial 
` body of policy decisions remains in the hands of private enterprise the 
wholehearted codperation of the business community is vital for the war 
effort, and the complete or nearly complete elimination of the motive to 
which that section of the community ordinarily responds is dangerous from 
the point of view of the success of the war effort itself. 

Mr. Hicks’s chapters on the economics of the capital levy are well worth 
reading. They are in fact the first serious analysis of this proposal since the 
time of the Colwyn report. While the general result of his treatment is to 
reduce somewhat the fears which have become traditional concerning the 
possibility of financing the collection of a tax of this sort, the impression 
remains that a very real problem exists. The collection of a heavy tax would 
be a delicate operation at best and this counts seriously against its use 
during periods of great stress when nicely conceived devices requiring precise 
and deliberate administration are not apt to receive the attention which they 
deserve. 

As we have already pointed out, this book is an important contribution. 
-Invaluable as a source of information concerning the fiscal policy of today, it 
fills a major loophole in the general literature of public finance. 

EUGENE E. OAKES 


Yale University 
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The Economics of American Defense. By Seymour E. Harris, (New York: 
Norton. 1941. Pp. 350. $2.75.) 


This volume is an essay in applying “the principles of economics to the 
problems of war and defense. It is both a tract on public policy and an 
exercise in economic principles” (p. 7). As an exercise in economic principles 
it examines the structure and functioning of a war economy; as a tract on 
policy, it analyzes the American defense program in the light both of its 
legacy from the depressed thirties and of its presumptive bequest to the 
post-war world, of the future. While these two broad fields of interest are 
obviously interdependent, it is convenient to examine them separately. 

In real terms the economic impact of war involves the attempt to maximize 
specific goods and services at the disposal of the state. The means whereby 
this is done include the centralized control of foreign trade so as to reduce 
exports and increase imports, the stimulation of output, the discouragement 
of consumption, the cessation of capital formation or replacement in non- 
essential industries, and the diversion to the state of the resources so freed 
(p. 55). In monetary terms, the problem involves providing the state with 
the dollars necessary to purchase the goods and services it needs by methods 
involving a minimum of dislocation, hardship and, above all, competition 
with the state for scarce resources, The existence of this financial problem 
has, in the past, tended to obscure the “real” problem just stated. Professor 
Harris quite rightly reiterates that fundamentally the financial problem is a 
secondary one, thus recalling the dictum of The Economist that the first 
charge upon financial policy is to see to it that nothing is ever decided upon 
financial grounds. Given the basic task—increase in output and diversion of 
resources——how can it best be accomplished? 

To the extent that idle resources are available, they can be mobilized 
simply by bidding for them, For this reason, the extent of unemployment 
should be regarded as an important determinant of governmental policy 
(p. 50). But the existence of bottlenecks, the pressure for speed “beyond the 
system’s ability to adjust real resources” (p. 139), and the immobility and 
specificity of many resources soon exert an upward pressure upon prices which 
brings the issue of price control to the fore. To the extent that inflation 
facilitates the expansion of necessary output and increases the income of the 
treasury, the author is not hostile to its appearance (pp. 149-50), although 
he recognizes the need for its control. The reviewer would agree that, for 
political reasons at least, some degree of inflation is all but inevitable in a 
war economy; that scarcely needs pointing out in the United States of early 
1942. But he feels that there are two points to which Professor Harris could 
have given greater consideration and which might modify the conclusions 
reached in the volume under review. 

The first has to do with idle resources. It has become semi-fashionable to 
accept increases in the quantity and velocity of money as long as these are 
matched by corresponding increases in output. Professor Harris correctly 
calls attention to the fact that, in such a process, prices begin to rise con- 
siderably before the point of theoretical full employment has been reached. 
This suggests that such a rise in prices may reflect inability to supply (the 
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bottleneck issue), and at once raises the question whether further price in- 
creases have any stimulatory effect upon output. Given time, the situation 
may adjust itself; but under the conditions of modern war, time itself tends 
to be scarce, and cannot easily be spared until self-corrective forces have 
come into operation, The author mentions in one or two places (e.g., p. 73) 
the desirability of utilizing price increases as incentives. This presupposes a 
greater degree of mobility, and rapid mobility, than may, in fact, obtain, 
except in the very early stages of rearmament which by now have been passed. 
It also raises questions about the use which the recipients of increased prices 
make of their enhanced incomes, which obviously should not be spent in 
competition with the government for scarce resources. Given the state’s need 
for resources, use of the price incentive as a mechanical rabbit would seem 
to be advantageous only as long as the rabbit is never caught! 

This brings us to the second and more fundamental point, which has to do 
with the consistency of the classical price function itself with an economic 
war effort. High prices, traditionally, serve the twofold purpose of stimu- 
lating output and restricting demand. Once resources really become scarce, 
not only are the possibilities of expanding. production reduced, but high 
prices may actually have a deleterious effect upon output. There is some 
ground for believing that, during the last war, certain marginal producers of 
copper and coal, brought into production by the prices then prevailing, 
actually drew resources (especially labor and transportation facilities), away 
from more efficient plants which could have used them to better effect. 

The same ineffectiveness exists on the demand side. No government at 
war will ever let its demand for resources be restricted by the height of the 
prices it has to pay. And, apart from foreign trade, there is no limit to the 
monetary resources which a state can bring into the market. Civilian demand 
may be restricted by mounting wartime prices, but only to the extent that 
increases in wages, profits and other incomes fail to keep abreast of the 
increases in commodity prices’ themselves. 

Carried to its logical extreme, the principles of war economics can be 
reduced to three basic procedures: people must be assigned tasks on the 
basis of national need, irrespective of differential financial incentives (this, 
of course, is done in so far as induction into the armed forces is concerned) ; 
individual incomes should be, paid on the basis of need, irrespective of the 
occupation of the recipient; and the distribution of goods and services should 
take place under the complete administrative control of the state, irrespective 
of the means of payment in the hands of consumers. No nation has yet 
carried matters quite as far as this, which means that, as far as policy is 
concerned, the problem is even more a political than an economic one. The 
decision as to how “totalitarian” a modern democracy must become in order 
to wage war effectivély will, and should, be based not only on the state of 
the budget, the severity of bottlenecks and the interrelationships among 
prices, but also on the state of public opinion, the urgency of the crisis and 
the anticipated ease of the projected post-war transition back to peace. 

With respect to American policy, Professor Harris has many sensible 
things tq say. The fact that the United States has become a belligerent since 


1942] BOOK REVIEWS 159 


the book was written requires certain modifications in detail but few in 
principle, i 

The defense program itself is examined against the setting of recent 
economic history and in the light of its rôle as “arsenal of democracy” which 
the United States was playing at the time the book was written. Parts of the 
section on the international position of this country may need revision if 
recent hints that the belligerent democracies are contemplating the pooling 
of their financial and material resources are ever carried through. 

Some of the most interesting portions of the book have to do with the 
financing of the war and the control of inflation. In principle, the author 
discerns three stages in the transition to a full-blown war economy. (His 
suggested time table [pp. 175-76] needs revision in view of the recently 
announced war budget of fifty-six billions.) The first stage, characterized by 
the progressive utilization of hitherto unemployed resources, is accompanied 
by deficit financing, moderate tax increases and increased tax yields; the 
second is marked by continued deficit financing, increased reliance on taxation 
and the commencement of borrowing out of genuine current savings; while 
the third stage finds increased reliance upon consumption taxes and a 
proportionate decrease in the deficit in relation to total expenditures, even 
though, in absolute terms, the deficit may continue to increase. Professor 
Harris, wisely, is not an alarmist about the size of the debt, pointing out 
(pp. 314-17) that the extent to which it may become burdensome depends 
on other factors, such as the size of the national income, to which primary 
consideration should be given. 

The most serious criticism of the American defense program to be found 
in the book is directed against its lack of integration. The responsibility for 
tax policy, monetary policy and price policy is concentrated in different 
governmental agencies, and each policy has been formulated more or less 
independently of the others. Yet the close interrelationship between prices, 
money and finances, income, consumption and, again, prices should mean that 
taxation, price control and borrowing are jointly moulded into a dynamic, 
flexible, over-all economic policy. The concluding chapter of the book is 
devoted to just this topic: a criticism of the defense program up to the early 
fall of 1941, with suggestions for its improvement. 

The book is not an easy one to read. It is characterized by an attention 
to detail that sometimes obscures the underlying significance of the details 
themselves. But it is a mature treatment of the economics of this war; and, 
for readers in this country, at any rate, not its least valuable feature is its 
integration of the theory of war economics with a discussion of the applica- 
tions of that theory to contemporary American problems. 


GEORGE P. ADAMS, JR. 
Cornell University 
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Paying for Defense. By ALBERT GarLord Hart and Epwarp D. ALLEN, with 
others. (Philadelphia: Blakiston. 1941. Pp, viii, 275. $2.50.) 


The authors present an analysis of the problems of fiscal policy confronting 
the country in the national emergency. Upon the basis of this analysis, a posi- 
tive program is constructed and its probable economic consequences indicated. 
Although the book was of course written before the United States became 
fully involved in war, its timeliness is not thereby seriously affected. The 
authors’ estimates of revenue required must now be revised upward substan- 
tially; but what they have to say with regard to the objectives and methods 
of fiscal policy is as applicable now as before. 

The primary objective of fiscal policy is of course to raise the necessary 
amount of revenue for defense needs. But the problems that are really trouble- 
some are those involved in the choice of methods of raising the amount 
required. These are the problems with which the authors are mainly con- 
cerned, They list six objectives as of determining importance in the choice 
of methods of defense financing: (1) to maximize output; (2) to prevent 
an inflationary increase in the general level of prices; (3) to attain a distribu- 
tion of burdens according to ability to pay; (4) to give everyone a sense of 
sharing in defense; (5) to release resources needed for defense; and (6) to 
promote, as far as possible, a healthy financial structure. By far the most 
stress is placed by the authors upon the second and third objectives. 

A careful analysis is presented of the extent to which reliance may safely 
be put upon expansionary and non-expansionary borrowing, leading to a 
consideration of the volume and the methods of taxation which will be neces- 
sary and desirable to raise the required amount of revenue. Throughout the 
analysis, the emphasis is upon the necessity of achieving an equitable dis- 
tribution of burdens and of preventing inflation, 

In the program of fiscal policy which emerges from the analysis, principal 
reliance is placed upon the income tax, on the ground that the great increase 
in revenue required could most equitably be raised from this source. Hence 
it is proposed that a revenue of ten or twelve billion dollars should be raised 
by this tax during the year 1941-42, the increase in revenue from this source 
to be effected by lowering exemptions about one-half and by appropriate 
increases in rates. To make the tax more effective in checking inflation, it is 
recommended that the tax be collected during the year in which the income 
is earned, mainly through collection at source, and that the rate be varied, 
possibly as often as monthly, whenever variations in a cost of living index 
indicate either an inflationary or a deflationary tendency. 

The general sales tax as a means of raising all or any part of the necessary 
additional revenue is rejected on the ground that our tax system is already 
regressive, that such a tax would tend to raise prices to consumers, thus 
providing a basis for demands for wage increases which would further the 
inflationary tendencies already operative, and that it would be relatively 
inefficient as a curb upon the spending of those in the high- and middle-income 
brackets. Excess profit taxes can probably be relied upon to raise some of 
the increased revenue required, but are regarded as relatively ineffective 
means in proportion to the amount needed. Excise taxes on goods whose 
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production conflicts with defense needs should be used to absorb the excess 
profits which otherwise might accrue to the producers of such commodities 
whose supplies have been restricted. The government should raise funds by 
borrowing only in so far as this can be done without prices rising, Every 
rise in the cost of living should therefore be accompanied, or promptly followed, 
by an increase in the income tax rate and a decrease in borrowing. 

There will, I believe, be general agreement with the authors’ stress upon 
the desirability of attaining a distribution of the burden of war finance 
in accordance with ability to pay, and upon the importance of having all 
taxpayers conscious of their contribution. Hence there also should be general 
agreement with the authors’ preference for the income tax as that source 
of increased revenue upon which primary reliance should be placed. 

Nor should any question be raised as to the desirability of levying sufficient 
taxation to block inflation, Here the authors’ stress upon promptness of 
collection is also appropriate, and I find myself in agreement with them as 
to the importance of introducing collection at source to as great an extent 
as may be administratively feasible. I seriously question however the desir- 
ability, either from the administrative or from the economic point of view, 
of adopting the authors’ proposal for frequent changes in the income tax rate. 
I am afraid that they underestimate the seriousness of the uncertainty, from 
the point of view of the taxpayer, that would result, and that they overestimate 
the feasibility of the use of simple statistical criteria as a basis for quick 
administrative action with regard to rate changes. 

The authors also, in my opinion, have underestimated the possibilities of 
non-expansionary borrowing as a source of revenue in time of war. The heavy 
income tax which they propose, even though it be highly progressive, involves 
a very serious burden for the lower income groups. The even heavier tax 
which would now become necessary might involve an impossibly heavy burden 
for these groups. Even a highly progressive income tax will place more of 
the burden of financing the emergency upon the lower income classes than 
will a program of non-expansionary borrowing. It is true, as the authors 
point out (p. 82), that in the period of debt repayment spending power is 
likely to be transferred from the lower income groups to the higher income 
groups; but the authors fail to note that during the war period in which the 
debt is increasing, the use of non-expansionary borrowing in effect shifts 
some of the burden of war finance from the lower income groups to the higher 
Income groups. With the burden of the war finance program as large as now 
appears likely, considerable reliance upon non-expansionary borrowing will not 
only be desirable but also probably unavoidable. Although the authors do 
devote some attention to the possibilities of compulsory loans, I am afraid they 
have failed to appreciate their possibilities to the full. 

A minor criticism has reference to the argument in favor of excise taxes 
on commodities the production of which involves the use of resources required 
for defense purposes. The authors favor such taxes as a means of drawing 
off excess profits that otherwise might arise as a result of the restriction upon 
output. In effect, this proposal represents the use of excise taxes as a partial 
substitute for excess profits taxes, and to that extent the argument appears 
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sound; but it also represents the use of excise taxes as a means of rationing 
scarce goods. For if the excise tax on a given commodity is sufficiently high 
to draw off the whole of the increase in price which otherwise would result 
from the restriction in supply, then the tax must be sufficiently high to raise 
the price to that level at which the quantity demanded would be no more 
than equal to the limited amount of the commodity produced. This is a very 
inequitable method of rationing. Much more desirable would be the institution 
of price control and consumer rationing in the case of such commodities. 

Readers of the book will appreciate the clarity and brevity of the authors’ 
exposition. They will also admire their courageous, and on the whole, cautious 
and helpful use of available statistical materials. 


B. E. HALEY 
Stanford University 


dagen State Debts By B. U. RATCHForD. (Durham: Duke Univ. Press. 
1941. Pp. xviii, 629. $5.00.) 


An encyclopedic review of the past experience of our states in the exercise 
of their credit and an attempt to deduce therefrom helpful conclusions to 
guide them in their future borrowings are presented in American State Debts. 
Two-thirds of the book are devoted to a chronological account ofthe develop- 
ment of state borrowing from the colonial period to the present time; one- 
third deals with current problems and suggestions for their solution. 

A sharp contrast is drawn between the debts incurred by the colonial 
governments and the states prior to 1800, which were comprised largely of 
paper money issues and debt certificates of irregular amounts, were largely 
“forced” in character and were incurred for the financing of wars and oper- 
ating deficits, and the debts incurred after 1800, which took the form of 
regular negotiable bonds, were voluntary in nature and were used mainly 
to finance capital outlays. l 

The course of modern state borrowing, which really began in 1820, is 
divided into five periods. The first, running to 1840, was concerned with 
internal improvements, such as the construction of canals, turnpikes and 
railroads and with the organization of state banks, and is shown to have 
been a failure in the sense that it ended in widespread deficits, repudiations 
and financial losses to the states. The second period (1845-1860), similarly 
characterized by borrowing for internal improvements, is shown to have 
been a somewhat lesser failure, due to the greater care exercised by the 
officials in the selection of the projects to be financed by loans. The appraisal 
of the results of these borrowings follows the traditional financial pattern. 
No acknowledgment is made of the fact that these borrowings, even though 
they had resulted in losses to the treasury, might have conferred benefits 
on the community nonetheless. 

The nature of the constitutional restrictions on state borrowing adopted 
toward the close of the two periods mentioned, under pressure from irate 
taxpayers, is described, but unfortunately the political and social implications 
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of these restrictions are not brought out as clearly as they might have been. 
No suggestion is advanced, for example, that the complete prohibition em- 
bodied in many of these restrictions on the contraction of any debt by either 
the legislature or even the electorate itself, for any purpose except the sup- 
pression of an insurrection, might have been unwise in that it closed the 
field of internal improvements to the state governments concerned completely 
for many years to come, leaving this field to be exploited solely by private 
corporations interested merely in earning profits. The abuses of state credit 
during this early period are evaluated too much in terms of present-day stand- 
ards and not enough in terms of the general speculative setting which char- 
acterized all economic operations of this time. 

The third period of development of state borrowing, associated with the 
financing of the Civil War, is deemed to have been partly unsuccessful, 
inasmuch as it was attended by inflation and, in the case of southern states 
at least, also repudiation. The fourth period, associated with the borrowings 
of the southern states, under gang rule, during the Reconstruction Era and 
similarly culminating in a series of defaults, is admitted by the author not 
to have been a “fair example of state borrowing.” 

Having reviewed these somewhat unsavory pages in the history of the 
American state debts, the author turns to the modern (fifth) period of their 
development, running from 1910 to 1940, and characterized by_borrowings 
of a multi-purpose nature. The author is loath to admit the greater orderliness 
of state borrowing during this period and its basic difference from the unfor- 
tunate earlier experiences of the past. He takes the position that “it is still 
too early to formulate a final evaluation of this period, for most of the loans 
have yet to be repaid,” thus indirectly suggesting the possibility of new state 
repudiations and defaults. He is willing to admit that the borrowings for 
highways and unemployment relief of this period have been socially worth 
while. But he believes that the loans for veterans’ bonuses and the debts 
incurred by some western states for the establishment of systems of rural 
credit, after the collapse of farm prices in 1920-1921, have been unjustified, 
and he withholds judgment as to the worthwhileness of the loans contracted 
for other purposes. It is not clear to the reviewer wherein these other loans, 
which have comprised such projects as grade crossing elimination, bridges, 
state parks, additions to university buildings, hospitals, aid to public housing, 
harbor improvements, development of water supplies and reforestation, have 
been less desirable than borrowings for highways or unemployment relief. 

State officials are taken to task for having neglected to use during the 
1920’s the callable type of bonds, which eventually would have saved their 
states considerable sums in interest payments since these bonds could have 
been refunded during the 1930’s when interest rates dropped sharply. The 
fact is overlooked, however, that no one even among the experts advising the 
officials anticipated at the time the occurrence shortly of a sharp break in 
the interest rates or advocated the use of this type of bonds. The under- 
writers, who were an important part of the market, as the author admits, 
were adverse to its use. In the light of this, it is not clear how the officials 
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could have done otherwise than to adhere to the more traditional forms of 
borrowing. The experience of the 1930’s should serve as a lesson for the 
future to all state and municipal officials and students of public finance 
regarding the advantages of introducing greater flexibility in the terms for 
which bonds are issued, but it certainly does not demonstrate the lack of 
foresight on the part of any particular group of individuals. 

The section on current problems is opened with two case studies—those 
of Arkansas and Tennessee—which bring clearly to the fore the evil 
consequences of the failure by a state to plan carefully its borrowings and 
debt repayments. This is followed by a discussion of constitutional debt 
limitations, which, unfortunately, is too descriptive and not sufficiently critical 
in character. The author should have considered at this point the pros and > 
cons of these limitations. Instead, he limited himself merely to a statistical 
comparison proving that constitutional restrictions restrict borrowing. Next 
comes a review of court interpretations of these limitations, and of the 
remedies left to bondholders to secure the enforcement of state loans; and a 
survey of some of the dangers involved in the unrestrained use by states 
of the “limited obligation” type of bonds, commonly known in the market 
as “revenue bonds.” In a chapter devoted to the present geographic distribu- 
tion of state debts, their concentration in the Northeast and Southwest is 
pointed out. This concentration is explained by the greater maturity of these 
regions, the poverty of the southern states, and the special prominence: of 

“machine politics” in some of them. 

The economic effects of state debts are treated in a chapter of only some 
seventeen pages. The discussion is rather academic, bears little relation to the 
rest of the book, and is confusing. The disadvantages of state borrowing are 
emphasized, while the advantages are slurred over. Borrowing is said to 
promote extravagance, inefficiency, graft, and irresponsibility among officials 
and overconfidence among citizens generally, and to create false booms. It 
tends, according to the author, to generate more borrowing and, by producing 
a heavy debt burden, to rob the state of its freedom of movement and 
ability to meet new emergencies, Eventually, by necessitatmg large repay- 
ments, it is said to exercise deflationary effects on business. The only real 
advantage seen in borrowing is that it makes possible the execution of activities 
on a large scale, but even with respect to this advantage, some limiting factors 
are suggested. No distinction is made between the economic effects of well- 
controlled borrowing and those of loose or excessive borrowing. Yet such a 
distinction would have been exceedingly serviceable in view of the recom- 
mendations made in the concluding portion of the book for the liberalization 
of the existing constitutional debt restrictions and a better planning by the 
states of their borrowing generally. 

The plea for a liberalization of these debt restrictions is based mainly on 
the argument that they are being evaded through the issuance of revenue 
bonds. This plea would have been more convincing, and also more in accord- 
ance with the facts, had it been based upon a demonstration that state loans, 
when well planned, can confer immense advantages on a state; that such a 
planning of them is scarcely possible under the existing debt limitations, and 
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that there exists today in many of our states, as a result of a complete 
overhauling of their administrative machinery in recent years, the compe- 
tence necessary for making effective such planning of the use of their credit. 

The author recommends the conferring on the state legislature of a power 
to incur debt up to an amount equal to the annual current revenue of the 
state during the preceeding five years, with a power for the electorate to 
borrow, by a special referendum in each case, up to another such sum, and 
for the legislature, in the event of a proclaimed emergency, to borrow up 
to an additional 50 per cent of such amount. Thus, the aggregate debt limit 
applicable to normal times would amount to 200 per cent of such average 
current revenue, and for emergency times, to 250 per cent of it. In addition, 
debts of self-supporting enterprises would be made completely exempt from 
the debt limit. These are sensible proposals. Except for the fact that the limits 
are to be based on the average current revenue instead of on the average 
assessed valuations, they follow to a large extent the arrangments which 
have been in effect for many years in the case of municipal borrowing and 
which have operated there with reasonable satisfaction, The substitution of 
current revenue for assessed valuations, as a basis for the limitation of state 
debts, is logical inasmuch as state revenue (on which the ability to take care 
of the debts rests) is derived mostly from other sources than the property tax. 

The final section of the book is replete with excellent recommendations. 
The states are urged to proceed slowly with the exercise of their credit. Many 
of the mistakes of the past are laid, quite rightly, to excessive haste in the 
authorization of the loans. Great emphasis is placed on the need for establish- 
ing capital outlay budgets and long-range financial planning, the financing 
from current revenue of at least a small portion of the cost of each outlay 
as a “down payment,” the shortening of the terms of bonds to 25 years, the 
use of callable bonds, and the resort to state borrowing mainly during periods 
of depression. 

These excellent recommendations, however, would have been more forceful 
had they been supported more fully with confirming opinions from the exist- 
ing literature on the subject and references to the successful experimentation 
with some of the proposed devices by the more progressive states and munici- 
palities in recent years. In general, the book suffers from an insufficient 
emphasis on the improvements introduced by the states in their borrowing 
practices in recent times and from a failure to indicate clearly that most 
of the abuses of their credit took place in the distant past. A reader who has 
been told that “it is not feasible to make any general statement as to whether 
the states have, on the whole, realized a net advantage from their borrowings” 
(p. 583) will find it difficult to follow the author’s recommendations for a 
broad liberalization of the existing limitation of state debts. This statement, 
in the reviewer’s judgment, has some semblance of correctness only if the 
unfortunate but really irrelevant experiences in state borrowing of one hundred 
years ago are indiscriminately lumped together with the more fortunate and 
relevant experiences in such borrowing of modern times. 

But, despite these shortcomings, the book is to be commended as a piece 
of formidable research and first-rate scholarship, It is profusely documented 
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and will be of great value to persons interested in state bonds as an invest- 
ment, officials concerned with the management of state debts, and students 
of public finance generally. It is written simply and clearly and should exer- 
cise a wholesome influence upon the future course of state borrowing. Its 
appearance at a time, when, because of a preoccupation with national defense, 
a lull in state borrowing. is setting in, is especially appropriate. This tem- 
porary relaxation in state borrowing should afford an opportunity to the 
officials concerned to perfect the arrangements necessary for the exercise by 
their states of their credit more intelligently and effectively during the next 
period of efflorescence of internal improvements and state participation therein, 
which is likely to follow on the heels of the present defense period. 


PAUL STUDENSKI 
New York University 


Money and Banking; Short-Term Credit 


Money in Motion; the Social Function of Banking. By A. C. HoLDEN. (New 
York: Harper. 1940. Pp. vii, 242. $2.50.) 


The author, for twenty-five years an architect engaged in large-scale house 
construction, was impressed by the imperfections of long-term finance in 
the industry. He is convinced that dislocation, unemployment and depres- 
sions are largely, if not completely, due to the lack of a reorientation in the 
capital goods enterprise. The heart of the problem lies in striking a balance 
between production and consumption, between the cost of capital goods and 
the continual revenues derived from them. Long-term finance must learn to 
amortize long-term debts out of the utilities thrown off by the capital pro- 
duced: witness such instructive instances as toll-bridge fnance, installment 
buying and house rentals, where gradual payments measure the succession - 
of utilities and alike provide the means of liquidating the long-term credit 
which gave birth to the durable agents. 

Long-term finance is to borrow a page from the ideal conception of short- 
term credit extension. The commercial banker is not, or should not be, a mere 
merchant of money, ready to lend so long as “collateral” is provided. He is 
rather supposed to judge the supply and demand for the goods of the pro- 
ducer seeking accommodation; and a grant of bank credit is to symbolize that 
the production of the goods is justified by the market conditions. A similar 
conception ought to govern long-term credit for capital goods. To allow 
savings alone to determine the course of investment is to give hostages to 
fortune, for a disparity exists between the ebb and flow of savings and the 
fluctuating requirements of funds for capital formation with solvency and 
stability as the paramount objectives. The dislocations are compounded by 
the profit motive and high rates of interest as the arbiters of investment. 
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These criteria of allocation do not guarantee the equation between cost and 
utilities and above all the liquidation of the long-term credit involved. 

What is needed is a Capital Reserve banking system, not unlike the Federal 
Reserve system in structure, embracing all the saving and investment institu- 
tions in the projected districts. It will be the function of the new institution 
to extend long-term credit, beyond the pool of savings if need be, at varying 
but low rates of interest. The master purpose will be the mitigation of depres- 
sions and the flattening and lengthening of the business cycle generally, by 
employing idle. productive forces and by redirecting resources to new employ- 
ments. The guide will be, not primarily profit and interest, but careful study 
and planning and an effort to match potential demand with new projects. 

The significance of the book goes beyond the central thesis, which possesses 
flaws obvious to the student of economics. The author is a fine example of what 
college presidents have in mind when they talk of a liberal education. The 
book combines a pleasant style and a wide-ranging view with a tolerant 
attitude to social critics and reflections on social psychology. The nature of 
banking, of hoarding and saving, of installment buying, and of amortization 
are expounded with uncommon pedagogical skill. It is a good book for the 
business man because it opens new vistas, points to new responsibilities, and 
paints the function of business on a broad canvas and with perspective. 


M. M. BOBER 
Lawrence College 


The Security Affiliates of National Banks. By W. NELSON Peacu. Johns Hop- 
kins Univ. stud. in hist. and pol. sci., ser. lviii, no. 3. (Baltimore: Johns 
Hopkins Press. Pp. 187. $1.50.) 


The 1941 addition to the Hopkins studies in historical and political science 
describes at some length financial developments of the twenties which led to 
a decline in importance of that aspect of banking which long has been regarded 
as strictly commercial. During that same decade investment banking was en- 
joying an era of unprecedented prosperity. As the effective demand for good 
commercial loans declined banks were forced to invést an increasingly large 
percentage of their funds in securities and to make loans in large volume 
secured by stocks and bonds in the process of distribution or being used cur- 
rently as media for speculation by the banks’ own customers. As these phases 
of their activities grew more important large metropolitan banks found it 
necessary to develop bond departments and to keep in close contact with 
all aspects of the securities business. The way was thus paved for banks to 
enter the investment banking business in spite of limited powers in this field. 
In an era so reckless and speculative it would seem strange indeed had the 
device of the security affiliate failed to make an appearance. 

Using as his principal examples the security affiliates of the Chase and the 
National City banks, the author describes the abuses growing out of the 
affiliate system. Most of the resulting evils might have been eliminated by 
corrective and regulatory legislation; yet there would still remain the funda- 
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mental defect-——mixing the commercial and investment phases of the banking 
business. 

Since security affiliates have been abolished presumably permanently, the 
study is valuable principally to students of financial history. For a work so 
scholarly and so well documented it makes unusually interesting reading, for it 
throws considerable light on business and banking standards of an era now 
dead but never to be forgotten. 


R. G. RoDKEY 
University of Michigan . 


International Trade, Finance and Economic Policy 


Inter-American Solidarity. By WALTER H. C. Laves, editor. Lectures on the 
Harris Foundation. (Chicago: Univ. of Chicago Press. 1941. Pp. xiii, 228. 
$1.50.) 


This volume of seven assorted essays is typical of the repetitious parade 
of writings In. the last two years which has served very little to advance 
realistic understanding of the economic issues of inter-American policy. Pro- 
fessor Upgren’s presentation, in the section on “Raw Materials and Inter- 
American Solidarity,” is substantially a reiteration of the thesis and facts 
given by him in collaboration with Professor Bidwell in an article in January 
1941. Twenty of the fifty pages in the section on “Inter-American Trade and 
Financial Problems” are consumed in expounding a naive theory of inter- 
national investment. To this the remaining discussion appends some considera- 
tions respecting the Latin American position, leading to a series of “‘Conclu- 
sions,” the tenor of which may be judged from numbers one, three, and nine: 
“1. As a natural and inevitable result of economic laws, whose workings are 
. beyond her control, the United States is bound to export capital. ... 3. Owing 
to reasons dictated by her own internal economy, and also to conditions pre- 
vailing today in international trade, the United States must inevitably export 
capital to Latin America. ... 9. The past experience of British investment in 
the United States does not seem to confirm the fears that Latin America may 
become an economic rival of the United States.” The three sections entitled 
“What Have the Americas in Common?” “Cultural Relations Among the 
American Countries,” and “Pan Americanism and the World Order,” are 
largely rhetorical, and the first of these is marred by several careless general- 
izations. Major Eliot expounds in the fashion of a formula his well-known 
ideas on modern warfare in his section on “The Strategy of Hemisphere 
Defense.” Professor Frank Scott’s contribution, “Canada and Hemispheric 
Solidarity,” on the other hand, is thoughtful, substantial, and attentive to 
neglected questions. 

Horace G. WHITE, JR. 

Washington, DC, 
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Business Finance; Insurance; Investments; Securities Markets 


Investments. By GreorceE W. DowrirE and Douctas R. FULLER. New York: 
Wiley. 1941. Pp. viii, 631. $4.00.) 

Many textbooks on investment have a serious defect. They either cover a 
wide range of material properly covered in other undergraduate courses or 
they give primarily a generalized financial survey of subjects. It is not enough 
for a course in investments merely to generalize on background material and 
financial analysis. The student should be taught how to administer an invest- 
ment fund. This entails a knowledge of fundamental problems and forces in 
investment, the significance of investment policies and plans, and the evalua- 
tion and selection of specific securities. Investments by Dowrie and Fuller 
has accomplished this job for the student in a very satisfactory way. 

Although the book covers a wide range of material on investment, the 
treatment of the subject, on the whole, is conservative, timely and effective. 
The book is well balanced, its organization is good and the presentation is 
clear. It is quite evident that the authors have a good background in economics 
and practical investment plus the ability to present their information in a 
compact, satisfactory text. 

The authors state that the book is designed “to present principles ap- 
plicable to all forms of investment and to introduce the reader to the major 
problems which each of the more important special aspects of the subject 
presents.” This purpose is accomplished to a substantial degree. The book is 
not primarily a treatise on the technique of investment. More largely it 
emphasizes and analyzes the fundamental forces creating the hazards of 
investment, the principles and criteria determining investment values, and 
the need for an investment program. 

The book begins with an introductory setting of three chapters wherein 
the nature of investment is presented, an historical perspective of the problem 
is ‘given, and the supply of and demand for capital is analyzed. Part II, 
“The Mechanism of Investment,” comprises four chapters dealing with bonds, 
equities, investment banking, and the security markets. There is nothing 
new in these chapters either as to subject matter, organization, or method of 
treatment. This is important material, however, for students beginning the 
study of investment. It is also very helpful to general readers unfamiliar with 
such subjects. In Part III, “Investment Policy,” four chapters are devoted to 
the risks of investment, primarily those arising through external influences 
such as cyclical changes, changes in purchasing power, and changes in money 
rates. Five chapters are given over to investment policy, individual and 
institutional. One chapter is on governmental protection and regulation, in 
which also is discussed “the vital part taxation may play in the determination 
of an investment program.” There is important material in this section which 
will help the student or investor to understand the need for an investment 
program. But before a sound investment plan can be formulated it is essential 
to have an understanding of the various forces which may affect investment 
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policies. The survey of institutional investors is short but it gives a good idea 
of their nature, fundamental investment problems and how they have been met. 

The fourteen chapters of Part IV on “Investment Analysis” take up nearly 
half the book. One chapter is included on sources of information. Financial 
statements are explained in two chapters. The chapters on selection of 
investments—on which the major emphasis of this division is placed—include 
general considerations, corporation bonds, civil obligations, real estate and 
real estate obligations, and common stocks. Here investment analysis is 
employed for the purpose of providing the investor with a sound basis for 
determining investment values. There is presented the fundamental elements 
in the appraisal of each type of fixed income obligation, The methods of 
analysis are clarified by concrete illustrations in which actual companies are 
examined. Common stock selection is predicated upon the investment analysis 
approach. Specific factors are examined and individual companies are studied 
to illustrate the process of selection. 

Part V is a single chapter of thirteen pages on investment advice and 
management. Here is a concise and fair discussion of professional investment 
management, and the problem of managing one’s own funds. 

Certain aspects of investment are omitted or receive inadequate treatment. 
Inflation is treated incidentally in the chapter on the purchasing power risk. 
War as a factor in investment is only mentioned. A chapter is given to the 
stock exchange, but security speculation is omitted. There is no mention of 
the mathematics of investment. There are very few footnotes and no bibliog- 
raphy, questions, or problems. 

While the book has its weak spots, it has so many good points that we may 
consider it a real contribution as a text for those working in investment. 

N. GILBERT RIDDLE 


Ohio State University 


The Regulation of Stock Exchange Members, By RAYMOND VERNON. (New 
York: Columbia Univ. Press. 1941. Pp. xvi, 152. $2.00.) 


The scope of this concise treatment of the regulations of stock exchange 
members is limited to the various aspects of broker-dealer-specialist trans- 
actions. Despite this limitation the area remains large, and it is surprising to 
find the material covered so adequately in a small monograph. The author 
has done an excellent job of balancing the discussion of the many topics 
covered and of stating the essential points clearly. 

This is not another treatise on the economics of stock exchanges; the sub- 
ject enters only incidentally into the discussion. Instead, the book might be 
described as an exploration of the logic of exchange member regulation, The 
principal emphasis is on the aims of regulation, and on the confusion gen- 
erated by certain rules which work at cross purposes. 

The first and fifth chapters are very brief. The first states the “aims” of 
regulation but not in any detail. The author has merely listed certain claims 
for and against exchange trading, and indicated some of the difficulties of 
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regulating transactions involving member interest and the public interest. The 
fifth and last chapter contains general discussion of such phenomena as “fair” 
markets and “orderly” markets, and is based on S.E.C. and Senate reports 
and hearings. 

The main part of the work, chapters 2-4, is devoted to the following broad 
topics: (1) regulation of lending and borrowing activities of brokers; (2) 
regulation of broker and dealer activities of the specialists; and (3) regula- 
tion of members’ transactions as dealers, other than as specialists. In each 
of these sections the method followed and the type of material presented are 
essentially the same. The chapter devoted to regulations of lending and bor- 
rowing activities of brokers may be used to illustrate the general plan of this 
work, 

Some attention is first given to the historical development of restrictions 
on lending and borrowing activities of brokers beginning with the scanty 
material available for the period of crisis in 1907. The Hughes investigation, 
the work of the Pujo Committee, the developments of the twenties and early 
thirties, are briefly discussed as they relate to member borrowing and lend- 
ing. The later regulations, imposed by the Federal Reserve Board and the 
New York Stock Exchange, are outlined and analyzed in much more detail 
and some of the reasons, real or merely apparent, are advanced for the various 
rules which became effective in the period 1934-40. 

The second part of this section, outlining some of the quantitative materials 
available regarding member borrowing and lending, provides little new in- 
formation. The final part of this section is a summary and appraisal which 
does contain some interesting points. The summary is of particular interest 
because the author has clearly indicated various conflicting aims which are 
embodied in the regulations, and he has marked out definite aspects of mem- 
ber borrowing and lending activities about which very little is known. 

The other two main sections follow much the same pattern. 

This volume does not present much that is new but it does bring together 
in clear, concise language the general framework of exchange member regu- 
lations and supplements what has been done in this field with well-selected 
materials drawn from many sources. The principal contribution is the em- 
phasis on the conflicting aims of individual rules governing exchange mem- 
bers, on the need for clearly formulated policies, and on the need for much 
more factual information than has yet been secured. 


FRANK P. SMITH 
University of Rochester 


Assekuranz-Jahrbuch. By S. J. LENGYEL, editor. 2 vols. (Basel: Verlag fur 
Recht und Gesellschaft. 1941. Pp. 642; 540.) 

This insurance yearbook, founded in the year 1880 by A. Ehrenzweig, is 
the oldest annual on this subject. Moreover, it is the most international 
publication of its kind, since it shows the statistical development in twenty 
different countries and contains besides an international bibliography of 
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private insurance in general, embracing all branches of insurance in twenty- 
three countries. Most of the space is devoted to new legislation, the second 
volume treating exclusively legislation in the United States during 1939 and 
1940. It would be a great loss to insurance theory and practice all over the 
world if the sixtieth edition of the yearbook should be the last one, as seems 
possible, The present editor, formerly of Vienna, had to leave Europe and is 
now in Australia., Instead of being published in Austria as has been the 
case for the last fifty-nine years, it was necessary to publish this edition in 
Switzerland. Probably because of the characteristic difficulties of scientific 
publications within formerly independent European countries, the traditional 
first part of the yearbook containing scientific papers on insurance economics 
and administration has almost vanished, Should not America see that such an 
international publication survives? 


ALFRED MANES 
Indiana University 


Public Control of Business: Public Administration; 
National Defense and War 


Government Control of Business. By Harotp D. Koontz. (Boston: Houghton 
Mifflin. 1941. Pp. xi, 937. $4.50.) 

Government and the American Economy. By MERLE FAINsoD and LINCOLN 
Gorpon. (New-York: Norton. 1941. Pp. xvii, 863. $3.90.) 


These two volumes represent substantial new additions to the growing list 
of texts for use in survey courses in “government and business.” Although 
similar in general scope they differ considerably in approach, level of exposi- 
tion, and emphasis. On the whole Professor Koontz’s book is more conventional 
in approach, as is suggested by the title itself. In a brief introductory con- 
sideration of the problem of public control, he sketches the ebb and flow 
of governmental participation in economic life from early times, and describes 
the characteristic economic and legal institutions that constitute the setting 
of the contemporary problem of public control. The remaining seven parts 
of the book deal with government intervention in various segments of the 
economy, including transportation, public utilities, “private” business and 
trade, financial and exchange institutions, extractive industries, and labor. 
Consideration is given also to the promotional activities of government, and 
to the rôle of governmental enterprise. The book thus covers, in brief, the 
substance of a half-dozen upper class courses in sequence; the thread linking 
the several parts is that they each manifest, in one way or another, the 
common phenomenon of “government control.” 

In Government and the American Economy Professor Fainsod and Mr. 
Gordon have undertaken to survey an equally broad terrain. They, however, 
have organized their material in terms of the varying character, extent, and 
objectives of governmental intervention in the economic life of the community, 
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rather than in terms of a classification of “industries.” They begin with an 
introductory description of the structure of the modern economy, and of 
the “political” organization of different economic groups, including business, 
labor and agriculture, emphasizing the rôle of these pressure groups in the 
functioning of modern government. The three remaining parts of the book 
deal, in turn, with government as a promoter of particular economic interests, 
government as regulator in the public interest, and public enterprise and 
conservation. Part III, dealing with government as regulator, covers sub- 
stantially the same groupings of industries as are treated by Professor 
Koontz. 

In this connection certain interesting differences in emphasis are apparent. 
Professor Koontz, for example, devotes nearly a third of his book (three 
hundred pages) to transportation and public utilities, business traditionally 
“affected with a public interest,” and approximately half as much space to 
regulation to enforce competition and the control of specific industries such 
as coal and oil. Professor Fainsod and Mr. Gordon, on the other hand, place 
much less emphasis on transportation and public service industries, and much 
more on antitrust and trade practice legislation, the activities of trade associa- 
tions, and our experience with N.R.A. 

Especially interesting is the difference in emphasis accorded to the N.R.A. 
and subsequent experience. To Professor Koontz the N.R.A. was an “inter- 
esting, but happily short, experiment with the use of the code device for 
widespread business regulation,” to be disposed of in two scant pages as an 
incident to the discussion of the control of competitive practices. Professor 
Fainsod and Mr. Gordon have treated it at very considerable length as a 
case study in industrial self-regulation under the aegis of government, and 
as such of permanent significance, quite apart from the situation that called 
it into being. Here, as elsewhere, they have brought into the foreground the 
grave problems of political organization and administration involved in any 
large-scale attempt at governmental control of or participation in the conduct 
of business. 

Both volumes end with chapters that attempt an appraisal of the rising tide 
of governmental intervention in economic life, and of the possible alternatives 
of public policy. Professor Fainsod and Mr. Gordon are diverted, however, 
in the midst of their summing up, to a consideration of the impact of war 
upon the economy, and to a description of the measures for effecting the 
transition from peace to war. The treatment of the problem is brief, to say 
the least, in comparison with its contemporary significance, and gives the 
appearance of a hasty addition, not well integrated with the remainder of 
the book, or even with the general discussion of public policy, with which it is 
conjoined. 

Both volumes have drawn heavily on the wealth of material made available 
in recent years through the publications of the T.N.E.C., the National 
Resources Committee, and other governmental and private sources. Both 
reflect, in considerable measure, the influence of the past decade of develop- 
ment in economic theory as applied to market phenomena and business 
behavior, although the employment of these tools has not been as thorough- 
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going as might be desired. Both stress the institutional developments of the 
past three-quarters of a century that have led to and conditioned the extension 
of governmental participation in economic life. Professor Fainsod and Mr. 
Gordon, however, have emphasized in greater measure the gradually increas- 
ing importance of newer objectives of public policy—the promotion of business 
recovery and stability, the attainment of a higher level of employment and 
national income—that have come to supplement the maintenance of equity 
as a basis for governmental intervention. They nevertheless have not, under- 
taken to include in their discussion those monetary and fiscal measures by 
which also the government may seek to achieve these objectives. The relation 
of public works and other relief measures to economic recovery and stabiliza- 
tion is suggested, but the underlying theory is not expounded or subjected to 
critical analysis. Thus Government and the American Economy remains a 
partial treatment of the interrelations of government and the functioning 
economy; it could, indeed, scarcely be otherwise within the limits of a prac- 
ticable book. 

To the teacher in search of a textbook each of these volumes will appear 
to have points of strength and weakness. Professor Fainsod and Mr. Gordon 
have assumed the student to have a quite considerable background in recent 
American economic history and a familiarity with economic, political, and 
legal concepts and processes. They have almost completely eschewed defini- 
tions of terms except as these may be suggested by the context. This assump- 
tion that the reader will appreciate the full force of an allusion to industrial 
unionism, the injunctive process, or the English common law undoubtedly 
contributes to an easy and perhaps flattering style, inasmuch as there is no 
appearance of writing down to the level of the uninitiated. Nevertheless it 
may make many passages appear cryptic to many students, and doubtless 
will put on the teacher a considerable burden of supplementary exposition. And 
one need scarcely be a pedant to wince at the recurring use of nouns in such 
Teutonic adjectival combinations as “pre-World War I British industry.” 
Professor Koontz, by contrast, assumes relatively little prior equipment on 
the part of the student, and endeavors to supply the relevant background 
himself. Although his book as a consequence seems more “textbookish,” his 
careful, clear and systematic treatment is far from devoid of reader interest. 

These volumes, formidable in length as they are, nevertheless still involve 
in considerable measure the inevitable sacrifice of depth of analysis in the 
attempt to cover a broad range in a single text. Much space must necessarily 
be devoted to the enormous mass of legislation and machinery through which 
governmental control is articulated, and little room remains for the detailed 
presentation or critical analysis of specific problems. In Professor Koontz’s 
volume, for example, the patent question is disposed of in a half-dozen 
scattered pages, as are also the economic and legal aspects of resale price 
maintenance; the open price system and the basing point system are accorded 
four pages each. Substantially similar in extent is the coverage of these 
representative issues in Professor Fainsod’s and Mr. Gordon’s volume. 

Despite the inherent difficulties of any such attempt at broad coverage 
this reylewer has been impressed by the very considerable amount of detail 
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that the authors of both volumes have been able to include in their panoramas 
without sacrificing general perspective or becoming mere cataloguers of facts. 
It is difficult to see how much more could have been accomplished within 
the limits of available space. 


A. M. MclIsaac 
Princeton University 


Industrial Organization; Business Methods and Policies 


Top-Management Organization and Control. A Research Study of the Man- 
agement Policies and Practices of Thirty-one Leading Industrial Cor- 
porations. By PAUL E. HOLDEN, Lounssury S. Frisum and HUBERT L. 
SMITH. Conducted under the auspices of the Graduate School of Busi- 
ness, Stanford University. (Stanford University: Stanford Univ. Press. 
1941. Pp. xvii, 239. $4.00.) 


One cannot appraise this book without giving careful consideration, at the 
outset, to the special circumstances under which it was written. Essentially, 
it is a report upon a comprehensive and ambitious research project on the 
business practices of modern American corporations. The value and the limi- 
tations of this study are strictly circumscribed by the special plan under which 
it was developed. Its findings will be of interest to those concerned with the 
technical structure of American management, but will be of limited value to 
those persons who desire to know how business men reach decisions on those 
vital issues concerning labor, the federal government, the public, and industry 
generally. 

In the Preface, the Dean of the Business School of Stanford University 
states that “after several months of study and discussion, during which time 
leading executives joined with members of the Business School faculty about 
the conference table, a broad program was formulated and the project under- 
taken.” It was conceived that this would not be an “academic” study, but 
would realistically show “. . . how policies are formed, how authority is dele- 
gated, how control is effected, how departmental or divisional points of view 
are harmonized, how results are measured, how PLAYERE practices are 
corrected, and how waste is eliminated.” 

A group of thirty-one “nationally known Jaee industrial com- 
panies were chosen” for study and some of the companies assisted in the 
financing of the project. Data sheets were designed to gather information 
which would give “comprehensiveness and comparability.” The feld work for 
the collection of the data required over seven months and an additional six 
months were required to “analyze and coördinate the vast amount of material 
obtained.” The report relates to American big business. The thirty-one cor- 
porations studied had assets of over 8 billion dollars, or an average of about 
260 million dollars per company. They were largely industrial, banks, mer- 
chandising organizations, public utilities, and railroads being omitted. 
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The research project was carried on under at least three important limita- 
tions, which are stated in the Preface, and a clear recognition of them is in- 
dispensable to an understanding of ‘the book. These limitations—the anonym- 
ity of the corporations and their practices, the absence of any discussion of 
the factor of personality, and the indisposition to evaluate or criticize—ob- 
viously place a great barrier to a realistic approach of the manner in which 
American industry is directed. 

It was further assumed that the basic facts relating to American manage- 
ment policies and practices could be ascertained exclusively from the data 
gathered by the research project. This apparently is the reason why one finds 
no reference at any point, either in the text itself or in the appendix, to any 
of the mass of literature relative to this general subject which has accumu- - 
lated in the government and in schools of business and social science. , 

“Top-management” is variously defined in the book. It means, essentially, 
the central management of modern American corporations through the board 
of directors, the officers who actively direct the corporation, and finally the 
departmental heads of the various branches who carry out its work on a day- 
to-day basis. 

A specific illustration of the inherent difficulties under which the report was _ 
made is found in a consideration of the function of the board of directors. On 
page 17 we find the following statement: “The point of view of the board of 
directors must . . . be identical with that of the stockholders. . . . In fact the 
fundamental concepts of the first zone or level of management (the directors) 
is management for the benefit of those who own the business.” This is a clear 
statement of the classical, and normally accepted, obligation of directors to 
stockholders. But the authors go on to point out that “this point of view is 
not always easily maintained. Many directors are also full-time executives 
whose interests as members of management may momentarily be at variance 
with those of the stockholders.” 

Following the identification of this general problem, it might be expected 
that some conclusion would be drawn from the experience of the corporations 
in question. No opinion whatever is expressed on this vital point. In fact, the 
remainder of the material regarding the board of directors is primarily de- 
voted to a discussion of the mechanics of its organization and the board’s 
relations with the managing officers in the corporations. Nowhere is there 
even a hint that the present organization of, and control exercised by, the 
board of directors of any one of the thirty-one corporations is ever at variance 
with the interest of stockholders. 

The second zone of “top-management,” as outlined in the volume, is that 

of the “general management or administrative function.” This general man- 
= agement is in the hands of those persons, largely company officers such as 
vice presidents, who exercise “. . . an active and continuous function involv- 
ing the initiation, formulation, codrdination, and development of . . . pro- 
posals and results.” Here one finds considerable material which would prove 

helpful to those interested in the technique of structure and organization. 
-Itis at this level of management that the major policies of the corporation 
are outlined, and the major decisions regarding them put into effect. However, 
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because of the inherent limitations of the project outlined above, one again 
notes the lack of what might be termed a realistic approach to the problem. 
Management is made up of men, acting alone or in unison. Their business 
decisions are not reached in a business vacuum but under concrete and spe- 
cific circumstances. One of the stated objectives of the book is to ascertain 
“how policies are formed.” This objective has not been reached. 

The third zone of “top-management” is seen as the “divisional—or depart- 
mental-management function.” The definition of the function and responsi- 
bilities of the managers in this third zone, with the description of their or- 
ganization and control, is one of the best features of the report, primarily 
because it is in this zone that the day-to-day business work is done. Here are 
carried out the policies which have already been established either by general 
management or by the board of directors. The limitations inherent in the 
project, as discussed above, are least confining at this juncture. 

Following its description of the structure of the three zones of management, 
the book discusses at considerable length the types of controls exercised by 
“top-management” over the various functions of the corporations, for example, 
the practices followed in the control over costs and capital expenditures. In 
addition to discussion of these familiar techniques of control, there are sec- 
tions of special interest devoted to the controls over organization, research, 
line of products, and other aspects of the operations of modern corporations, 
including an interesting account of “Control Over Demands Upon Executive 
Time” (Part C, Section 16). 

The report fails to consider adequately four of the most vital problems con- 
fronting American business: its relations with labor, with the industry in 
which it operates, with the government, and with the public generally. One 
is surprised to find, for example, that in the Index there is no reference at 
any point to labor or to unionization. On pages 130-141 there is a section 
(Part C, Section 6), entitled “Control Over Wages,” with a detailed discus- 
sion of wage policies, job evaluation procedure, and control procedure as 
evolved by management. But at no point here is there any reference to the 
rôle which organized labor now plays in the establishment of wages. It is 
interesting to speculate on what the treatment of the wage problem would 
have been if the Business School had made this part of the study in codpera- 
tion with organized labor, rather than with business. The absence of any 
realistic treatment of the problem of wages is emphasized by the fact that 
there is no discussion of the relation of the corporation to organized labor. 
This is surprising in view of the fact that the locale of the corporations studied 
is largely the Pacific Coast which has been, for the last ten or twenty years, 
the focal point of a bitter feud between labor and capital. 

The discussion of “Control Over External Relations,” (Part C, Section 14), 
leaves the reader in somewhat of a quandary. The authors admit that “it is 
unfortunate that business in general has delayed so long the public presenta- 
tion of its case, collectively and individually.” Following this, two pages are 
devoted to the public relations activities of the thirty-one corporations. Most 
of the discussion is taken up by the quoted statement of one company regard- 
ing its attitude toward this important work. From this scanty material, the 


178 THE AMERICAN ECONOMIC REVIEW . [MARCH 


reader is, of course, at a loss to know what, if anything, these corporations 
have done in this field. 

In the same section there is a discussion, fourteen lines in length, of the 
relationship existing between the corporations and the respective industries 
in which they operate. It is stated that “most of the companies give positive 
endorsement to the collective study of common problems.” In view of the 
importance today of the relationship of a company to its industry through 
trade associations, and the associated legal and legislative problems, this ma- 
terial is extremely skimpy. 

As to the material regarding the relations of the thirty-one corporations to 
the federal government, it is to be noted that the study was begun in 1939, 
five years after the advent of the New Deal with its innumerable plans and 
programs for an extension of the power of government over private enter- 
prise. Certainly these corporations must have taken action in this field merit- 
ing a consideration greater than the half page it is given. 

These are some of the reasons why a student twenty years from now would 
find this volume of little assistance in illuminating the general picture of how 
American business actually operated in 1940. 

Top-M anagement Organization and Control is a research study in the right 
direction. Stockholders, corporate officials, salaried employees, wage earners, 
the government, and the public all want more information from reliable 
sources about modern corporate enterprise. A beginning has been made in 
this study, but the emphasis has been given almost entirely to the mechanics 
of the management’s structure. The result is a tentative blueprint of cor- 
porate organization and control. 

The next step, and a much more difficult one, is to obtain the data, as far 
as possible, on how the structure actually functions. This material, in the 
opinion of the reviewer, can best be gathered by inquiring into how actual 
business decisions are made with respect to certain concrete and specific prob- 
lems. A study along this line would feature the action of men, rather than 
the static outlines of corporate organization. 


JOEN E. DALTON 
New York 


Mining; Manufacturing; Construction 


The Automobile Industry. By E. D. Kennepy. (New York: Reynal and 
Hitchcock. 1941. Pp. 333. $3.50.) 


This popular account of the “coming of age of capitalism’s favorite child” 
is by no means a scientific study in economic history or industrial organiza- 
tion; it sets out simply to sketch, in an interesting way, the beginnings of 
the motor industry and its progressive expansion to a predominant position 
in American economic and social life. The author has given a year-by-year, 
almost blow-by-blow account of the fortunes of the automobile producers, 
including many whose names come back like ghosts out of the past. 
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Although he has not essayed a scientific study of the industry, Mr. Kennedy 
nevertheless finds in its record, as compared with those of many other major 
industries, a striking contrast. During the past two decades, especially, there 
has been an increasing concentration in the industry, brought about, not 
through the merger of rival concerns, but simply through the failure and 
disappearance of independent manufacturers, many of which had, during the 
1920’s, been substantial and profitable enterprises. Thus, paradoxically, the 
automobile industry is today more completely dominated by the big three 
than is the steel industry by its major producers, yet the major motor pro- 
ducers have reached their position of dominance not through combination, 
but through progressive expansion of their sales relative to the entire volume. 
The end result is nevertheless the same: a situation in which price competition 
does not appeal to any of the major rivals as “good business,” and in which 
the independents continue an ever more precarious existence. 

Mr. Kennedy has been content to pose his paradox for the reader, without 
attempting an economic interpretation of the industrial history he ‘has re- 
counted. Indeed he points to the rise of Chrysler, under circumstances that 
seemed to spell inevitable failure, as an indication that the outcome was not 
a mere product of impersonal forces. But even though one assumes that the 
mortality of the independents was due to their failure to “have what it 
takes” in a period when the demand for automobiles as a whole was no 
longer rapidly expanding, one cannot help wishing that Mr. Kennedy had 
gone further in supplying economic answers to the question that he raises. 
Nor does the reader who is inclined to speculate find the book a very helpful 
source of information with which to proceed. For although it is studded with 
figures as to annual sales and profits, the data presented are not systematically 
organized or sufficiently inclusive to support further analysis without recourse 
to other sources of information. 


A. M. MclIsaac 
Princeton University 


The Iron and Steel Industry in South Africa, By C. S. RICHARDS. (Johannes- 
burg: Witwatersrand Univ. Press. London: Lund Humphries. 1940. Pp. 
lxi, 471. 25s.) 

This work is an appraisement of the operations and pricing policies of the 
South African Iron and Steel Corporation during the period of five years after 
it began production in 1934. Incidentally it outlines the history of the whole 
industry in South Africa and describes the foreign sources of supply. ‘“Iscor,” 
the popular name of the Corporation, is a quasi-public enterprise which was 
` organized by the Union government and financed to the extent of 90 per cent 
of its capital. During the period studied it controlled 92 per cent of the 
capacity for the production of basic iron and steel in South Africa. This was 
barely one-third of the domestic consumption, the remainder having to be 
imported mostly from Europe, with small amounts from the United States 
and occasionally from Australia. (This was the situation until September, . 
1939. What has happened since is an unwritten chapter.) Before 1934 some 
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97 per cent of the consumption of basic iron and steel in South Africa was 
imported, a considerable amount coming in the form of scrap used by domestic 
fabricators. Earlier experiments had indicated that ferrous products of stand- 
ard quality could be produced in South Africa at a mill cost as low as that 
of the foreign mills, and thus would require no tariff protection. South Africa 
was an excellent nursery for the “infant industry.” 

The real owner of Iscor, the Union government, determines the tariff rates 
on iron and steel, and makes and administers the dumping laws; owning the 
railroads, it fixes the freight rates on iron and steel both inward and outward, 
and, strange to say, it aided Iscor to enter the European cartel although this 
raised the price of steel to South African consumers to the benefit of foreign 
producers. It has used all these means to make Iscor profitable, and it has 
been. 

Iscor follows a basing point plan of a peculiar sort, the base price being the 
cost of foreign steel laid down at the ports of entry. As Pretoria, where the 
mills are located, is a non-basing point hundreds of miles from the coast, 
phantom freight is paid on most of the shipments. The largest monopoly- 
taxed buyer is the gold mining industry, which is located near Pretoria. 
Doubtless next in order is agriculture. These two are almost the only export- 
ing industries. 7 

The author is professor of economics in the University of the Witwatersrand 
and is one of the editors of the South African Journal of Economics, His work 
is a model of scholarly research into the problems of a very complicated 
situation. South Africa has been made a veritable laboratory of economic ex- 
perimentation, and offers lessons of international import to students of infant 
industries, protective tariffs, international cartels, state socialism, and na- 
tional planning. Even the discouraged liberal will be cheered by finding some 
awful object lessons which he may use to point a lesson. 


FRANK ALBERT FETTER 
Princeton University 


Labor and Industrial Relations 


Union Policies and Industrial Management. By SUMNER H. SLICHTER. (Wash- 
ington: Brookings Institution. 1941. Pp. xiv, 597. $3.50.) 


For many years there has been a shadow-land in the precise knowledge 
of certain aspects of labor relations. A good deal of hearsay, a few competent 
but fragmentary studies, and occasional rule-of-thumb observation has been 
the limit of the intellectual property of most labor economists in so far as the - 
shadow-land is concerned. This misty territory has been that which encom- 
passed the policies and plans whereby unions have sought to influence the 
entrance of new artisans to a trade, to control the system of apprenticeship, 
to influence the hiring and lay-off policies of employers, and to meet the 
problems of technological unemployment. The principal reason for the com- 
parative dearth of systematic knowledge of these subjects has probably been 
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the enormous variety.of policies involved, the deviations in practice from 
established rules, and the obvious difficulty of canvassing the facts of thou- 
sands of local situations. A single and comprehensive treatise on the subject 
had seemed virtually impossible. In the book under review, however, Profes- 
sor Slichter has accomplished this most difficult task. He has accumulated 
and used an incredible amount of factual information, and to this he has 
applied a sound knowledge of economic theory and a generous portion of 
plain human wisdom. The results are, of course, not perfection; but they are 
little short of astounding. I have no hestitation in asserting that this book 
became the classic treatise in its field on the day of publication. 

‘Professor Slichter has made good use of those fragmentary studies which 
preceded him, and to these he has added the results of a vast amount of 
original investigation, In his chapters on technological change, he has carried 
on and developed the justly famous pioneering of George E. Barnett. He 
has classified and organized a considerable volume of information on union 
attitudes toward labor-saving machinery, has analyzed these attitudes from 
a stable basis of economic theory, and has incidentally included a good portion 
of interesting labor history. Equally well, he has developed the early work 
of D. A. McCabe on piecework and timework, adding to those good but 
rudimentary studies an extensive array of up-to-date material. But in his 
chapters on union control of hiring and lay-offs; and on the control of cost 
differentials between union and non-union establishments, Professor Slichter 
has earned pioneering fame for himself. A careful collection of facts in 
research areas which have been greatly neglected, coupled with a splendid 
demonstration of the author’s marked ability to classify facts, comprise a 
distinguished contribution to the knowledge of labor economics. 

Unfortunately, the standard of quality varies from place to place in the 
book. For example, the chapters mentioned in the preceding paragraph main- 
tain a high level, excepting for a few sections which appear not to be fully 
digested nor clearly expressed, and which therefore strike the reader with a 
mild shock. The discussion of union-controlled hiring halls, as an illustration, 
begins with the implication that such halls are “almost certain” to lead to 
discrimination, favoritism, and internal politics. A page is devoted to the 
longshoremen’s hiring halls on the West Coast, but no reference is made to 
the elaborate “plug-board” device whereby the union has sought to eliminate 
all possibility of favoritism and politics. Since these West Coast halls are 
admittedly of sufficient importance to warrant brief description in his book, 
it is reasonable to expect that they would have been mentioned as an exception 
to the general rule of favoritism which the author has enunciated. 

Further, there is given no hint of the favoritism and politics which pre- 
vailed before the union hiring hall was established. As a matter of fact, the 
union’s insistence upon controlling the hall (at the time of the 1934 strike) 
was the product of its determination to eliminate the graft and favoritism 
which had dominated the waterfront for a dozen years. The old “shape-up” 
system was intolerably corrupt and the longshoremen themselves were driven 
by necessity to abolish it. The seamen, likewise, sought union control of the 
hiring hall in order to eliminate the petty graft and incompetent favoritism 
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of the landlubber staff of the employers’ hiring hall. I doubt if any union- 
controlled hiring hall has exceeded, in its massing of small-scale graft and 
politics, that notorious agency, which I described in this Review in June of 
1935. Dr. Slichter’s condemnation of union hiring halls is not adequate 
unless they are shown to be worse than reasonable alternatives. And this 
he has not shown. He mentions with approval the growth of government 
operated employment services, but does not discuss their potentialities, nor 
offer them as a general substitute, I still agree with Professor Slichter, however, 
in his broad conclusions on this subject, including his preference for public 
employment offices. Further, I cannot really contest any single statement in 
his discussion. Rather do I feel that misleading implications have crept into 
the text, apparently as a result of incomplete research or hasty analysis. 
The weight of this criticism, of course, is greatly mitigated when the vast 
scope of the work is recalled. No one can expect him to include everything. 

The last third of the book is devoted to the major experiences with union- 
management coöperation, and includes studies of the women’s garment in- 
dustry in Cleveland, and the development of such coöperation on the rail- 
roads, by the Amalgamated Clothing Workers, and in the Naumkeag Steam 
Cotton Company. In all of these chapters there is evidence of a vast amount 
of original and competent research. In the chapters on the railroads, however, 
it is noticeable that no reference is made to the substantial work of Louis A. 
Wood. This is unfortunate, since Professor Wood is entitled to credit for his 
ground-breaking in this field, a piece of work fully as important as that of 
R. C. Nyman on the Naumkeag experiment, work which does receive due 
credit from Professor Slichter. 

In drawing conclusions from his description of the four examples of union- 
management coöperation, the author presents an unexcelled analysis of the 
reasons why the device has spread so slowly, pointing out, among other 
reasons, the significant extent to which employers have been responsible for 
this lethargy. But then, apparently forgetting this opposition by employers 
which he has just expounded, he expresses his belief that union-management 
coöperation will spread more rapidly in the future because of the changed 
needs and attitudes of the unions. I agree with Dr. Slichter that the attitudes 
of unions are undergoing great changes, but I am not so optimistic as he in 
his apparent assumption that employer opposition is also vanishing. There 
are certain outstanding illustrations of business men who are really eager 
to deal in a business way with unions, as exemplified by Mr. William Batt, 
of SKF industries, in the Town Meeting of the -Air last November. But I 
feel sure that a large proportion of America’s business men are yet uncon- 
vinced, and will probably remain so for some time. 

There is a further point which should be mentioned. Professor Slichter 
assumes that union-management coöperation will be the normal mode of 
organizational procedure when employer-employee relations “come of age” 
—when a fully developed “system of industrial jurisprudence” has emerged. 
The doctrine that such coöperation is an attempt at “class collaboration” 
and is therefore impossible (except in isolated instances) is of course a part 
of the Communist credo. But this doctrine is not necessarily invalid simply 
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because of its politica] affiliations. I have not read any exhaustive study of 
this doctrine, nor have I attempted to think it through myself. Therefore 
I am not prepared to state categorically that union-management coöperation 
is the form of the future, or that, on the other hand, it is the will-o’-the-wisp 
of hopeful but futile liberalism. Perhaps because I am: disappointed that 
Professor Slichter did not think out this problem for me, I regret that he 
assumed the first alternative. But I do think that the second alternative 
should at least have been mentioned as a possibility. Throughout his chapters 
on the subject, there are indications of his awareness of the question, and 
frequently there are data which bear upon it. But the problem itself receives 
no special attention. 

An important contribution made by the book is the result of the attention 
which it gives to the unwritten rules and traditions of certain trades and 
industries. The ignorance on the part of an arbitrator of such occupational 
peculiarities has resulted in the failure of many arbitrations. And the ignorance 
on the part of union men of the necessity for altering obsolete traditions has 
caused the decline, and sometimes the dissolution, of many unions, Professor 
Slichter has given us valuable information on many such traditions, informa- 
tion of great value to arbitrators, mediators, employers, and union men as 
well as to academic students. For this reason, among others, the book should 
be widely read and frequently used. During the trying times through which - 
the United States is struggling, the book is pertinent and of immediate practi- 
cal value, and should not be overlooked by anyone concerned with labor 
relations. When democracy itself is in peril, it is necessary to develop and 
strengthen the procedures of industrial democracy. This book, besides being 
a treatise on technical matters, is an inspiring essay on the potentialities 
of democracy, 

The entire volume is excellently organized, so that, in addition to being 
good reading, it is readily usable for reference. The format is standard 
Brookings, the typography excellent. A good index, coupled with a detailed 
Table of Contents, provides ready access to the materials within the book. 
Dr. Edwin G. Nourse introduces the volume with a brief but graceful and 
relevant Preface. 


WILLIAM S. HOPKINS 
Stanford University 


Labor Cases and Materials; Readings on the Relation of Government to 
Labor. By CARL RAUSHENBUSH and EMANUEL STEIN, editors. (New 
York: Crofts. 1941. Pp. xvi, 674. $4.00.) 

The Development of Labor Relations Law. By Wayne L. MCNAUGHTON. 
(Washington: American Council on Public Affairs. 1941. Pp. 197. $3.00, 
cloth; $2.50, paper.) 

Labor Cases and Materials will join Commons and Andrews as a standard 
reference work for the student of labor law. The book presents in an orderly 
classification the major pieces of labor legislation of the federal government 
and the states, together with the related decisions of the courts concerning 
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the constitutionality and the application of these statutes. Some of the im- 
portant common law rulings of the courts affecting the legality of the objects 
and methods of American trade unionism are also included. 

In many instances the laws are reprinted in their statutory form, save for 
minor editing and omissions. Descriptive summaries by the editors are also 
included where they are helpful as background material. The cases them- 
selves are transcribed directly, in order to furnish the reader with the actual 
reasoning of the court in its original form. Where important dissenting opin- 
ions were involved, as for instance in Morehead v. New York ex rel. Tipaldo, 
where Mr. Justice Stone offered a vigorous criticism of the majority reason- 
ing, the authors have made available the argument of the minority justices. 
Since many of the decisions of the Supreme Court in recent years were 
presaged in dissenting opinions of earlier years, the inclusion of these differ- 
ences in judicial opinion is very valuable for the reader. 

The material of the book has been divided into two major sections: one 
which is termed “Governmental Influences on Collective Bargaining,” and 
the other “Government and the Labor Contract.” Under the first topic, which 
was the work of Mr. Raushenbush, there are presented these subjects: picket- 
ing and intimidation, criminal syndicalism, laws affecting assembly and 
picketing, boycotts, the closed shop, mediation and arbitration, and the Na- 
tional Labor Relations act. 

In the second topic, prepared by Mr. Stein, the material has been classified 
under these heads: regulation of labor supply, wages and hours laws, regula- 
tion of working conditions, workmen’s and unemployment compensation, and 
old-age assistance and benefits. 

Perhaps the greatest value of the book is that it gathers together con- 
veniently a great number of important acts of legislation and related court 
decisions. Any teacher of labor law will perceive the advantages which this 
procedure affords, And if he is an exponent of the case method, as the authors 
declare themselves to be, he will possess in this work an indispensable teaching 
vehicle, since the student is given the primary materials of labor law for his 
own analysis and evaluation. This does much to replace the use of commen- 
taries and secondary sources as a basis for course instruction. 

In addition to presenting the sort of subject matter one might ordinarily 
expect to find in a book of this character, the authors have made some note- 
worthy additions. Thus the chapter dealing with mediation and arbitration 
contains a section on the limitations confronting unions in war and defense 
industries, in which the procedure of the First World War is set forth, along 
with some current issues and problems, In the chapter entitled, “The Borders 
of Violence,” there is included considerable important historical material 
concerning industrial conflicts, along with related court decisions bearing on 
such disputes. Moreover, in the chapter on free speech and unionism, there 
are to be found the important decisions of the U. S. Supreme Court in the 
de Jonge and Hague cases, dealing with criminal syndicalism and with laws 
and administrative actions which affect the right of assembly. In the discus- 
sion of the National Labor Relations act, the authors have included an analysis 
of the bargaining unit problem, joining to it the decisions of the Court in 
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the International Association of Machinists and the Pittsburgh Plate Glass 
cases. Finally, in the chapter on the minimum wage, there is included a section 
on the Fair Labor Standards act, in which direct excer pts from the statute, 
as well as decisions of the Court in the Darby Lumber and Opp Mills cases, 
are to be found. 

The material is well classified and carefully indexed. There is a useful 
analytical table of contents, a bibliography that is broken down by chapter 
headings, a table of cases with related page references, and the usual subject 
index. The result is a work of careful scholarship and considerable usefulness. 

Dr. McNaughton’s study, entitled The Development of Labor Relations 
Law, represents an attempt at an analytical and genealogical treatment of 
the changes which have occurred in this field of law during the thirties, The 
center of interest is the labor bargain and the rights of unions and of manage- 
ment in matters of labor relations policy. The contents are arranged for “the 
student of business rather than . . . the lawyer.” The result is not a very 
original treatment of the problem, which is probably partially dictated by the 
author’s decision to cover the field—a vast field, at that—rather than to deal 
intensively with a narrower and more workable sector. 

Dr. McNaughton believes that labor relations law is a function of the 
forces of three distinct interest-groups: employers, employees, and what he 
terms “society as a whole.” The simplicity of this breakdown, together with 
the author’s judgment that laws such as the National Labor Relations act 
‘... can remain in force only so long as public opinion tolerates them,” may 
be questioned. Public opinion is a rather tenuous concept, and it is a long 
and risky step to assume that it stands in a direct and precise relationship 
to legislatures and their activities. Political power is just not that evenly 
diffused in our society. 

The treatment of laws developed to protect the interests of employers is 
centered on an examination of the legal status of the different tactics used by 
employers to strengthen their bargaining power. These tactics include “posi- 
tive” efforts to strengthen the market position of employers, and “negative” 
efforts to weaken the bargaining status of the sellers of labor power. ‘The same 
formal treatment is then applied to the activities of employees. Each tactic in 
the bargaining struggle is analyzed in terms of statutory enactments and 
common law decisions, in order that its legal status may be determined, In 
his findings and conclusions, the author has relied heavily upon what the 
courts have said, and upon what other students think about what the courts 
have said. The result is that there is very little original evaluation either of 
specific trends or of instances of reasoning. 


G. H. HILDEBRAND, JR. 
University of Texas 


Occupational Mobility: Democratic Efficiency through the Use of Human 
Resources. By OMAR Pancoast, Jr. (New York: Columbia Univ. Press. 
1941. Pp. viii, 155. $1.75.) 


The author describes an ambitious, threefold purpose: to publish a doctoral 
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dissertation; to popularize a course of political and social action; and to 
demonstrate an application of economic theory in terms that a layman can, 
understand. The first of these is obviously accomplished. 

There are eight chapters. The first poses the question: Can democratic 
methods employ our human resources effectively? Four chapters then sum- 
marize historic and current economic points of view toward labor mobility 
and the allocation of labor power in modern society. In chapter VI, the 
author outlines his own proposal and indicates how labor can be. properly 
distributed within the framework of a democratic society. Chapters VII and 
VIII present the author’s answer to some of the questions raised by his 
proposal and summarize his final conclusions. 

The study seeks “to develop a line of consistent thinking, on the basis of 
which we could build a sound policy of labor allocation” (pp. 8-9). The 
author believes that “it justifies a renewal of faith in the decentralized, indi- 
` vidualistic method of running our economic affairs” (p. 10). Economic 
consideration of labor allocation up to this time has been largely concerned 
with the possible relationship between wage adjustments and employment. 
Argument has centered on the probable elasticity of demand for specific types 
of workers, as, for instance, those in the building trades. Mr. Keynes has, 
however, pointed to one weakness in such analysis in its tendency to ignore 
the essential interrelationship of distributional and productive aspects of an 
economy, e.g., the effects of increased shares of income for certain groups on 
savings and consumption. “It is left to the present writer to apply the newer 
methods of analysis (especially the Keynesian framework) to tracing the 
actual steps by which mobility might be expected to improve employment 
and general economic efficiency” (p. 106), and to demonstrate the effectiveness 
of a reduction of wage differentials, as distinguished from the Keynesian 
concept of a universal and proportionate decrease of all wages. 

The author’s proposal is, then, that society facilitate, by special training 
and/or whatever means appear likely to be effective, the movement of 
workers from lower paid into higher paid occupations. The first contemplated 
result will be a reduction in earnings differentials as earnings of lower paid 
workers rise and those of higher paid workers decline. The shift will increase 
the propensity to consume on the part of workers involved and the public. 
Opportunities for capital investment will be increased, and business morale 
will be maintained at a high level. The social cost of retraining and facilitating 
such shifts would be generously compensated by the improved employment 
situation. Indeed, this program is essential, for now “the better opportunities 
to make a living [are] preémpted by a few groups” and “the lack of buying 
power in the rest of the population condemns even this privileged fraction 
to a decreasing market for what they sell and higher costs for what they 
buy” (p. 135). 

Laymen may be more impressed with this line of argument than can be 
expected of those who have had occasion to study labor markets, For it 
involves a subtle but possibly important confusion of wage rates and earnings 
and some highly significant questions as to the elasticity of demand for 
various types of labor and for the products of that labor. Thus when workers 
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shift from low to higher paid occupations, it appears likely that (1) wage 
rates in the high level occupation will fall, and (2) wage rates in the lower 
level occupation will rise. But whether earnings will rise in either case 
depends on the elasticity of demand in these markets. That cannot be 
measured by assumptions, particularly questionable ones such as that demand 
is “notoriously inelastic” in extractive industries (pp. 109 and 136). Nor is it 
so simple that “at the worst, we might set statisticians to discover the areas 
where such conditions prevail” (p. 111). The point is, as the author cleverly 
and effectively demonstrated in his chapter ITI, that almost nothing is known 
as to the elasticity of demand for labor in specific markets. Until factual 
knowledge is available, demonstrations such as this can be presented only as 
hypotheses rather than conclusions. 

The hypothesis thus stated is, however, intriguing and worthy of careful 
study. Only empirical investigation of specific labor markets can provide 
a factual basis for appraising its practical value. 

DALE YODER 

University of Minnesota 


Economics of Labor. By RICHARD A. Lester (New York: Macmillan. 1941. 
Pp. xv, 913. $3.75.) 

In many American colleges and universities the study of labor problems 
is either omitted entirely or treated as a shabby and unwanted visiting 
relation by the reputable members of the economics family. The explanation 
is multiple. But I suspect that one factor is the failure on the part of students 
of labor to master and use the organon of theory which is central in most 
serious work in the subject. This failure is apparent in the textbooks available 
for college courses in labor problems. There is the familiar description of the 
social and political trends influencing labor history. There are the position 
of trade union organization and the techniques used by them to improve the 
welfare of members. There is ordinarily but an incidental and apologetic use 
of theory, and a corresponding inattention to certain economic problems that 
require theory if they are to be studied at all. It is frequently difficult to 
decide whether the result is a book in economics or not. 

Mr. Lester writes as an economist, determined to employ the analytical 
instruments of the economist in his study of the problems of labor. Let it 
be said at once that he has carried out his determination with persistence 
and skill. 

Over one-half of his long book is devoted to “Labor’s Economic Problems”: 
wages, income, employment, hours, relief, old-age, accidents and the rest. 
Each is analyzed with the full kit of the economist’s tools at hand. The 
emphasis is ever upon the problems as derived from and affected by the 
market situation. More arresting still is the inclusion in his tool-kit of those 
shining instruments of monopolistic-competition and savings-investment-in- 
come theory, which are the outstanding contributions of the last half-century. 

His was no easy task. As he would perhaps be the first to admit, it requires 
doing again and again if the most effective way of presenting a difficult and 
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subtle material is to be found. The several chapters on wages and employment 
rest on an extensive body of literature in price and income theory. They should 
help the hard-working student to a deeper understanding of the problems 
than can be won in any other way. But the inherent difficulties are so great 
that I doubt whether most undergraduates, as now prepared, can surmount 
them successfully. If they are to do so, they must first of all gain a firm 
elementary grasp of contemporary price theory. A course in monetary or 
income theory would also prove highly desirable. Otherwise, Mr. Lester’s 
writing will be very refractory indeed, for all the fact that it is in my opinion 
well done, and sound in its general directives. 

Consistent with his theoretical chapters, Lester has included a set of studies 
of specific market situations in which labor organization has grown: transporta- 
tion, coal, clothing, steel, newspapers. They run in terms of the effect of the 
economics of the industries upon labor relations, and are excellent. Teachers 
can readily expand this section at will, by similar forays into other organized 
fields. Students should gain rich insight into the rationale of union techniques, 
their limitations, and the consequences of their use on the welfare of union 
members, of workers outside their ranks, and the economy as a whole. By 
continuous reference to the theory previously discussed, Lester evokes an 
enviable unity of presentation. 

His emphasis upon principles is at the expense of emphasis on facts as 
such. This is no loss, for, as he says in his preface, “facts mean little until 
they are examined and interpreted.” The teacher can easily supplement Lester 
by referring students to the abundant factual data in newspapers, magazines, 
and private or public reports. 

Some readers will consider his chapters on labor organizations, employer 
attitudes, and government intervention inadequate. In my opinion, Lester 
might well have emphasized more than he has the National Labor Relations 
act, the forces that so dramatically led to its adoption, and the subsequent 
work of the National Labor Relations Board. The political aspects of the 
labor movement and the baffling problems of dual unionism could thus have 
been brought into higher relief. These deficiencies can, however, be repaired. 

The book will win approval on its central distinction: emphasis on theory, 
the market, and contemporary price and income analysis. For graduate 
students it is an excellent manual. For undergraduates I hope it may soon 
become so as teachers codperate by giving students more adequate training 
before permitting them to tackle some of the most difficult problems in the 
entire field of economics. 

J. RAyMoND WALsH 

Williams College 


Stabilizing Jobs and Wages through Better Business Management. By Her- 
MAN FELDMAN., (New York: Harper. 1940. Pp. xv, 334. $3.50.) 
Dean Feldman’s name is well known as a student and proponent of plans 
for the regularization of employment and income. The present volume is 
a welcome addition to his earlier work in this field. It is his conviction that 
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in spite of the many factors operating to produce job insecurity, the efforts 
of pioneering firms have demonstrated that much can be done to produce a 
greater degree of regularity in work and wages. A persistent purpose, imagina- 
tion and appropriate methods on the part of management can, he believes, 
accomplish this result. He sets out, by reference to the experience of over 
a hundred firms, to stimulate the imagination and suggest the methods. | 
This is the primary utility of the book. It is a handbook of possibilities 
in the field of employment regularization which demonstrates the inventiveness 
of American management and which, at the same time, describes their efforts 
in enough detail to provide stimulus for those who lack such inventiveness. 
Systematically he discusses the various possibilities: market research and 
distribution planning, diversification and simplification of product, market 
controls, balancing the work schedule, planning and administering technological 
change, personnel practices, wage payment stabilization, seniority provisions, 
interplant codperation, and other devices. Each area of effort is described 
in detail, the advantages, disadvantages, and problems of each are explored. 
The latter includes an exploration of the Issues raised by the necessity of 
administering such projects in an era of industrial relations thoroughly 
modified by new developments in labor organization and social legislation. 
This is enough for one book and a major contribution to thought. One 
hopes, however, that the author will continue his work in this field and give 
us eventually a comparative study of the experiments which failed, as well as 
of those which had some measure of success, in order that we may understand 
the factors which make for succeess and failure in such attempts. In the 
present work, Feldman has given a stimulating account of the alternative 
means of accomplishing a desirable and increasingly important objective. For 
the most part he leaves to management the task of learning by trial and error 
the adaptability of these means to their own circumstances. Ultimately, of 
course, that must be done. But a more thoroughgoing analysis of the factors 
making for success or failure would make that adaptation less open to error. 


E. Wicut BAKKE 
Yale University 


Social Insurance; Relief; Pensions; Public Welfare 


Economics of Social Security. By Seymour E. Harris. (New York: McGraw- 
Hill. 1941. Pp. 455. $5.00.) 


This study might be termed an approach to some basic aspects and prob- 
lems of the American social security program from the point of view of mod- 
em economic theory. The author is not interested in social security as an 
institution to improve the lot of its beneficiaries, but in its effects upon the 
volume and fluctuations of output and employment in the economy as a whole. 
It is a study addressed to the students of banking and monetary theory, fiscal 
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policy, and economic fluctuations, at least as much as to people who are in- 
terested in social security for its own sake. 

This book is dedicated to J. M. Keynes. The author is a Keynesian, but 
not a slavish follower of Keynes. He is most appropriately described as an 
economist who brings to bear on the problems he considers all major recent 
developments in economic theory. He avoids unsupported assertions; instead, 
he carefully analyzes his problems and logically develops his conclusions. At 
the same time, he fairly presents arguments and points of view with which 
he does not agree. His treatment is scholarly and convincing throughout. 

There are three parts to this study: the relation of the social security pro- 
gram to output, questions of finance and reserves, and the incidence and 
effects of payroll taxes. All are brought together in an opening summary 
chapter, followed by a more extended discussion of some of the practical 
applications of the author’s conclusions. Briefer summaries occur at the end 
of the treatment of each major subject. These are the parts of the book in 
which general readers will be most interested, but students of economic theory 
will get most out of the carefully reasoned discussion upon which the con- 
clusions are based. 

In Part I, the first question considered is that of the deflationary effects 
of the reserves in the social security program. The author concludes that on 
this issue no decisive answer is possible. The social security taxes, which 
then went almost entirely into reserves, were a factor in bringing on the de- 
pression of 1937-38, Other factors, however, were more important, and if all 
social security receipts and payments are taken into consideration, there was a 
large net contribution to spending by the Treasury. 

Next, the author discusses the effects of the social security program on sav- 
ings, consumption, prices, and output. These effects will vary with methods 
of financing, the degree of employment of the factors of production, the ex- 
tent of their mobility, the propensity to save, the rate of investment, and 
still other variables. Any attempt to give dogmatic answers to the many 
theoretical questions which arise at this point is unscientific. 

The final subject discussed in Part I is that of the investment of the social 
security funds. It was this problem which attracted the author to the com- 
prehensive study of the economics of social security which he has undertaken. 
His conclusion on this subject is that “on the whole, the system in operation 
seems to be the most acceptable one.” 

The discussion in Part II, “Finances and Reserves,” centers around the 
controversy over reserves in the old-age insurance system which raged so 
furiously prior to the Social Security Act Amendments of 1939. The general 
conclusion is that, while the 1939 amendments helped to allay opposition to 
the program, they, unfortunately, were supported by untenable arguments 
which may have serious consequences in future years, The 1935 law did not 
provide for full reserve fmancing, and the reserve by 1980 would almost 
certainly have been smaller than $47,000,000,000. ‘‘Pay-as-you-go” as used 
‘in this controversy is a most inappropriate term, as it is really deficit financing, 
with no provisions for meeting the cash deficits when they arise. “There is a 
. real danger of the non-fulfillment of promised benefits in the later years” and 
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an absolute certainty that very greatly increased taxes will be necessary to 
meet the increasing obligations for promised benefits. In view of this situa- 
tion, the reduction in the taxes of the next three years, made in the 1939 
amendments, was a mistake. While the $1,000,000,000 of revenue which will 
be lost by reason of this tax reduction does not bulk large in comparison with 
the total of the taxes which are expected to be collected in the next few gen- 
erations for old-age insurance purposes, it is ominous that this needed revenue 
was lost “at the first signs of pressure.” The mistake made is the more tragic 
because, within a few months, we had to launch our great defense effort, in 
which concern about the alleged deflationary effects of the social security 
taxes has been superseded by anxiety about inflationary price rises. 

Part III deals with the incidence and effects of the pay roll taxes. This is 
the longest part of the book and seems to the reviewer to exhaust the subject. 
The conclusion reached is that “The more or less accepted theory that labor 
ultimately pays the costs either through a reduction of money wages or of 
employment is subject to important reservations. A substantial part of the 
burden falls elsewhere.” 

While the above summaries present the author’s major conclusions, they 
do not convey an adequate idea of the real merits of this study. These lie in 
the data and reasoning behind these conclusions. While mainly a theoretical 
discussion, a great mass of statistical and other data bearing on the prob- 
lems dealt with is brought into the picture. With rare skill, the interrelation 
of these problems and the dependence of the correct answers upon many 
variables is never lost sight of. 

Most of the specific questions considered are issues which were to the 
front before Congress amended the Social Security act in 1939, New amend- 
ments are soon to come before Congress and these raise new questions. Be- 
cause the author has dealt with fundamentals, however, this study is most 
timely. It is certain to be widely quoted in the debate over the proposed new 
amendments. It is to be hoped, also, that it will influence the action taken, 
and, to the extent that it does so, we will have sounder social security legis- 
lation than we are otherwise likely to get. 

This is a book which all those who have responsibility for formulating the 
social security legislation of the country should read. It is valuable also to all 
students of modern economic theory and of social insurance. It is an excellent 
illustration of the possibilities which theory affords for the sound solution of 
complicated economic problems. 

EDWIN E. WITTE 

University of Wisconsin 


Society and Medical Progress. By BERNHARD J. STERN, (Princeton: Princeton 
Univ. Press. 1941. Pp. xvii, 264. $3.00.) 

In his autobiography some years ago, the well-known economist and so- 
ciologist Franz Oppenheimer reported that his experience as a physician in 
Berlin at the end of the nineteenth century made him aware of the close 
relationship between medicine and social conditions, and led him to dedicate 
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his life to a socio-economic study of society through which he hoped to find 
an answer to the medical problem which confronted him. The author of this 
book has moved in the opposite direction: Research in social institutions led 
him to problems of physical pathology which he regards as basically social, 
although medical science previously had claimed them as its exclusive domain. 
Sharing his view, the Committee on Research in Medical Economics invited 
him to carry further his studies on the interrelations of medicine and society 
to which he had contributed in 1927 in Social Factors in Medical, Progress. 
Society and Medical Progress is the outcome. , 

Medical science has never been self-sufficient. Its development, therefore, 
cannot be traced purely biographically, ż.e., by following the approach of the 
medical profession to its problems. Instead, it is necessary to note the close 
association of the growth of medicine with that of other sciences. Medicine 
derived special impetus, for instance, from the concept of natural philosophy; 
from mathematics which permitted quantitative records for description and 
prognosis; from biology, botany, physics, chemistry, and lately from psy- 
chology and sociology. In the last century its progress has been influenced 
greatly by rapid urbanization with its concomitant insanitation, congested 
slums, and social class stratification; by the transformation of a locally self- 
sufficient agricultural economy into an internationally interdependent indus- 
trial economy; by tremendous population increases; by establishment of in- 
stitutions such as hospitals and public health agencies, etc. In turn, medicine 
has affected other sciences by revolutionary discoveries in its own field; by 
transforming the age composition of the population; by increasing health 
standards greatly; by stimulating important industries serving its ever- 
expanding purposes, etc. 

The progress of medicine, however, has been a tragic history of prejudices, 
errors, obstacles, and missed opportunities. In the brilliant chapter on “Re- 
sistances to Medical Change” we become acquainted with the partly irra- 
tional, and partly calculating, forces ever in the way of medical innovation. 
Vested interests, personal rivalry, academic bureaucracy, intellectual blind- 
ness, doctrinarianism are the raison of the long and arduous, but finally 
triumphant, evolution of medicine from magico-religious supernaturalism to 
its present qualification as a science. 

The progress of medicine could be much greater if socio-economic condi- 
tions were more favorable. For example, malnutrition, the cause of many 
diseases, is clearly an anachronism in contemporary society which has the 
knowledge to make an adequate food supply available to all. By showing 
the grievous disparity between available medical knowledge and its lagging 
application in social reality, the author places before society the vital alterna- 
tive on which further medical development depends: either progress by trans- 
forming our socio-economic system according to medical postulates, or stag- 
nate in the present discrepancy. It is a constructive conclusion to a thoroughly 
suggestive book. 


PHILIPP WEINTRAUB 
Cornell University 
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British Unemployment. Programs, 1920-1938. By EvELINE M. Burns. (Wash- 
ington: Committee on Social Security, Social Science Research Council. 
1941. Pp. xx, 385. $2.75.) 


When in 1911 Great Britain invented the scheme of national unemployment 
insurance she was initiating a radical change in provision for the unemployed. 
Freed from the deterrent devices embodied in the age-old poor relief system, 
the insecure worker now by contractual right drew a specified weekly sum 
without the necessity of first exhausting his other resources or of submitting 
to the hated means test or to other coercive controls. This right was hedged 
about with certain economic safeguards, which limited the amount of pay- 
ments and their duration in relation to a fixed number of contributions (taxes) 
paid by the insured or in his behalf and thus confined the system to those 
who were ordinarily short-period unemployed. The numbers benefited in the 
beginning were few and unlikely to be corrupted by generous treatment. As 
the magnified unemployment problem during the next three decades chal- 
lenged the country to a more extended treatment, other groups of unemployed 
were swept into the program, category by category. Those unemployed be- 
cause of the war were given from the Treasury out-of-work donations (1915- 
1921), and the long-time insured unemployed who had exhausted their con- 
tractual benefits received uncovenanted benefits (1921-1931), transitional 
payments (1931-1935) and payments from the Unemployment Assistance 
Board (1935 to the present), while the local poor relief (public assistance) 
system took full responsibility for the unemployed not comprised in these 
categories. In fact the local authorities were used from 1931 to 1935 as agen- 
cies to administer the means test to applicants for transitional payments from 
the national insurance funds. Unemployment insurance has been the basic 
element in this British amalgam, although in the treatment of the residual 
unemployed the other institutions have influenced the insurance system and 
have been influenced by it. 

In her study of British policy in the many-sided issues concerned with 
large-scale unemployment from 1920 to 1938—the period between the two 
world wars—Dr. Burns has emphasized the interaction of insurance and of 
public assistance. The peculiar characteristics of insurance—limited benefits 
for a limited duration—required supplementary measures flexible enough to 
meet family needs in long-time unemployment. Once the residual unemployed 
also have received the right to be well treated, Dr. Burns raises the question 
whether unemployment insurance needs distinguishing status and whether 
the right to the “insurance” type of benefit has not become so firmly estab- 
lished in Great Britain as to make unnecessary the independent and separately 
financed insurance system. Progress made since 1935 in the combination of 
insurance and unemployment assistance—in scope, flexibility, finance and 
administration—suggests the possibility of a basic unification, at least in 
finance. 

In fuller perspective Dr. Burns assesses the achievements of the British 
system for handling unemployment relief demands: its basic stability; its 
freedom from political and personal bias toward the individual; its success 
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in recruiting the service and coöperation of private citizens for administra- 
tion; and its success in operating a complicated categorical relief program. 
She emphasizes the outstanding failure to initiate significant positive pro- 
grams of training.and public works, These successes and failures are ex- 
plained in terms of their proper British social and political setting. While 
wisely avoiding loose comparisons of British experience with that of any 
other industrial country, Dr. Burns draws a conclusion which students of 
unemployment in all democratic countries may well ponder. Social policies 
and programs cannot operate in watertight compartments. “For a community 
which has accepted the idea of the basic minimum as fully as has Great 
Britain, the discovery that the sum of money necessary to assure this standard 
to an unemployed man may be in excess of that earned by many workers in 
full employment acts not solely as an argument to reduce unemployment 
assistance, but becomes also a challenge to remove the social inadequacies of 
the wage system” (p. 336). 

The author’s analysis of British policy as it developed step by step is pene- 
trating, balanced, detached and realistic. It is based upon personal experience 
in the British Ministry of Labour, extensive interviews with officials and citi- 
zens, correspondence and documentary materials. Numerous tables in the 
appendix aid the American reader to appraise the extent of unemployment in 
Great Britain. The reviewer knows of no study of this subject which has com- 
parable scope and analytical value. 


ELINOR PANCOAST 
Goucher College 


Population; Migration; Vital Statistics 


Foundations of American Population Policy. By FRANK LORIMER, ELLEN 
Winston and Louise Kiser. (New York: Harper. 1940. Pp. xiii, 178. 
$2.50.) 


Prepared by a committee of specialists for the National Economic and 
Social Planning Association, this volume will be of interest to economists 
primarily because it proposes a public policy, In essence, it is an appeal for 
the integration of population policy with national social planning, Although 
much has been written about European policies, this is the first book to 
attempt the formulation of an American plan to combat the steady decrease 
in the birth rate among important groups of our society. 

Two generalizations are made by the authors from the demographic 
analysis: (1) there are certain population trends taking place in this country, 
especially for the middle clases, which are inherently self-destructive; (2) these 
trends are largely determined by social conditions and are, therefore, subject 
to social control. The basic objectives are set forth as a higher standard of 
living for the majority of our people, conservation of natural resources, and 
a general improvement in health and cultural capacities. 
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The data on which the conclusions are based consist of chapters on 
population trends and the relation of these trends to labor and natural 
resources, consumption patterns, investment and economic enterprise, social 
aspects, and the changing pattern of the family. It is pointed out that a 
decline in actual numbers seems almost inevitable. If present trends continue, 
the actual reproduction rate within a few decades may not be more than 
three-fourths, or even two-thirds, of that required for the maintenance of a 
permanent population. The differential birth rate places a cruel burden upon 
certain groups.in our society to furnish the forthcoming generations. These 
groups, as a rule, have the fewest economic, cultural, and educational 
advantages. Even if this fact should not prove important from the qualitative 
aspect, it is doubtful that society can fully overcome these environmental 
factors by costly and mounting outlays. The force of the differential birth 
rate is brought out by some interesting facts. For example, the rate for the 
Spanish-Americans, Mexicans, and Indians in this country is so high that 
these groups may in time become as numerous as the Negro population 
(p. 23). In spite of the skillfully-prepared material, however, for those 
familiar with the previous work of Lorimer and Osborn (Dynamics of 
Population) and the recent work of Carter Goodrich and the National 
Resources Committee, there is little new. 

The chapter on “Population, Investment, and Economic Enterprise” con- 
sists of only twelve pages and suggests that the decline in population growth 
may intensify the forces of depression and stagnation. References are made 
to articles of Professor Hansen and Mr. Keynes. In short, the remedy for 
this cessation of growth is planning on a national scale and the extension of 
governmental enterprise and services. 

Of primary importance in this study are the positive measures recom- 
mended in the last chapter which may be summarized as follows: 

1. Stimulation of investment and economic activity, and an increase in 
the general level of consumption through planning. An increased participation 
of the government together with an extension of public services. 

2. Moderation of the present handicaps of families with several children 
by payments in kind by society, such as maternity care, housing programs, 
lunches for children, and other benefits. 

3. Distribution of contraceptive information and devices equally to all 
classes and areas. 

4. A large and wide extension of public provision for medical care, especially 
for mothers and children. 

5. Plans, such as part-time and periodic employment and maternity leave, 
for the removal of the difficulties of the participation of mothers in work 
outside the home. 

6. The development of public and community attitudes, and increased 
interest in children; consumer codperatives, and other forms of community 
and codperative enterprises. 

All will agree that the basic objectives set forth in this book are desirable, 
but there will be disagreement as to how they are to: be attained. The authors 
of course realize that population studies arouse strong emotions, and that 
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there will always be opposition to certain aspects of their proposed policy. 
Not every economist will be in agreement with the broad, national planning 
advocated; some are not even alarmed about the cessation of population 
growth. 

This book says little about what seems to be the greatest gap in population 
literature requisite for planning—-the lack of authoritative data which shows 
why families do not have children.* The availability of contraceptive measures 
to all classes would undoubtedly lower the birth rate, but it is not at all 
certain that the removal of economic burdens through public benefits, and 
the other measures suggested, would cause our middle-class group to have a 
sufficient number of chidren to replace themselves. 

Myrdal, in his recent book, calls population “the grand tradition of the 
economist.” Inasmuch as the present war will bring forth new problems, and 
the need for an early consideration of them, it is to be hoped that more 
economists will return to their “grand tradition” and join with other workers 
in tearing down the lettered compartments of social science and take part in 
formulating a policy. The book at hand is a constructive beginning. 


LAWRENCE R. CHENAULT 
Hunter College 


Unclassified Items 


Human Nature and the Social Order. By E. L. THORNDIKE. (New York: 
Macmillan. 1940. Pp. xx, 1019. $4.00.) 


Professor Thorndike set for himself a challenging and formidable task in 
assembling the “substantial contribution” which “human biology and psy- 
chology” make to an “adequate science of human thought.” The very attempt 
in its boldness calls to mind the several Outlines of H. G. Wells; but this 
volume lacks their readability and their intangible sense of sweep and vision 
and verve. 

To this reviewer, Part I, which provides the background of formal psycho- 
logical knowledge, is far and away the better half of the book. Here Thorn- 
dike is on ground he has made his own through a lifetime of study. One may 
recognize the omissions from the psychological overview—the virtual ignoring 
of the Freudian and gestalt approaches. But he has presented here what stu- 
dents of his texts have been taught to expect. This recapitulation consumes 
four hundred of the thousand pages. 

Part II ranges over an enormous area of social activities, trying to establish 
some long-range, verifiable truths of human nature in its broad social setting. 
The chapter titles alone indicate a range of topics upon which it would not 
be surprising if any one student were less than conclusive or satisfactory in 


*The Milbank Memorial Fund has recently completed a study on this subject. 
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his pronouncements. Perhaps one can most readily suggest the limitations of 
the method employed by a few sentences which are not too untypical. 


Common observation seems to indicate that capitalists and business men are less 
sharp and greedy in their dealings with their workmen than with other capitalists and 
business men and with the purchasing public. The purchasing and sales departments 
probably drive harder bargains than the personnel department . . . (p. 581). 

It can be argued that industrial management of the future will profit from the 
sacrifice of courage and dominance to reliability and codperativeness. All these matters 
are more suitable for research than for discussion (p. 624). 

In so far as the trouble lies in our institutions, laws, and customs, science should 
improve them as it has improved our material instruments. If it also lies deeper, in human 
nature itself, science should improve human nature (p. 583). 

Reforms which concern the ownership of material property concern only a rather 
small fraction of human life (p. 698). 

It may further be taken as certain that the welfare of society will never be cared for 
by society acting by itself, but only by the acts of persons (p. 720). 

Psychology finds little friendship between vox populi and vox dei. It would justify 
majority decisions, if at all, on the grounds that they are convenient to obtain, commanded’ 
respect and allegiance in a country where they were customary, and were insurance against 
various pernicious sorts of oligarchy (p. 793). 


If this kind of sentence is psychological science in the service of human 
welfare, one hopes that the science of semantics will have a prior development. 

Finally, it is not captious to point out that despite the twelve-page bib- 
liography the omissions are conspicuous as to those phases of applied psychol- 
ogy which have latterly had scholarly formulation. The work of the Harvard 
group around Elton Mayo, of Kornhauser, McMurray, Link, Houser and 
others, comes at once to mind. 

Realization of the investment in mentality and money which this encyclo- 
pedic volume represents constitutes an embarrassment to the reviewer who 
would be discriminating yet appreciative. Perhaps the time has passed when 
any one writer should essay this kind of task. The difficulties of it for a single 
author are obvious. But the difficulty of the task and the eminence of the 
author should not deter the reviewer from announcing his conclusion that the 
total product is disappointing. 

Orpway TEAD 


New York 
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Brown Univ., vol. 21. (New Haven: Yale. Univ. Press. 1941. Pp. 147. $2.50.) 

The sights, sounds, smells, people and life of 18th-century London in three specific 
years are depicted in these three imaginary tours, which the author has been able to 
reconstruct through his work on this period as editor of the Yale Edition of “Horace 
Walpole’s Correspondence,” 


MADARIAGA, S. de. Hernán Cortés, conqueror of Mexico. (New York: Macmillan. Pp. 663. 
$4.) 
This biography is also a history of the conquest of Mexico. 
Morrson, S. E. The maritime history of Massachusetts, 1783-1860. (Boston: Houghton 
Mifflin. 1941. Pp. 431. $4.) 
New illustrations and a supplement of letters received by the author since the book’s 
original publication have been added to this new, lower-priced edition. 


Morton, L. Robert Carter of Nomini Hall, a Virginia tobacco planter of the eighteenth 
century. Williamsburg Restoration hist. stud. no. 2. (Princeton: Princeton Univ. Press, 
on behalf of Colonial Williamsburg, Inc. 1941. Pp. xi, 332. $3.50.) 


Overton, R. C. Burlington West, a colonization history of the Burlington Railroad. 
(Cambridge: Harvard Univ. Press. 1941. Pp. xviii, 583. $4.50.) 


RostovrzErF, M. The social and economic history of the Hellenistic world. 3 vols. (New 
York: Oxford. 1941. Pp. 1811. $30.) 


Maritime history of New York, Compiled by workers of the writers program of the 
W.P.A. for the City of New York. Introduction by F. H. La Guarpra. (Garden City, 
N.Y.: Doubleday. Pp. 358. $3.) 

A history of the Port of New York. 


Economic Systems; National Economies 
Best, H. The Soviet experiment. (New York: Richard R, Smith. Pp. 127. $1.25.) 


Brisson, T. A. Japans new structure. Foreign policy rep. (New York: Foreign Policy 
Assoc. 1941. Pp. 12. 25c.) 


CHANDRASEKHAR, S. India and the war. (New York: Newsindia, Room no, 1001-112 East 
19th Street. 1941. Pp. 32. 15c.) 


Cunos, M. W. and Strong, W. T. Toward a dymanic America; the challenge of a changing 
world, Headline books no. 31. (New York: Foreign Policy Assoc. 1941. Pp. 95. 25c.) 


Corsetr, P. E. Post-war worlds. I.P.R. inquiry series. (New York: Farrar and Rinehart. 
1942, Pp. ix, 208. $2.) 


Corey, L. The unfinished task. (New York: Viking. 1942. $3.) 


Drxon, R. A. and EBERHART, E. K. Economic institutions of capitalism. Rev. ed. (Ann 
Arbor: Edwards Bros. 1941. Various pp. $3.) 


Doss, M. Soviet economy and the war. (London: George Routledge and Sons. 1941. Pp. 
88. 3s.) 


Foxcrort, E. J. B. Australian native policy. Melbourne Univ. Press. (New York: G. E. 
Stechert. 1941. Pp. 168. $2.50.) 


Frere, C. J. Constitutional government and democracy, theory and practice in 
Europe and America. (Boston: Little, Brown. 1941. Pp. xix, 695. $4.) 


200 THE AMERICAN ECONOMIC REVIEW [MARCH 


Green, J. F. Australia in the world conflict. Foreign policy rep. (New York: Foreign 
Policy Assoc. 1941. Pp. 12. 25c.) 
Havnen, J. R. The Philippines: a study in national development. (New York: Mac- 
millan. 1942.) 
Dr. Hayden, who has been Vice-Governor and Acting Governor General of the 
Philippines, is one of the few living authorities on these islands, and his study of the 


growth of a democracy is enlivened by his personal experiences during five years in the 
Philippines. 


Merriam, C. E, On the agenda of democracy. Godkin lectures, 1940-1941. (Cambridge: 
Harvard. 1941. Pp. 149. $1.50.) 


Porter, C. Philippine emergency; the impact of war on the Philippine Commonwealth 
and, its relations with the United States. Far Eastern pamph. no. 3. (New York: Inst. 
of Pacific Rel. Pp. 78. 15c.) 


Sarkar, B. Post-war WON aaeCOn Oa: a general survey. (Calcutta: Chuckervertty Chatter- 
jee. 1941. Pp. 26.) 


Smita, T. V. The democratic tradition in America. Am. government in action. (New 
York: Farrar and Rinehart. 1941. Pp. 165. $1.) 


STOLPER, G. This age of fable; the political and economic world we live in. (New York: 
Reynal and Hitchcock. 1941. Pp. xx, 369. $3.) 


TALMADOE, I. DEW., editor. Whose revolution? a study of the future course of liberalism 
in the United States. (New York: Howell, Soskin. 1941, Pp. 304. $2.50.) 
What will be the outcome for democracy of the present social revolution? This ques- 
tion is analyzed and discussed by James Burnham, Roger Baldwin, Granville Hicks, 
Malcolm Cowley, Hans Kohn and others. 


Taytor, H. J. Why Hitlers economy fooled the world; an explanation of capital and 
the German economy. (Boston: Christopher Pub. House. 1941. Pp. vii, 45. $1.) 


THORDARSON, B. Iceland, past and present. (New York: Oxford. Pp. 46.) 


THompson, V. McL. Thailand, the new Siam. Inst. of Pacific Relations, Internat. res. ser. 
(New York: Macmillan. 1941. Pp. 897. $4.) 


Wates, N. China builds for democracy. (New York: Modern Age Books. 1942.) 


Wicxizer, V. D. and Bennett, M. K. The rice economy of monsoon Asia. Grain econ. 
ser, no. 3. (Stanford Univ., Calif.: Food Research Inst. 1941. Pp. xiii, 358. $3.50.) 


Wyrm, K. H. The agricultural economy of Colombia. Foreign Agric., vol. 5, no. 12. (Wash- 
ington: Office of Foreign Agricultural Relations, U. S. Dept. of Agric. 1941. Pp. 23.) 


Zırko, H. J. Democracy in economics; a financial analysis. (Milwaukee: Lemurian Press. 
1941. Pp. 170. $2.) 


Manchoukuo year book, 1941, (S. Pasadena: P. D. and Ione Perkins. 1941. Pp. 975. $7.) 
Statistical year book, Québec, 1940. (Quebec: Bur. of Statistics. 1941. Pp. xxxiii, 444.) 
Wirtschaftsstatistisches Bureau des VSK. Die haushaltungsrechnung. (Basel, 1941. Pp. 112.) 


Statistics; Economic Mathematics; Accounting 


BrumpaucH, M. A., Kertocec, L. S., with the collaboration of Gramam, I. J. Business 
statistics. (Chicago: Richard D. Irwin. 1941. Pp. xv, 913. $4.) 


Davis, H. T. The analysis of economic time series. Cowles Commission for res. in econ., 
monog. no. 6. (Bloomington: Principia Press. 1941. Pp. xiv, 620, $5.) 


Dayton, S. A manual of problems in statistics. (New York: Holt. 1941. Pp. 163. 95c.) 


Erus, R. K, Davies, G. R, and Yoprr, D. Workbook for business statistics, (New 
York: Wiley. $1.) 
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EZEKIEL, M. Methods of correlation analysis. 2nd ed. (New York: Wiley. 1941. Pp. xix, 
531. $5.) 
A general revision of the text has been made and one new chapter added. 


Hacoop, M. J. Statistics for sociologists, (New York: Reynal and Hitchcock. Pp. 942. $4.) 


HOLZINGER, K. J. and Harman, H. H. Factor analysis; a synthesis of factorial methods. . 
(Chicago: Univ. of Chicago Press. 1941. Pp. 429. $5.) 
Considering factor analysis as a branch of statistical theory, this text presents the 
various procedures involved with examples from psychology, biometry, and political 
science, 


Kuznets, S. S. National income, 1919-1938. Occasional paper no. 2. (New York: Nat. 
Bur. of Econ, Research. 1941. Pp. 32. 25c.) 


LAMBERTON, R. A. Fundamentals of accounting. (New York: Longmans Green. 1942, 
Pp. viii, 467. $3.50.) 


LAsLey, J. W., Jr. and Hirt, M. A., Jr. Differential calculus for students of economics. 
(Ann Arbor: Edwards Bros. 1941. Pp. 157.) 


Lunpserc, G. A. Social research; a study in methods of gathering data. (New York: 
Longmans Green. 1942. Pp. xx, 426. $3.25.) 


Mastow, P. The course of American production. (Brooklyn: Brooklyn Coll. Press. 1941. 
Pp. 87. $1.50.) 


Myer, J. N. Financial statement analysis; principles and technique. (New York: Prentice- 
Hall. 1941. Pp. xii, 257. $3.25; workbook, $1.) 


SCHNEIDER, A. E., and others. Basic bookkeeping and accounting; book 2. 3rd ed. (Lincoln: 
Univ. Publishing Co. 1941. Pp. 128. $1.28.) 


Tavtor, J. B. and Mirrer, H. C. Solutions to C.P.A. problems. 2nd ed. McGraw-Hill 
accounting ser. (New York: McGraw-Hill. 1941. Pp. 524. $5.) 


Waris, W. A. and Moors, G. H. A significance test for time series, and other ordered 
observations. Tech. paper no. 1. (New York: Nat. Bur. of Econ. Research. 1941. Pp. 
xii, 59, 50c.) 


Woopsury, R. M. International comparisons of food costs. Stud. and rep. ser. N (statistics), 
no. 24. (Washington: Internat. Labor Office. 1941. Pp. 80. $1.) 


Accounting and auditing assistant, (New York: Delehanty Inst. 1941. Pp. 355. $5.) 


Case studies in distribution cost accounting for manufacturing and wholesaling. Report 
of the Federal Trade Commission. 77th Cong., 1st sess., H. doc. 287. (Washington: Supt. 
Docs. 1941. Pp. 215. 25c.) 


The control and valuation of inventories; selected papers. (New York: Nat, Assoc. of 
Cost Accountants. 1941. Pp. viii, 408. $3.) 


Die stddtestatistizk in einigen lindern Europas. Artikelreihe, by H. W. METHORST, U. 
Giusti, E. Lesorr, W. MorcenrotH, O. Bruun, O. H. Jenny, M. Huser, E. vow 
BuLMERINCQ. (Budapest: Buchdruckerei. 1941. Pp. 92. 3 pengé.) 


National association of cost accountants year book 1941; proceedings of the twenty-second 
international cost reference, the Waldorf-Astoria, New York, N.Y., June 22, 23, 24, 25, 
26, 1941. (New York: Nat. Assoc. of Cost Accountants. 1941. Pp. iv, 410.) 


Schweizerische bibliographie fiir statistik und volkswirtschaft. (Bern: Herausgegeben von 
der Schweizerischen Gesellschaft für statistik und volkswirtschaft. 1941. Pp. xix, 113.) 


Public Finance; Fiscal Policy; Taxation 


ALTMAN, G. T. Federal tax course, 1942. (Chicago: Commerce Clearing House. 1941. $10.) 
In effect this is the fourth edition of the author’s Introduction to Federal Taxation 
published in 1936. 
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Bacon, M. A. Income as an index of the fiscal capacity of Michigan counties. Michigan 
governmental stud. no. 8. (Ann Arbor: Univ. of Michigan Press. 1941. Pp. 78. 35c.) 


Forn, R. S. Financing national defense. Michigan pamph. no. 10. (Ann Arbor: Univ. of 
Michigan Press. 1941. Pp. 28. 10c.) 


Forn, R. S. and SHEpaArD, E, F. The Michigan retail sales and use taxes. Michigan govern- 
mental stud. no. 5. (Ann Arbor: Univ. of Michigan Press, 1941. Pp. 154.) 


Grorce, H. Progress and poverty; rearranged and abridged for modern readers by Harry 
GUNNISON Brown. 2nd ed. (New York: Robert Schalkenbach Found. 1941. Pp. 240. 
25c.) . 


Lasser, J. K. Your income tax. 1942 ed. (New York: Simon and Schuster. 1941. Pp. 144. 
$1.) 


Montcomery, R. H. Excess profits and other federal taxes on corporations 1941-42. (New 
York: Ronald Press. 1941. Pp. x, 710. $7.50.) 


. Federal taxes on estates, trusts and gifts 1941-42. (New York: Ronald Press. 1941, 
Pp. vi, 761. $7.50.) 


Scumipt, E. B. An appraisal of the Nebraska tax system. (Lincoln: Univ. of Nebraska. 
1941. Pp. 200.) 


SHour, C. Federal finances in the coming decade; some cumulative possibilities, 1941-51. 
(New York: Columbia Univ. Press. 1941. Pp. xii, 121. $1.) 


. The prospects for a study of the economic effects of pay roll taxes. Pamph. ser. 
no. 9. (Washington: Committee on Social Security, Social Science Research Council. 
1941. Pp. 74. 50c.) 


Srotper, W. F. British monetary policy and the housing boom. Quarterly Journal of Eco- 
nomics, vol. 46, no. 1, pt. ii. (Cambridge: Harvard Univ. Press. 1941. Pp. 170. $1.25.) 


WoLkIND, H. Fluctuations in capital outlays of municipalities. Econ. ser. no. 10. U.S. Dept. 
of Commerce, Bur. of Foreign and Domestic Commerce. (Washington: Supt. Docs. 1941. 
Pp. 87. 15c.) 


Wernperc, R. D. Outline of taxation. Nat. law review ser. (Brooklyn: Academy. 1941. 
Pp. 72.) 


National defense and state finance. (University, Ala.: Bur. of Public Admin., Univ. of 
Alabama. Pp. 185.) 


Revenue act of 1941: hearings, 77th Cong., Ist sess, on H. R. 5417, to provide revenue, 
and for other purposes, revised, Aug. 8, 11-15, 18-23, 1941. Finance Committee, Senate. 
(Washington: Supt. Docs. 1941. Pp. 1592. $1.75.) 


Secretary of the Treasury; annual report on the state of the finances for fiscal year ended 
June 30, 1941. (Washington: Supt. Docs. 1942. Pp. xviii, 716.) 


Tax barriers to trade. Symposium conducted by the Tax Institute, December 2-3, 1940, 
Chicago, Illinois. (Philadelphia: Tax Instit. 1941. Pp. 344.) 


Tax facts and figures. (New York: The Tax Found. 1941. Pp. 73.) 


Tax yields: 1940; tax collection statistics for the various units of government with explana- 
tory text and analysis, (Philadelphia: Tax Instit. 1941. Pp. 160. $2.50.) 
For the first time in this annual compilation of tax-~yield statistics, state collection 
figures for the entire decade of the 1930’s are presented. Federal tax collection data are 
given for the period 1911 to 1940. 








Money and Banking; Short-Term Credit 
Corr, C. G. The federal reserve bank of Richmond. (New York: Columbia Univ. Press. 
1941. Pp. xv, 140. $2.) 


This book is one of a series appraising the operation of the twelve regional Federal 
Reserve Banks. 
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GOLDMAN, M. M. You pay and you pay; an exposé of the respectable racketeers in Ameri- 
can finance. (New York: Howell, Soskin. 1941. Pp. 340. $2.50.) 


Rrecer, E. C. Dollar doomsday. (New York: Inflation Counselors. 1941. Pp. 80. $1.) 


WETZEL, J. The practical operation of a small benk’s credit function. (Cambridge: Bankers 
Pub, Co. 1941. Pp. 113. $1.75.) 


Waurtsett, J. M. Banking operations in Ohio, 1920-1940. Research monog. no. R-28. (Co- 
lumbus: Ohio State Univ. Pp. 242. $2.50.) 


Woonsury, O. L. Plowshares and pruning hooks. (Boston: Christopher Pub. House. 1941. 
Pp. v, 64. $1.25.) 


Country banking in Wisconsin during the depression. Agriculture Dept., tech. bull. 777. 
(Washington : Supt. Docs. 1941. Pp. 112. 15c.) 
Gives information relating to character and performance of country-bank loans, char- 
acter and performance of banks’ securities investments, changes in financial condition of 
country banks, and measures for strengthening banks. 


Die devisenbestimmungen in Schweden. (Basel: Bank for International Settlements, Mone- 
tary and Economic Department. 1941. Pp. 16. Fr. 1.) 


Federal Reserve act: hearings, 77th Cong., 1st sess., on S. 1471, to extend the period during 
which direct obligations of the United States may be used as collateral security for Fed- 
eral Reserve notes, June 21, 23-25, 1941. Banking and Currency Committee, House. 
(Washington : Supt. Docs. 1941. Pp. 90. 10c.) 


Orders and regulations relating to foreign funds control in the United States. 2nd ed. 
(Basel: Bank for International Settlements, Monetary and Economic Department. 1941. 
Pp. 46. Fr. 2.50.) 


International Trade, Finance and Economic Policy 


Derre, E. B. Economic relations of the United States with Latin America, Internat. 
rel, ser. (Washington: Am. Assoc. of Univ. Women. Pp. 48. 25c.) 


Evtrotr, A. R. The resources and trade of Central America. Foreign policy rep. vol. 17, 
no, 12, (New York: Foreign Policy Assoc. 1941. Pp. 11. 25c.) 


Forster, K. The failures of peace, the search for a negotiated peace during the First World 
War. Introduction by Ernest Mrvor Patrerson. (Washington: Am, Council on Pub. 
Affairs. 1941. Pp. vi, 159. Cloth, $2.50; paper, $2.) 


Gorpon, W. C. The expropriation of foreign-owned property in Mexico, Introduction by 
Samuet Guy Inman. (Washington: Am. Council on Pub. Affairs. 1941. Pp. viii, 201. 
Cloth, $3.25; paper, $2.50.) 


Harine, C. H. Argentina and the United States. World peace found. pamph. no. 5. (Boston: 
World Peace Found. 1941. Pp. 75. 50c.) 


Horcomse, A. N. Dependent areas in the post-war world. America looks ahead, no. 4. 
(Boston: World Peace Found. 1941. Pp, 108. 50c.) 


Jones, S. S. and Myers, D. P., editors. Documents on American foreign relations; vol. 3, 
July 1940-June 1941. (Boston: World Peace Found. 1941. Pp. 845. $3.75.) 


Lary, H. B. and Dicxens, P. D. The balance of international payments of the United 
States in 1940. Econ. ser. no. 17. U. S, Dept. of Commerce. Bur. of Foreign and Domestic 
Commerce. (Washington: Supt. Docs. 1941. Pp. vi, 93. 20c.) 


Laves, W. H. C., editor. Inter-American solidarity. Harris Found. lectures 1941. (Chicago: 
Univ. of Chicago Press. 1941. Pp. xiii, 228. $1.50.) 


Levy, R., Lacam, G. and Rots, A. French interests and policies in the Far East. I.P.R. 
inquiry ser. (New York: Inst. of Pacific Rel. 1941. Pp. xi, 209. $2.) 
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Misuustin, D. D. Foreign trade and industrialization of the US.S.R. (Vneshnyaya 
torgovlya i industrializatziya SSSR.) (Moscow: Nauchno Issledovatelskii Institut Vneshei 
Torgovli. 1938. Pp. 350. 10 rubles.) 

The reasons for the establishment of the foreign trade monopoly by the Soviet 
government and its effect upon the industrialization of Russia are reviewed in this 
book-~—M. V. Condoide 


Noran, L. C. Agriculture in the Argentine trade agreement. (Washington: Foreign Agric. 
1941. Pp. 24.) 


Rowe, L. S., and others. Latin America in world affairs, 1914-1940, (Philadelphia: Univ. 
of Pennsylvania Press. 50c.) 


SOUTHWORTEH, C. Toward free trade with Latin America. Foreign policy rep., vol. 17, no. 
14. (New York: Foreign Policy Assoc. 1941. Pp. 11. 25c.) 


STEIGER, C. J. Kalkulation und preisbildung im überseehandel. (Zürich: Schulthess. 1941. 
Pp. 22. Fr. 1.50.) 


Common interests and agencies of Canada and the United States. Report of Canada- 
United States Committee maintained by Canadian Chamber of Commerce and Chamber 
of Commerce of the United States. (Washington: U. S. Chamber of Commerce. 1941. Pp. 
23.) 


Japan trade guide, with a comprehensive mercantile directory, 1941. (S. Pasadena: P. D. & 
Tone Perkins, 1941. Pp. 689. $8.) 


Latin America as a source of strategic and other essential materials. United States Tariff 
Commission, rep. 144, 2nd ser. (Washington: Supt. Docs. 1941. Pp. 397. 50c.) 


World economic survey, 1939-1941. League of Nations pub. 1941. IL A. 2 (New York: 
Columbia Univ. Press. 1941. Pp. 260. $2.50.) 

This is the ninth edition of the series and covers the period of almost two years from 
the autumn of 1939 to the summer of 1941. In the Preface; written by A. Loveday, 
director of the Economic, Financial and Transit Department of the League, the general 
problem of the transition from a peace to a war economy and of the sources and 
methods of war finance are clearly and precisely analyzed. The present volume contains 
new chapters on wartime control of production, consumption and rationing, international 
monetary relations, raw materials and foodstuffs. The report has been prepared at the 
Institute for Advanced Study, and ample reference is made in each chapter to American 
economic and financial policy-J. C. Rocca 


The world’s destiny and the United States; a conference of experts in international relations. 
(Chicago: World Citizens Assoc. 1941. Pp. 320. Cloth, $1.; paper, 50c.) 


Business Finance; Insurance; Investments; Securities Markets 


Decker, O. P. Corporation finance. Rev. ed. (New York: Am. Inst. of Banking. 1941. Pp. 
479, $4.) 


Dors, L. and FRIEDMAN, E. J. Corporate meetings, minutes, and resolutions, Rev. ed. 
(New York: Prentice-Hall. 1941. Pp. 1163. $10.) 


Green, P. M. and VAN Arsperr, P. M. Problem manual in corporation finance. 2nd rev. 
ed. (Champaign, TIl; Stipes Pub. Co. 1941. Pp. 70. $1.) 


Harvey, D. C. B. Real estate mortgages (a practical treatise) with forms. (New York: 
Clark Boardman. 1941. Pp. 346. $6.) 


Lanpis, J. M. Negotiable instruments. Rev. ed. (New York: Am. Inst. of Banking. 1941. 
Pp. 400. $3.) 

Leavitt, J. A. The voting trust; a device for corporate control. (New York: Columbia 
Univ. Press. 1941. Pp. 216. $2.50.) 


MacDoveatt, E. D. The great game of “futures”; an exposé of a gigantic racket. (Wash- 
ington: Leader Pub. Co. 1941. Pp. 108. 50c.) 
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Moore, W. H. The reorganization of railroad corporations; a study of the public interest. 
(Washington: Am. Council on Pub. Affairs. 1941. Pp. vii, 173. Cloth, $3.; paper, $2.50.) 


SCHLEUSS, H, Die einbruchdiebstahl-versicherung in der Schweiz. (Zürich: Schulthess. 1941. 
Pp. xvi, 270. Fr. 6.) 


SHULTZ, B. E. The securities market and how it works. (New York: Harper. 1942. Pp. ix, 
433. $5.) 


STEWART, M. S. How to buy life insurance. Pamph. no. 62. (New York: Pub. Affairs Com- 
mittee. 1941. Pp. 30. 10c.) 


Taytor, W. B. Financial principles and policy. 3rd ed. (St. Louis: John S. Swift Co. 1941. 
Pp. 86. $2.) 


_ Wayne, E. A., editor. Municipals. Committee on municipal obligations, national association 
of supervisors of state banks. (Washington: Federal Deposit Insurance Corporation. 1941. 
Pp. 108. $1.) 


West, C. J. Understanding life insurance. (Columbus: College Book Co. 1941. Pp. 308. 
$2.75,) 


Investment counsel annual: vol. 3, no. 1. (New York: Investment Counsel Assoc. of 
America, 1941. Pp. 209. $1.) 


Savings-bank life insurance. Labor Standards Division, bull. 44. (Washington: Supt. Docs. 
1941. Pp. 22. 10c.) 


Public Control of Business; Public Administration; 


National Defense and War 


ARNOLD, T., and others. Defense inventory. Round table broadcast. (Chicago: Univ. of 
Chicago. 1941. Pp. 28. 10c.) 


Bascu, A. The new economic warfare. (New York: Columbia Univ. Press. 1941. Pp. xvi, 
190. $1.75.) 

An eye-witness account of the stages leading up to the war, by a Czechoslovakian 
economist now teaching at Brown University. He traces the means by which Germany 
manipulated the trade of other countries to strengthen her own position, and explains 
the steps Great Britain and the United States are taking to counteract the economic 
panzer activity of Germany. 


Brocan, D. W. Politics and law in the United States. Current problems. (New York: Mac- 
millan. 1941. Pp. 137. $1.25.) 
An attempt to “illustrate for British readers one aspect of American institutions, the 
extraordinary place given to written law in the organization of American government 
and politics.” 


CLARKSON, J. D. and Cocuran, T. C., editors. War as a social institution; the historian’s 
perspective. (New York: Columbia Univ. Press, 1941. Pp. 352. $3.50.) 

Most of these essays on war, by twenty-six scholars, were read at the 1940 meeting of 
the American Historical Association. War is discussed from five positions: the roots of 
war, the strategy and conduct of war, the neutral and war, war and society, and America 
and the present war. 





. Defense economy of the United States, labor problems. Foreign policy rep., vol. 
17, no. 13. (New York: Foreign Policy Assoc. 1941. Pp, 11. 25c.) i 


Dumonp, D. L., editor. Public policy in a world at war. Annals, vol. 218. (Philadelphia : 
Am. Acad. of Pol. and Soc. Sci. 1941. Pp. 267. $2, paper.) 


Garsta, C. Planning the war. Foreword by Field-Marshal Loro Mitne. Penguin special. 
(New York: Penguin. 1941. Pp. 150. 25c.) 
A study of a central war planning board with adequate executive organization. In- 
cluded is a special preface to the American edition, bringing the book up to date, 
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Harris, S. E. The economics of American defense. (New York: Norton. 1941. Pp. 350. 
$3.50.) 


Herre, E. P. The impact of war; our American democracy under arms, (New York: 
Farrar and Rinehart. 1941. Pp. 315, $2.50.) 


Hopces, E. P. The antitrust act and the Supreme Court. (St. Paul: West Pub. Co. 1941. 
Pp. 282. $5.) 


LAUTERBACH, A. T., with Kann, R. A. and Hussarp, D. A. Modern war—its economic 
and social aspects; a bibliography. (Princeton: Inst. for Advanced Studies. 1942. Various 
pages.) : 


Lerner, M., and others. Design for defense; public opinion, technology, diplomacy, agri- 
culture. (Washington: Am. Council on Pub. Affairs. 1941. Pp. 40. 50c.) 


Lorwin, L. L. Economic consequences of the Second World War. (New York: Random. 
1941. Pp. 527. $3.) 


MULLENDORE, W. C. History of the United States Food Administration, 1917-1919. Intro- 
duction by Hersert Hoover; foreword and bibliography by RarpH Hasweri Lutz. 
Hoover Lib. on War, Revolution, and Peace pub. no. 18. (Stanford Univ., Calif.: Stan- 

_ford Univ. Press. Pp. 413. $4.50.) 


Nourse, E. G. Between automatic and authoritarian price-making. (Washington: Brook- 
ings Inst. 1942. Pp. 38. 25c.) 

The first chapter of a book, Price-Making in a Democracy, to be published after the 
monthly appearance in pamphlet form of twelve of its chapters. The second (February) 
and third (March) chapters are entitled “Free Enterprise and Laissez Faire’ and “Com- 
petition as Method and as Goal.” 


Saatu, E. D, A telephone rate case. (Washington: Public Utilities Reports, 1941. Pp. 223. 
$5.) 


SPENCER, F. A. Air mail payment and the government. Inst. of Econ. pub. no. 87. (Wash- 
ington: Brookings Inst. 1941. Pp. xii, 402. $3.) 


STRYKER, P, Arms and the aftermath. (Boston: Houghton Mifflin. 1942. Pp. viii, 157. 
$1.75.) 


WATERMAN, M. H. Economic implications of public utility holding company operations, 
with particular reference to the reasonableness of the “death sentence” clause of the public 
utility holding company act. Michigan bus. stud. vol. 9, no. 5. (Ann Arbor: Univ. of 
Michigan School of Bus. Admin. 1941. Pp. 180. $1.) 


DE WILDE, J. C. and Monson, G. Defense economy of the United States, industrial capacity. 
Foreign policy rep. (New York: Foreign Policy Assoc. 1941. Pp. 20. 25c.) 


Administrative procedure: hearings, 77th Cong., 1st sess., on S. 674, to prescribe fair stand- 
ards of duty and procedure of administrative officers and agencies, to establish an admin- 
istrative code, and for other purposes; S. 675, to revise the administrative procedure of 
federal agencies, to establish the Office of Federal Administrative Procedure, to provide 
for hearing commissioners, to authorize declaratory rulings by administrative agencies, 
and for other purposes; and S. 918, to provide for the more economical, expeditious, and 
just settlement of disputes with the United States, and for other purposes: Part 3, May 
27 to July 2, 1941. (Washington: Judiciary Committee, Senate. 1941. Pp. 915-1504. 
70c.) 


American economic mobilization; a study in the mechanism of war. (Cambridge: Harvard 
Law Review Assoc. 1942. Pp. 109. 40c.) 


The German war plans. (New York: Farrar and Rinehart. 1942. $3.) 
The detailed blueprint for the nazi conquest of the world as contained in official 
and unofficial German military publications from 1932 on. 


Long-range programming of municipal public works. (Washington: Nat. Resources Plan- 
ning Board. 1941. Pp. 72. 30c.) 
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Meaning of the war to the Americas; lectures delivered under the auspices of the Commit- 
tee on International Relations on the Los Angeles campus of the University of California, 
1941, (Berkeley: Univ. of California Press. 1941. Pp. 185. $1.50; paper, $1.) 


National planning in selected countries. Tech. paper no. 2. (Washington: Nat. Resources 
Planning Board. 1941. Pp. 173. 40c.) 
Gives public works and employment planning in Germany, 1933-39, wartime planning 


in Germany, 1939-40, stabilization planning in Sweden, 1929-39, and national planning 
in Latin America. 


St. Lawrence survey: Part 3, potential traffic on the St. Lawrence Seaway. (Washington: 
Commerce Dept. 1941. Pp. 342. 40c.) 


Federal Trade Commission: annual report for fiscal year ended June 30, 1941. (Washing- 
ton: Supt. Docs. 1941. Pp. 228. 25c.) 


: decisions; Vol. 32, findings, orders and stipulations, Dec. 1, 1940, to May 31, 1941. 
(Washington: Supt. Docs. $2.50.) 





Industrial Organization; Business Methods and Policies : 


GLOVER, J. G. and Cornett, W. B., editors. The development of American industries; their’, 
economic significance. Rev. ed. (New York: Prentice-Hall. 1941. Pp. 1033. $5.50; school | 
ed., $4.50.) 


Jones, L. L. and Price, R. G. Functions of business; a text for consumer and producer. 
(New York: Gregg Pub. Co. 1941. Pp. 562. $1.80.) 


KELLOR, F. Arbitration in action; a code for civil, commercial and industrial arbitrations. 
(New York: Harper. 1941. Pp. x, 412. $3.50.) 


Proceedings of the fifth annual conference of executives of state and local trade associa- 
tions, held at The Ohio State University, March 28 and 29, 1941, Ohio State Univ. pub. 
Coll. of Commerce conf, ser. no. C-14. (Columbus: Ohio State Univ. 1941. Pp. v, 120.) 


Proceedings of the 23rd annual meeting of the American Association of Collegiate Schools 
of Business, held at the School of Business Administration, University of Minnesota, 
May 1, 2 and 3, 1941, (Hanover: Am. Assoc. of Collegiate Schools of Business, The 
Amos Tuck School, Dartmouth College. 1941. Pp, 136. $1.25.) 


Marketing; Domestic Trade 


BARKER, C. W. and ANDERSON, I. D. Principles of retailing. 2nd ed. (New York: McGraw- 
Hill. 1941. Pp. xii, 494. $4.) 


Bartiett, R. W. The price of milk. (Danville, Ill: Interstate Printers and Publishers. 1941. 
Pp. 171. $1.75.) 


Borben, N. H. The economic effects of advertising. (Chicago: Richard D. Irwin. 1942. 
Pp. xl, 988. $5.) 

CHAPMAN, H. R. and others. Marketing problems in a defense economy. Marketing ser., 
no. 43. (New York: Am. Manag. Assoc. 1941. Pp. 40. 75c.) 


Donerty, R. P. Trends in retail trade and consumer buying habits in the metropolitan 
Boston retail area. (Boston: Boston Univ. Coll. of Bus. Admin. 1941. Pp. 17. $1.) 


Garvin, W. J. Some factors affecting the supply of milk and milk products in Nova Scotia. 
Stud. in econ. no. 4. (Washington: Catholic Univ. of America Press. 1941. Pp. 163. $1.) 


GREEN, H. W. Shopping centers. 1941 ed. (Cleveland: Real Property Inventory of Metro- 
politan Cleveland. 1941, Pp, 38. $1.50.) 


Kent, C. The pros and cons of consumer credit. (New York: Workers Education Bur. 
Press. Pp. 30. 10c.) 


Lazo, H. Price inflation and price controls in the food industry. (Washington : Codperative 
Food Distributors of America. 1941. Pp. 31. 25c.) 


208 THE AMERICAN ECONOMIC REVIEW [MARCH 


Merriam, M. L. Retail credit survey, 1939. Domestic commerce ser. no. 112. (Washington: 
Bur. of Foreign and Domestic Commerce. 1941. Pp. viii, 193. 20c.) 


Norton, L. J. When should grain be marketed? Univ. of Hl. Coll. of Agric. circular 516. 
(Urbana: Univ. of Illinois. 1941. Pp. 47.) 


VaucHANn, F. L. Marketing; functions, mediums, practices, variations, and appraisal. Farrar 
and Rinehart bus. admin. ser. (New York: Farrar and Rinehart. 1942. Pp. xi, 639. $3.50.) 


Census of business, 1939: wholesale trade, statistics by areas, cities and counties. Data 
available for some 40 states. (Washington: Census Bureau. 1941.) 


Mining; Manufacturing; Construction 


CLEVENGER, K. The petroleum industry. Vocational and professional monog. no. 35. (Bos- 
ton: Bellman Pub. Co. 1941. Pp. 28. 50c.) 


Watson, R. H. The iron and steel industry. Vocational and professional monog. no. 26. 
(Boston: Bellman Pub. Co. 1941. Pp. 28. 75c.) 


Transportation; Communication; Public Utilities 


ALEXANDER, E. P. Iron horse; American locomotives, 1829-1900. (New York: Norton. 
1941. Pp. 239. $5.) 
A pictorial history, with explanatory text, of American locomotives. 


ALLEN, E. D. Analysis of highway costs and highway taxation with an application to 
Story County, Iowa. Iowa engineering exp. sta. bull. 152. (Ames: Iowa State Coll. 
Bulletin. 1941. Pp. 128. Gratis.) 

A study of highway costs and of revenues for the support of highway construction 
and maintenance. 


Dearinc, C. L. American highway policy. Inst. of Econ. pub. no. 88. (Washington: Brook- 
ings Inst. 1941. Pp. xi, 286. $3.) 


FREDERICK, J. H. Commercial air transportation, (Chicago: Richard D. Irwin. 1942. Pp. 
493. $4.) 


Harpy, A. C. World shipping; a note book on seaways and sea trade and a maritime 
geography of routes, ports, rivers, canals and cargoes. (New York: Penguin. 1941. Pp. 
223. 25c.) 


Know _ton, H. Air transportation in the United States; its growth as a business. (Chicago: 
Univ. of Chicago Press. 1941. Pp. vii, 72. $1.25.) 


Kwneiss, G. H. Bonanza railroads. (Stanford University, Calif.: Stanford Univ. Press. 
1941. Pp. 164. $3.) 
The story of five small railroads of early California and Nevada. 


Lang, C. D. What the citizen should know about the merchant marine. (New York: 
Norton. 1941. Pp. 201. $2.) 


Ostin, G. P. The telegraph industry. Vocational and professional monog. no. 30. (Boston: 
Bellman Pub. Co. 1941. Pp. 19. 75c.) 


Smita, H. L. Airways; the history of commercial aviation in the United States. (New 
York: Knopf. 1942. $3.50.) 


WHITE, J. L. Transportation and national defense. Edward Eugene Loomis Found., La- 
fayette Coll., lectures 1941. (Philadelphia: Univ. of Pennsylvania Press. 1941. Pp. xii, 
91. $1.) 


Federal regulation of the sizes and weight of motor vehicles. 77th Cong., 1st sess., H. doc. 
354, (Washington: Interstate Commerce Commission. 1941. Pp. 755. $1.) 


Investigation of railroads, holding companies, and affiliated companies. Additional report of 
the Committee on Interstate Commerce pursuant to S. Res. 71 (74th Congress). 77th 
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Congress, 1st sess. Rep. no. 714, parts 1 and 2. (Washington: Supt. Docs. 1941. Pp. xxx, 
453; xxv, 406.) 


Natural gas: hearings, 77th Cong., 1st sess, on H. R. 5249, to amend sec. 7 of the 
Natural Gas act, July 10 and 11, 1941. (Washington: Interstate and Foreign Commerce 
Committee, House. 1941. Pp. 83. 10c.) 


Preliminary abstract of railway statistics (steam railways, Railway Express Agency, Inc., 
and the Pullman Company) for the year ended Dec. 31, 1940. (Washington: Interstate 
Commerce Commission. 1941. Pp. 59. 35c.) 


Radio rules and regulations: hearings, 77th Cong., 1st sess., on S. Res. 113, resolution 
directing study. of certain rules and regulations promulgated by the Federal Communica- 
tions Commission, June 2 to 20, 1941. (Washington: Interstate Commerce Committee, 
Senate. 1941. Pp. 628. 60c.) 


Statistics of class 1 motor carriers for the year ended December 31, 1939. (Washington: 
Interstate Commerce Commission. 1941. Pp. 60. 30c.) 


Statistics of railways of class I, United States, 1929-1940. Statistical summary no. 25. 
(Washington: Assoc. of Am. Railroads. 1941. Pp. 12.) 


Tennessee Valley Authority: hearings, 77th Cong., Ist sess., on H. R. 4961, to amend sec. 
9 (B) of the Tennessee Valley Authority act, as amended by sec, 14 of the act of Aug. 
31, 1935, June 18, 19, and 27, 1941, (Washington: Military Affairs Committee, House. 
1941. Pp. 133. 15c.) 


Agriculture; Forestry; Fisheries 


Murray, L. S. 1941 supplement to state forest tax law digest of 1939. (Washington: 
Forest Service, U. S. Dept. of Agric. 1941. Pp. 11.) 


Murray, W. G. Agricultural finance; principles and practice of farm credit. (Ames: Iowa 
State Coll. Press. 1941. Pp. x, 328. $3.25.) 


Netson, A. Z, A selected bibliography of the economics of forestry in the United States. 
(Washington: Forest Service, U. S. Dept. of Agric. 1941. Pp. v, 172.) 


Witiams, D. W. Beef cattle production in the South. (Danville, I.: The Interstate. 1941. 
Pp. 442. $2.) 


ZIMMERMAN, F. L. and Reap, P. R., compilers. Numerical list of current publications of 
the United States Department of Agriculture. U. S. Dept. of Agric. misc. pub. no. 450. 
(Washington: Supt. Docs, 1941. Pp. 934. $1.75.) 


Economic Geography; Regional Planning; Urban Land; Housing 


BEEDE, K. C. Description of economic data system, (Washington: Federal Housing Adminis. 
1941. Pp. 19.) 


Herse, H, H, and REINEOLT, O. H. Waste of wealth, its causes and costs; its conquest 
through conservation. (Appleton, Wis.: C. C. Nelson Pub. Co. 1941. Pp. 80. 85c.) 


Karr, K. W. The league of nations and raw materials 1919-1939. Geneva stud. vol. 12, 
no, 3. (Geneva: Geneva Research Centre. Distributed by Columbia Univ. Press. 1941. 
Pp. 64. 40c.) 


NELSON, A. Z. Status of official instructions for assessing forest land. (Washington: Forest 
Service, U. S. Dept. of Agric. 1941. Pp. 28.) 


SPILKER, J. B. Real estate business as a profession. 2nd rev. and enl. ed. (Cincinnati: John 
G. Kidd and Son. 1941. Pp. 533. $4.) 


Bulletin of the Imperial Institute; a record of progress relating to agricultural, mineral and 
other industries, with special reference to the utilisation of the raw materials of the 
Dominions, India and the colonies. Vol. 39: nos. 2, 3. (London: Imperial Institute. 
South Kensington, S.W. 7. 1941. Pp. 251. Annual subscription, including postage, 10s.; 
2s. 9d. each.) 
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Housing for health. (New Haven: Am. Public Health Assoc. 1941. Pp. 221. $1.) 
Washington; a guide to the Evergreen State. Compiled by workers of the Writers’ Pro- 


gram of the W.P.A. in the State of Washington. Am. guide ser. (Portland, Ore.: Binfords 
and Mort. 1941. Pp. 717. $3.) 


World resources and peace. Internat. relations lectures. (Berkeley: Univ. of California 


Press. Pp. 158. $1.50; paper, $1.) 
These lectures discuss certain economic problems which must be solved if a durable 
peace is to be realized. 


Labor and Industrial Relations 


ANDERSON, H. D. and Davinson, P. E. American job trends, (Chicago: Science Research 
Associates. Pp. 52. 50c.) 


Brooxs, R. R. National labor policy and total defense. (Washington: Am. Council on 
Pub. Affairs. 1941. Pp. 15. 25c.) 


Dickinson, Z. C. Collective wage determination; problems and principles in bargaining, 
arbitration, and legislation. (New York: Ronald. 1941. Pp. xviii, 640. $5.) 


GARLAND, J. V., compiler. Federal regulation of labor unions. Reference shelf, vol. 15, no. 
3. (New York: H. W. Wilson. Pp. 286. $1.25.) 


Haves, L. J. W. The negro federal government worker; a study of his classification status 
in the District of Columbia, 1883-1938. Howard Univ. stud. in the social sci., vol. 3, no. 1. 
(Washington: Graduate School, Howard Univ. 1941. Pp. 156.) 


Hernricw, H. W. Industrial accident prevention; a scientific approach. 2nd ed. (New 
York: McGraw-Hill. 1941. Pp. 460.. $3.) 


Hicks, C. J. My life in industrial relations; fifty years in the growth of a profession. 
(New York: Harper. Pp. 189. $2.50.) 


HusBerman, L. The great bus strike. (New York: Modern Age Books. 1941. Pp. 167.) 


Mariano, J. H. The employer and his labor relations. (New York: Nat. Pub. and Labor 
Relations Service Bur. 1941. Pp. 267. $2.75.) l 


Nevins, A. W. The federal wage and hour law. (Deep River, Conn.: Nat. Foremen’s Inst. 
1941. Pp. 58. $1.50.) 


Pancoast, O., Jr. Occupational mobility, democratic efficiency through the use of human 
resources. (New York: Columbia Univ. Press. 1941. Pp. viii, 155. $1.75.) 


Ritey, H. E. Earnings and hours in the paperboard industry. Bur. of Labor Statistics bull. 
no. 692. (Washington: Supt. Docs. 1941. Pp. vii, 30. 10c.) 


Ross, M. Stars and strikes; unionization of Hollywood. (New York: Columbia Univ. 
Press. 1941. Pp. x, 233. $2.75.) 


SUTHERLAND, A. T. Earnings and hours in Pacific Coast fish canneries. Bull. of the Women’s 
Bur. no. 186. (Washington: Supt. Docs. 1941. Pp. v, 30. 10c.) 


TEPER, L. Basic facts and figures on the women’s apparel industry. (Washington: U. S. 
Dept. of Labor. 1941. Pp. 30.) 


. Forty-cent minimum wage for the women’s apparel industry. (Washington: U. S. 
Dept. of Labor. 1941. Pp. 64.) 


. and WEINBERG, N. Aspects of industrial homework in apparel trades. (Washing- 
ton: Internat. Ladies’ Garment Workers’ Union Research Department. 1941. Pp. 44.) 


VERNON, H. M. The health and efficiency of munition workers. (New York: Oxford. 1941. 
Pp. 145. $2.50.) 


The international labour code, 1939; a systematic arrangement of the conventions and 
recommendations adopted by the International Labour Conference 1919-1939 with 
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appendices embodying other standards of social policy framed by the International 
Labour Organisation 1919-1939. (Montreal: Internat. Lab. Office. 1941. Pp. lvi, 920.) 


The I. L. O. and reconstruction; report by the acting director of the International Labour 
Office to the conference of the International Labour Organisation, New York, October 
1941. (Montreal: Internat. Lab. Office. 1941. Pp. 112. 50c.) 


Job descriptions for industrial service and maintenance jobs. 1939. (Washington: Employ- 
ment Service. 1941. Pp. 265. $1.50.) 


Proceedings of the third personnel institute, May 8, 1941. Coll. of commerce conf. ser., 
no. C-16. (Columbus: Coll. of Commerce and Admin., Ohio State Univ. 1941. Pp. v, 74.) 


The public and strikes. Democracy in action no. 6. (New York: Council for Democracy. 
Pp. 38. 10c.) 


Report of the fortieth annual conference of the labour party, London, 1941. Held in the 
Central Hall, Westminster SW. 1, June 2nd, 3rd, and 4th, 1941. (London: The Labour 
Party. 1941. Pp. 197. 1s. 6d.) 


Representative clauses permitting wage adjustments during the life of the agreement. 
(Princeton: Princeton Univ. Industrial Rel. Sect. 1941. Pp. 12. 25c.) 


Safety clothing for women in industry. Special bull. no. 3. (Washington: U. S. Dept. of 
Labor, Women’s Bur. 1941. Pp. 11. 10c.) 


Selection procedure. Industrial relations digests. (Princeton: Princeton Univ. Industrial 
Rel. Sect. 1941. Pp. 8. 20c.) 


Thirtieth annual report on labour organization in Canada (for the calendar year 1940). 
Compiled and published by The Department of Labour of Canada. (Ottawa: Edmond 
Cloutier. 1941. Pp. 247. 50c.) 


Wartime developments in government-employer-worker collaboration. (Washington: 
Internat. Labor Office. 1941. Pp. 163. $1.) 


Wartime regulation of wages and hours in Canada. (Washington: U. S. Dept. of Labor, 
Wage and Hour Division, Research and Statistics Branch. 1941. Pp. iii, 63, mimeo.) 


Social Insurance; Relief; Pensions; Public Welfare 


ABBOTT, G. From relief to social security; the development of the new public welfare 
services and their administration. (Chicago: Univ. of Chicago Press. 1941. Pp. 396. 
$2.50.) 


Boan, F. A history of the poor relief legislation and administration in Missouri. Soc. serv. 
monog. (Chicago: Univ. of Chicago Press. 1941. Pp. 257. $1.50.) 


BRAMELD, T. B. H., and others. Workers’ education in the United States; fifth yearbook of 
the John Dewey Society. (New York: Harper. Pp. 352. $2.50.) 


Brown, J. The history of public assistance in Chicago, 1833 to 1893. Soc. serv. monog. 
(Chicago: Univ. of Chicago Press. 1941. Pp. 198. $1.50.) 


Evans, A. H., editor. Directory of social agencies of the City of New York, 1942. Welfare 
Council of New York City pub. (New York: Columbia Univ. Press. 1941. Pp. 448. $3.) 


GEIGER, J. C. The 1941 year book of public health. Practical medicine ser. (Chicago: Year 
Book Publishers. 1941. Pp. 544. $3.) 


Hawkins, E. D. Dismissal compensation and the war economy, Pamph. ser. no. 7. (Wash- 
ington: Committee on Social Security, Social Science Research Council. 1942. Pp. vi, 
81, 50c.) @ 


LINDSTROM, D. E. and Jouns, I. D, Rural relief in Illinois; a study of home assistance 
in thirteen counties. Agric. exp. sta. bull. 480. (Urbana: Univ. of Illinois. 1941. Pp. 45.) 


Riptey, G. The social services, yesterday, today, tomorrow. (London : -Labour Party Pub- 
lications Dept. 1941. Pp. 12. 2d.) 
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Townsend, F. E. The Townsend National Recovery Plan; new reference book. 2nd ed. 
(Chicago: Author, 450 E. Ohio St. 1941. Pp. 96. 25c.) 


ZIMAND, S., editor. An account of twelve months of health defense; containing the activi- 
ties of the Health Department of the City of New York for 1940, with comparative 
vital statistics, tables and a review of developments since 1934. (New York: New York 
City Dept. of Health, 125 Worth St. 1941. Pp. 283. $1.) 


National conference on social security. Social security in the United States, 1941. A record 
of the fourteenth national conference. (New York: Am. Assoc. for Social Security, Inc. 
1941. Pp. 187.) 


Old-age pensions: hearings, 77th Cong., Ist sess., on S. Res. 129, appointing a special 
committee to investigate the operation of the old-age pension system and means for 
securing minimum pensions thereunder; Part 1, July 14, 15, 21-24, and 28, 1941. (Wash- 
ington: Special Committee to Investigate Old-Age Pension System, Senate. 1941. Pp. 
234, 25c.) 


v 


Consumption; Income Distribution; Coöperation 


AALTONEN, F. Maynard weavers; the story of the United Coöperative Society of Maynard. 
(Maynard, Mass.: United Co-op. Soc., 56 Main St. 1941. Pp. 72. 30c.) 


ALANNE, V. S. Fundamentals of consumer coöperation. 7th rev. ed. (Superior, Wis.: Co-op. 
Pub. Assoc., Box 2000. 1941, Pp. 112. 25c.) 


BENNETT, M. K. Wheat in national diets. Wheat stud. vol. 18, no. 2. (Stanford Univ., 
Cal.: Food Research Inst. 1941. Pp. 76. $1.) 


HAMBLEN, S. B. and ZIMMERMAN, G. F. Wise spending; an introduction to consumer 
economics. (New York: Harper, 1941. Pp. 459. $1.80.) 
A high school textbook. 


Monroe, D., and others. Family expenditures for clothing, five regions. U. S. Dept. of 
Agric. misc. pub. no. 428. Consumer purchases study; farm ser. (Washington: Supt. 
Docs. 1941. Pp. 391. 30c.) 


Ross, J. E. Coöperative plenty. (St. Louis: B. Herder. 1941. Pp. 211..$2.) 


TERESHTENKO, V. T. Legal phases of coöperation. (New York: W.P.A. for the City of 
New York. 1941. Pp. v, 243.) 

The author presents an extensive bibliography touching upon the legal aspects of 
coöperation and, of even greater value to the busy reader, provides an abstract of each 
item. In addition, he gives the table of contents where the test of a given book or 
brochure deals with a number of topics. In the appendix are cited subsequent legislative 
actions taken on actual or proposed laws treated in the abstracts. The author has been 
careful to avoid the selection of only such abstracts as would suggest any specific ideology 
on coöperation. This volume should receive wide and practical use by those with more 
than a passing interest in codperation.—Earl E. Muntz 


Family expenditures for furnishings and equipment, five regions. U. S. Dept. of Agric. misc. 
pub, no. 436. (Washington: Supt. Docs. 1941. Pp. 212. 25c.) 


Family expenditures in the United States, statistical tables and appendixes. (Washington: 
Nat. Resources Planning Board. 1941. Pp. 209. 50c.) 


Heller committee for research in social economics. Quantity and cost budgets for four 
income levels; prices for San Francisco, March 1941. (Berkeley: Univ. of California 
Press. 1941. Pp. 108. 75c.) 


. Quantity and cost budgets for a single working woman; prices for San Francisco, 
March 1941, (Berkeley: Univ. of California Press. 1941. Pp. 10. 15c.) ` 





Population; Migration; Vital Statistics 


Corns, H. H., Jr. America’s own refugees, our four million homeless migrants. (Prince- 
ton: Princeton Univ. Press. 1941. Pp. 323. $3.) 
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Myrna, A. Nation and family; the Swedish experiment in democratic family and popula- 
tion policy. (New York: Harper. Pp. 456. $4.) 


Urianis, B. C. The rise of population in Europe; essay of calculation. (Rost naseleniya 
u Europe). Printed in Russian. (Moscow: State Publishing Office. 1941. Pp. 436. 8 
rubles, 95 copecs.) 

A detailed study of the rise of population in Europe from the earliest times to the 
present time and partly in the light of Marxian concepts. Contains a large bibliography 
in Russian and foreign languages.—P. Haensel 


Unclassified Items 
Bascock, F. L. The U. S. college graduate. (New York: Macmillan. 1941. Pp. 112. $1.50.) 


Baron, S. W. Bibliography of Jewish social studies, 1938-39. Jewish soc. stud. pub. no. 1. 
(New York: Jewish Social Studies. 1941. Pp. 295. $3.) 


Bevin, E. The balance sheet of the future. (New York: McBride. 1941. $2.75.) 


Brune, A. C., and others. Organizing the social studies in secondary schools. (New York: 
McGraw-Hill. 1941. Pp. 348. $2.75.) 


and Bininc, D. H. Teaching the social studies in secondary schools. 2nd ed. (New 
York: McGraw-Hill. 1941. Pp. 392. $2.75.) 


Branbels, L. D. The Brandeis guide to the modern world. Edited by Acrrep Lier. (Boston: 
Little, Brown. 1941. Pp. 388. $2.75.) 

The fundamental and significant ideas of the late Judge Brandeis on social, economic 
and political matters, as expressed in correspondence, conversations, addresses, judicial 
opinions, and other writings, have been grouped together and arranged alphabetically by 
subject. 


Brown, K., compiler. A guide to the reference collections of the New York Public Library. 
(New York: N. Y. Public Lib. 1941. Pp. 430. $6; paper, $4.) 


BUCHANAN, S. L. The legal status of women in the United States of America, January 1, 
1938. U. S. Dept. of Labor, Women’s Bur. bull. no. 157-——-United States summary. 
(Washington: Supt. Docs. 1941. Pp. xiii, 89. 15c.) 


CIBELLA, R. C. compiler. Directory of microfilm sources, including photostat service. 
(New York: Special Libraries Assoc. 1941. Pp. 56. 75c.) 


Davis, A., and others. Deep South; a social anthropological study of caste and class. (Chi- 
cago: Univ. of Chicago Press. 1941. Pp. 573. $4.50.) 


Harwoop, E. C. and Fercuson, D. G. Current economic delusions and their probable 
future effects. (Cambridge: Am. Inst. for Econ. Research. 1941. $1.) 


LITTLE, A. W. S., and others. Laboratory study of current social issues. (New York: Mac- 
millan. 1941. Pp. 302. $1.20.) 


Rosten, L. C. Hollywood; the movie colony, the movie makers. (New York: Harcourt 
Brace. 1941. Pp. x, 436. $4.) 
A sociological study of the movie capital, the place, its way of life, and its people. 


SABINE, G. H. Social studies and objectivity. Univ. of California pub. in philosophy, vol. 
16, no. 6. (Berkeley: Univ. of California Press. 1941. Pp. 18. 25c.) 


SOROKIN, P. A. Social and cultural dynamics; vol. 4, Basic problems, principles, and meth- 
ods. Am, soc. ser. (New York: American. 1941. Pp. 819. $6.) 


VoRMELKER, R. L., editor. Special library resources. (New York: Special Libraries Assoc. 
1941. Pp. 764. $6.) 


Warner, W. L. and Lunt, P. S. The social life of modern community. Yankee City ser., 
vol. 1. (New Haven: Yale Univ. Press. Pp. 480. $4.) 
The first volume in a new series of six volumes which in its entirety will constitute _ 
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an anthropological study of a modern New England community, based on ten years’ 
research by social anthropologists from Harvard University and the University of 
Chicago. 


Westey, E. B. Reading guide for social studies teachers. Bull. no. 17. (Washington: Nat. 
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Kerso, H. “Navigable waters” as a legal fiction. Jour. Land and Pub. Util. Econ., Nov., 
1941. Pp. 12. 

Kitter, T, Der plan eines “bundes. der deutschen staatseisenbahnen,’ das ende des 
preussisch-siichsischen eisenbahnkriegs. Archiv f. Eisenbahnw., July-Aug., 1941. Pp. 14. 

Morta, P. La situazione della marina mercantile britannica dopo due anni d'assedio 
alVisola, Riv. Ital. di Sci. Econ., Aug., 1941. Pp. 20. 

FCC regulation of competition among radio networks. Yale Law Jour., Jan., 1942. Pp. 17. 


Agriculture; Forestry; Fisheries 


Brack, J. D. Fundamental elements in the current agricultural situation. Jour. Farm 
Econ., Nov., 1941. Pp. 14. 

Canninc, J. B. Foods for defense. Jour. Farm Econ., Nov., 1941. Pp. 15. 

Case, E. The dairyman’s plight, Harvard Bus. Rev., Winter, 1942. Pp. 11. 

Jounson, A. The post-war farmer. Yale Rev., Winter, 1942. Pp. 8. 

LINVILLE, F. A. An agricultural policy for hemisphere defense. Jour. Farm Econ., Nov., 
1941. Pp. 17. 

Mosk, S. A. Cafitalistic development in the lower California pearl fisheries. Pacific Hist. 
Rev., Dec., 1941. Pp. 8. 

Oscoop, O. T. The relation of farm tenure to soil erosion. Jour. Land and Pub. Util. Econ., 
Nov., 1941. Pp. 13. 

Parsons, K. H. Social conflicts and agricultural programs. Jour. Farm Econ., Nov., 1941. 
Pps 22. 

Rocxrr, W. A. Pitting on Alaskan farm lands: a new erosion problem. Geograph, Rev., 
Jan., 1942. Pp. 7. 

TAYLOR, C. C. Social science and social action in agriculture. Social Forces, Dec., 1941. Pp. 6. 


Economic Geography; Regional Planning; Urban Land; Housing 


Briccs, H. R. and McGuntey, A. R. Public land acquisition in law and practice. Jour. 
Land and Pub. Util. Econ., Nov., 1941. Pp. 8. 

Fetpstrin, M. J. and Bryant, L. C. Organization of occupancy and real estate manage- 
ment. Jour. Land and Pub. Util. Econ., Nov., 1941. Pp. 5. 

Jounson, N. W. Conservation—an objective or an ideal? Jour. Farm Econ., Nov., 1941. 
Pp. 14. - 
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Jones, P. E., Mason, J. E., and Exvove, J. T. New settlement in the lower Mississippi 
delta. Jour. Land and Pub. Util. Econ., Nov., 1941. Pp, 12. 

Ktove, R. C. A technique for delimiting Chicago’s blighted areas. Jour. Land and Pub. 
Util. Econ., Nov., 1941. Pp. 1. 

Mussaca, W. F. and Jonnson, V. W. National Resources Planning Board on land classifi- 
cation. Jour. Land and Pub. Util. Econ., Nov., 1941. Pp. 4. 

PripraM, K. Housing policy and the defense program. Am. Econ. Rev., Dec., 1941. Pp. 6. 

SALISBURY, JR., J., and SALTER, JR, L. A., Il. Subsurface and surface land economics. 
Jour. Land and Pub. Util. Econ., Nov., 1941. Pp. 9. 

Spate, O. H. K. and TrurBLOOD, L. W. Rangoon: a study in urban geography.-Geograph. 
Rev., Jan., 1942. Pp. 18. 

STRUNK, N. Housing priorities. Jour. Land and Pub. Util. Econ., Nov., 1941, Pp. 5. 

STRUVE, L. W. Some financial fluctuations in urban housing. Delaware Notes, May, 1941. 
Pp. 26. 

WHITNALL, G. Urban disintegration and land investments. Jour. Land and Pub. Util. 
Econ., Nov., 1941.-Pp. 12. 


Labor and Industrial Relations 


Bowven, W. Labor productivity and labor cost, 1939-41. Mo. Lab. Rev., Dec., 1941. Pp. 4. 

. Wages and cost of living in two world wars. Mo. Lab. Rev., Nov., 1941. Pp. 23. 

Carson, D. Accessions to and separations from the labor force: concepts for analyzing 
certain types of labor problems. Jour. Pol. Econ., Dec., 1941. Pp.-13. 

Crem, R. E. Employment outlook in full-fashioned hosiery industry. Mo: Lab. Rev., 
Oct., 1941. Pp. 28. 

ENGBERG, G. B. The knights of labor in Minnesota. Minn. Hist., Dec., 1941, Pp. 24. 

GLICKMAN, D. L. The war policy of the British labor party. Soc. Research, Nov., 1941. 
Pp. 19, 

Kumar, G. C. A note on the working of the Bombay Industrial Disputes Act. Indian 
Jour. Econ., July, 1941. Pp. 5. 

Lorwin, L. L. Post-war problems and industrial relations. Advanced Manag., Oct.Dec., 
1941. Pp. 7. 

McNarr, E. B. The “appropriate bargaining unit” problem. Quart. Jour. Econ, Nov., 
1941. Pp. 15. 

Papway, J. A. Brandeis and-labor. Am. Fed., Dec., 1941. Pp. 2. - 

Parker, F. E. Labor under the farm security program. Mo. Lab. Rev., Dec., 1941. Pp. 20. 

ScHwartz, H. Recent developments among farm labor unions. Jour. PAR Econ., Nov., 
1941. Pp. 10. 

SPEILMANS, J. V. Strikes under the Wagner act. Jour. Pol, Econ., Oct., 1941. Pp. 10. 

TELLER, L. Federal intervention in labor disputes and collective bargaining—the Hutcheson 
case. Michigan Law Rev., Nov., 1941. Pp. 25. 

Wirmer, T. R. Trade union liability: the problem of the unincorporated corporation. Yale 
Law Jour., Nov., 1941. Pp. 24. 

Change of bargaining representative during life of a collective agreement under the Wagner 
act. Yale Law Jour., Jan., 1942. Pp. 17. 

The employment of women in Germany under the National-Socialist regime. Internat. Lab. 
Rev., Dec., 1941. Pp. 43. 

The impact of war on long-term unemployment in Great Britain. Internat. Lab. Rev., 
Jan., 1942, 1942. Pp. 20. 

Wage provisions in union agreements. Mo. Lab. Rev., Nov., 1941. Pp. 14. 

War emergency training program: statistical summary for October, 1941. Lab. Gazette, 
Nov., 1941. Pp. 7. 





Social Insurance; Relief; Pensions; Public Welfare 


G., 5. A. Social medicine in Chile. Internat. Lab. Rev., Jan., 1942. Pp. 19. 
Lrnpsiom, C. E. Long-run considerations in employment stabilization and unemployment 
compensation. Quart. Jour. Econ., Nov., 1941. Pp. 7. 
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Lores, R. P. Social problems and legislation in Brazil. Internat. Lab. Rev., Nov., 1941. 
Pp. 45. ' 

Rosinson, G. B. Old-age security and the treasury. Jour. Accountancy, Jan., 1942. Pp. 18. 

The social objective in wartime and world reconstruction: the New York conference of 
the International Labor Organization. Internat. Lab. Rev., Jan., 1942. Pp. 24. 


Consumption; Income Distribution; Coöperation 


BADESSICA, J. Cooperatismo. Rev. de Ciencias Econ., July, 1941. Pp. 6. 

Bernasconi, A. Cooperativas agrarias. Rev. de Ciencias Econ., July, 1941. Pp. 8. 

Borea, D. Sindicatos, mutualidades, cooperativas. Rev. de Ciencias Econ., July, 1941. Pp. 8. 

Brunk, M. E. Attacking low-income problems in New York rural areas. Jour. Land and 
Pub. Util. Econ., Nov., 1941. Pp. 5. 

Bunn, C. Consumers’ co-operatives and price fixing laws. Michigan Law Rev., Dec., 1941. 
Pp. 9. 

Gusoy, E. W. Changes in consumption expenditures and the defense program. Rev. Econ. 
Stat., Nov., 1941. Pp. 10. 

MacGrecor, D. C. Studies of the cost of living in Canada. Canadian Jour. Econ. and 
Pol. Sci,, Nov., 1941. Pp. 14. 

The industrial co-operatives in China. Internat. Lab. Rev., Dec., 1941. Pp. 8. 


Population; Migration; Vital Statistics 


Bricut, M. L. and Tuomas, D. S. Interstate migration and intervening opportunities. Am, 
Sociological Rev., Dec., 1941. Pp. 11. 

GALBRAITH, V. L., and THostas, D. S. Birth rates and the interwar business cycles. Jour. 
Am, Stat. Assoc., Dec., 1941. Pp. 12. 

Guicx, P. C. Types of families: an analysis of census data. Am. Sociological Rev., Dec., 
1941. Pp. 9. 

Hoover, Jr., E. M., Interstate redistribution of population, 1850-1940. Jour. Econ. Hist. 
Nov., 1941. Pp. 7. 

KRIsHNAMURTHY, T. and KrIsHNAMURTHY, R. S. An estimate of the population of India 
jor the year 1941. Sankhya, Indian Jour. Stat., Aug., 1941. Pp. 5. 

MUKERJEE, R. New approaches to population. Social Forces, Dec., 1941. Pp. 5. 

. Population theory and politics. Am. Sociological Rev., Dec., 1941. Pp. 10. 

Rose, A. M. A research note on the influence of immigration on the birth rate. Am. Jour. 
Soc., Jan., 1942. Pp. 8. 





Unclassified Items 


Harpine, T, S. The sad estate of scientific publication. Am. Jour. Soc., Jan., 1942. Pp. 9. 
HucuHes, E. C. and McDonatp, M. L. French and English in the economic structure of 
Montreal. Canadian Jour. Econ. and Pol. Sci., Nov., 1941. Pp. 13. 


NOTES 


Editorial Note—With this number, various minor changes are introduced into the 
format of the Review. The principal change is a completely different type which, to my 
eye at least, increases the ease of reading. The new design of the cover is strictly tentative 
and subject to later more radical changes. It had been intended to start this volume with 
such changes as a longer page, broader margins, and new paper and cover stock; but 
commitments which had been made for paper prevented it for the current year. After that, 
no doubt we shall be lucky to get paper at all. 

The only noticeable alteration of internal structure is the running of all reviews con- 
secutively, instead of interlarding them into the booklist. They are still kept classified, 
but I am inclined to the further step of ignoring the classification, and presenting them in 
whatever order seems good and proper. On this point J am, however, open to per- 
suasion.—P.T.H. 


The fifty-fifth annual meeting of the Amertcan Economic ASsocIATION will be held 
late in December, 1942, at Cleveland, Russell Weisman, associate professor in the business 
and economics department of Western Reserve University, has been named chairman of 
the local arrangements committee. 


The Nominating Committee of the AMERICAN Economic ÅSSOCIATION has been ap- 
pointed, as follows: Frederick C. Mills, National Bureau of Economic Research, chairman; 
William Adams Brown, Jr., Brown University; Morris A. Copeland, Division of Statistics, 
War Production Board; Clare E. Griffin, School of Business, University of Michigan; 
Donald M. Halley, The Tulane University of Louisiana; John Ise, Kansas State University ; 
and George Terborgh, secretary, Machinery and Allied Products Institute. 


The following names have recently been added to the membership of the AMERICAN 
Economic ASSOCIATION: 


Abelson, M., 138 Lynhaven Dr., Alexandria, Va. 

Adamson, W. M., Bureau of Business Research, University of Alabama, University, Ala. 
Alden, L. A., 167 East 74th St., New York City. 

Alsberg, G. M., 125 Judson Court, University of Chicago, Chicago, Il. 

Arnow, P., 1913 North Rhodes St., Arlington, Va. 

Ashby, L. D, Department of Economics; University of Wisconsin, Madison, Wis. 
Aul, H. E. c/o Calvin Bullock, One Wall St., New York City. 

Austrian, J., 1417 Eutaw Place, Baltimore, Md. 

Baily, N. A., 1930 Grand Concourse, Bronx, New York City. 

Ball, J. A., 940 Chrysler Building, New York City. 

Barbash, J., 1415 Underwood St., N.W., Washington, D.C. 

Barnes, HI, W. P., 800 Drehr Ave., Baton Rouge, La. 

de Beers, J. S., 2500 K St., N.W., Washington, D.C. 

Behlow, Jr., R. R., Price Analysis Division, Bureau of Labor Statistics, Washington, D.C. 
Bennion, E. G., 85 Prescott St., Cambridge, Mass. 

Bieber, G. D., 921 Clarissa St., Pittsburgh, Pa. 

Block, H., 105 Pinehurst Ave., New York City. 

Boyd, R. K., Southern Junior College, Collegedale, Tenn. 

Bridgeman, H, A., Connecticut College, New London, Conn. 

Briley, B. B., Florida State College for Women, Tallahassee, Fla. 

Brodie, H., School of Accounts and Finance, New York University, New York City. 
Browne, Mrs. M. S., The Netherland House, Riverdale, N.Y. 

Burchard, J. H., 3403 Lowell St., N.W., Washington, D.C. 

Burnett, Mrs. E. P., Bennett Junior College, Millbrook, N.Y. 

Burney, W. J., 182 Langley Road, Newton, Mass. 

Cassidy, W. J., 268 North Bellefield Ave., Pittsburgh, Pa. 

Cavert, W. L., 1443 Grantham St., St. Paul, Minn. 

Cellarius, P., c/o Handelsvereeniging “Amsterdam,” Sourabaya, Java, D.E.L 
Chang, A. C., 226 South 38th St., Philadelphia, Pa. 
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Clemence, R, Department of Economics and Social Sciences, Massachusetts Institute of 
Technology, Cambridge, Mass. 

Cohen, M. A., 1925 North Humboldt Blvd., Chicago, Ill. 

Comstock, E. G., 35-53 82nd St., Jackson Heights, N.Y. 

Conn, H. D., 414 West 120th St., New York City. 

Cook, R. C., 1731 D St, N.E., Washington, D.C, 

Cunningham, S. B., 70 Fifth Ave., New York City. 

Dedrick, C. L., Bureau of the Census, Washington, D.C. 

Dietz, J. W., 311 East Blvd., Gainesville, Fla. 

Douty, H. M., 5016 42nd St., N.W., Washington, D.C. 

Dunlop, J. T, 13A Ware St., Cambridge, Mass. 

Ehricke, K. N., Fhomas A. Edison, Inc., Orange, N.J. 

Emerson, D. W., Extension Division, Northeastern State College, Tahlequah, Okla. 

Ensley, G. W., 2120 16th St., N.W., Washington, D.C. 

Eulenberg, A., 110 South Dearborn St., Chicago, Il. 

Feffer, L. C., 414 George Mason Drive, Arlington, Va. 

Feldstein, M. J., 1025 15th St., N.W., Washington, D.C. 

Ferguson, R. H., Department of Economics, Cornell University, Ithaca, N.Y. 

Fields, H. H., 1705 B St., Pullman, Wash. 

Ford, A. W., Ruston, La. 

Frankel, E. T., 491 State St., Albany, N.Y. 

Friedman, M., Apt. 921, 2480 16th St., N.W., Washington, D.C. 

Furth, J. H., Lincoln University, Pa. 

Garñeld, F. R., 510 Warwick Place, Somerset, Md. 

Garwood, J. D., Department of Economics, Morningside College, Sioux City, Iowa. 

Gilbert, Mrs. H. K., Department of Economics, University of Wisconsin, Madison, Wis. 

Gillis, A., 1658 Krameria St., Denver, Colo. 

Golightly, T. H., Madison-Crawford National Bank, 4010 Madison St., Chicago, IN. 

Gordon, J., 10 East 85th St., New York City. 

Goss, B. C., 152 West 42nd St., New York City. 

Greenberg, L., 6317 Sligo Parkway, Green Meadows, Hyattsville, Md. 

Griswold, A. W., Department of Government and International Relations, Yale University, 
New Haven, Conn, 

Grodinsky, J., 104 Hare Bldg., University of Pennsylvania, Philadelphia, Pa. 

Haber, W., Department of Economics, University of Michigan, Ann Arbor, Mich. 

Hall, S. M., Consolidated Edison Co., 4 Irving Place, New York City. 

Harrison, D. M., Department of Economics, Ohio State University, Columbus, Ohio. 

Hart, N., Apt. BB, 30 Seaman Ave., New York City. 

Hawk, E. Q., Birmingham-Southern College, Birmingham, Ala. 

Hayes, J. L., St. Bonaventure College, St. Bonaventure, N.Y. 

Helfant, H., Casilla 9582, Santiago de Chile, Chile, S.A. 

Heneman, H. G., 2130 West Como Ave., St. Paul, Minn. 

Herring, J. M., 311 Logan Hall, University of Pennsylvania, Philadelphia, Pa. 

Herzog, A. L., Chicago City Bank and Trust Co., 815 West 63rd St., Chicago, Il. 

Hilken, H. G., University of Kansas City, Kansas City, Mo. 

Holmes, R. S5., 2151 California St., N.W., Washington, D.C. 

Howard, Jr., T., 2011 Columbia Road, N.W., Washington, D.C. 

Jacquelin, D. G., 1701 16th St., N.W., Washington, D.C. 

Jamieson, S. M., 166 Pulteney St., Geneva, N.Y. 

Jensen, V. H., Department of Economics, University of Colorado, Boulder, Colo. 

Jobn, S., Dallas Power and Light Co., Dallas, Tex. 

Jones, W. O., Stanford University, Calif. 

Keim, A. G., 6629a Alamo Ave., Clayton, Mo. 

Kendikian, A. S., 326 Audubon Ave., New York City. 

Kennedy, W. F., Apt. 4-D, 530 Riverside Drive, New York City. 

Killingsworth, C. C., 32 Charlcote Place, Baltimore, Md. 

Kimmel, L. H., Brookings Institution, 722 Jackson Place, N.W., Washington, D.C. 

Knollmeyer, L. E., 301 North Murray St., Madison, Wis. 


226 THE AMERICAN ECONOMIC REVIEW [ MARCH 


Koch, A. R., National Bureau of Economic Research, Hillside, Riverdale, N.Y. 
Labadie, J., Box 113, Aguadilla, Puerto Rico. ° 

Landuyt, B. F., 16884 Stoepel, Detroit, Mich. 

Langsner, A., 6080 North Kirkwood Ave., Chicago, Ill. 

Lauter, S., 321 West 90th St., New York City. 

Lemke, B. C., 114 Engineering Hall, Iowa State College, Ames, Iowa. 

Lewand, F. J., 2150 Pennsylvania Ave., N.W., Washington, D.C. 

Lewis, E. E., Department of Economics, Howard University, Washington, D.C. 
Lewis, E. J., 628 Colfax St., Evanston, IN. 

Livernash, E. R., Tufts College, Medford, Mass. 

Lonigan, E., 4714 Avenue I, Brooklyn, N.Y. 

Lorenz, P. F., Hotel Southmoor, Chicago, Til. ' 

Lutz, W. H., 533 Orchard Ave., Yeadon, Delaware Co., Pa. 

Machell, Jr., J. V., 408 North Mathews Ave., Urbana, Il. 

Mack, R. P., 430 West 116th St, New York City. 

Mahoney, J. R., University of Utah, Salt Lake City, Utah. 

Mallery, O. T., 9006 Crefeld St., Philadelphia, Pa. 

McCoy, Sr., J., P. O. Box 559, Massillon, Ohio. 

McEwen, R. J., Fordham University, New York City. 

McGrew, J. G., Concord College, Athens, W.Va. 

McKinley, G. W., 42 Perry Ave., Warsaw, N.Y. 

McPherson, W. W., Bureau of Agricultural Economics, 249 Peachtree St., N.E., Atlanta, Ga. 
Merriam, B. J., 210-A Frank Strong Hall, University of Kansas, Lawrence, Kan. 
Milne, M. L., 427 Page Terrace, South Orange, N.J. 

Misey, E. G., 205 Mack Hall, University of Wisconsin, Madison, Wis. 
Mitchell, J. N., 26 West Sibley, Cornell University, Ithaca, N.Y. 

Morey, L., University of Illinois, Urbana, IIL. 

Morgner, A., Employment Stabilization Institute, University, Minneapolis, Minn. 
Morrissy, E., 332 Paddington Road, Baltimore, Md. 

Morse, R. L., Agriculture Annex, Iowa State College, Ames, Iowa. 

Morthland, R. J., University of Connecticut, Storrs, Conn. 

Murad, A., 1012 Fourth Ave., Los Angeles, Calif. 

Norman, T., 3304 North 23rd St, Arlington, Va. 

Norris, R. T., Vassar College, Poughkeepsie, N.Y. 

Nurnberg, M., 20 Post Ave., New York City. 

Ochstein, J. F., School of Business, University of Chicago, Chicago, Il. 

O'Leary, J. J, Box 58, Wesleyan University, Middletown, Conn. 

Opton, I. B., 467 Central Park West, New York City. 

Otte, H. F., 619 School of Business, Columbia University, New York City. 
Owen, L., Carnegie Institute of Technology, Pittsburgh, Pa. 

Pekelis, A., 16 Summit St., Larchmont, N.Y. 

Peters, L. A. H., Netherlands Legation, 1470 Euclid St., N.W., Washington, D.C. 
Pino, N., 430 West Wing St., Arlington Heights, Ill. 

Potter, A. A., R.F.D. 3, Bethesda, Md. 

Read, G. J., 4 Irving Place, New York City. 

Rebelé, R. H., 4 Montgomery St., San Francisco, Calif. 

Reinhardt, H., 779 Riverside Drive, New York City. 

Riches, E. J., International Labour Office, 3480 University St., Montreal, Canada. 
Rosa, J., 1916 R St, N.W., Washington, D.C. 

Rosen, H. H., Brookings Institution, 722 Jackson Place, N.W., Washington, D.C. 
Ruggles, R., 4 Lowell St., Cambridge, Mass. 

Saletan, Mrs. A. L., 301 West 108th St., New York City. 

Sarnoff, M. M., 1342 Union St., Brooklyn, N.Y. 

Schenkel, A., 1322 41st St., Brooklyn, N.Y. 

Schmelzle, W. K., Department of Economics, University of California, Berkeley, Calif, 
Seibert, J. C., Emory University, Ga. 

Seligman, B. B., 35 Crown St., Brooklyn, N.Y. 
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Shaffner, F. I., School of Commerce, Accounts and Finance, New York University, 
Washington Sq., New Vork City. : 

Shaw, E. R., Rochester Junior College, Rochester, Minn. 

Shaw, K. W., Standard Import and Export Co. of China, 48 West 48th St., New York City. 

Shenefield, H. T., 3136 Newark St., N.W., Washington, D.C. 

Skinner, A. L., Regional Business Consultant, U. S. Department of Commerce, 201 
Federal Office Bldg., Minneapolis, Minn. 

Smith, Jr, G. C., 24 Kingsbury Place, St. Louis, Mo. 

Somers, H. M., Department of Economics, University of Michigan, Ann Arbor, Mich. 

Spiegel, H. R., c/o Division of Monetary Research, U. S. Treasury Department, Wash- 
ington, D.C. ` 

Spingarn, E. D. W., “Troutbeck,” Amenia, N.Y. 

Sturmthal, A. F., Bard College, Columbia University, Annandale-on-the-Hudson, N.Y. 

Tarnowsky, I., 815 Maryland Ave., N.E., Washington, D.C. 

Tasca, H. J., 2000 Connecticut Ave, N.W., Washington, D.C. 

Thayer, R. I., 5529 15th Ave., N.E., Seattle, Wash. 

Thomas, H. P., Morris House, Soldiers Field, Boston, Mass. 

Thompson, S. H., 3535 R St, N.W., Washington, D.C. 

Timmons, J. F., 103 North Randall Ave., Madison, Wis. 

Trumbull, W. P., School of Commerce and Business Administration, University of 
Mississippi, University, Miss. 

Weinstein, A. H., 1650 Lee Road, Cleveland Heights, Ohio. 

Willit, 2220 Abington Road, Columbus, Ohio. 

Wood, E. E., Cape May Court House, N.J. 

Woolly, H. B., 13A Ware St., Cambridge, Mass. 

Worsley, T. B., 722 Jackson Place, N.W., Washington, D.C. 

Wright, L., 4650 N. Port Washington Road, Milwaukee, Wis. 

Yagoda, G., 2424 39th Place, N.W., Washington, D.C. 


At the twentieth annual meeting of the Pacific Coast Economic Association, held 
December 29-30 at the University of Southern California, the following officers for 1942 
were elected: Bernard F. Haley, Stanford University, president; James H. Gilbert, 
University of Oregon, vice president; Hampton K. Snell, University of Southern California, 
secretary-treasurer; Clark Kerr, University of Washington, editor. New members of the 
executive committee are Norman S. Buchanan, University of California, Berkeley; and 
Paul Dodd, University of California, Los Angeles. Other executive committee members 
are Hampton K. Snell; Elmer J. Brown, University of Arizona; and Marvell M. Stock- 
well, University of California, Los Angeles. Rockwell D. Hunt, University of Southern 
California, was elected to the Board of Trustees, of which the remaining members are 
Kenneth Duncan, Pomona College; and Richard B. Heflebower, State College of 
Washington. ` 

The Proceedings of the meeting will be published in March or April and may be 
ordered from the secretary-treasurer. Single copies will cost $1.50. 


The program of the 1941 conference was as follows: 

THE DEFENSE ProcRAM: LABOR, Prices—“Collective Bargaining and National Defense,” 
by Evan B. Murray, Utah State Agricultural College. 

Economic DEVELOPMENTS ON THE Paciric SLore—“The Impact of New Land De- 
velopments upon the Agriculture of the ‘Pacific Slope,” by John A. Guthrie, State College of 
Washington; “The Impact of Columbia River Development upon Industry in the 
Pacific Northwest,” by Samuel T. Moment, U. S. Department of the Interior. 

THe Derense Procram: Frnance—“Taxation as a Means of Controlling Runaway 
Prices,’ by Vernon G. Sorrell, University of New Mexico; “Fiscal Policy and the 
Defense Program,” by A. P. L. Turner, Jr., Montana State University. 

Economic Txeory—“Theoretical Notes on Advertising Policy: Its Place among the 
Competitive Policies of the Firm,” by Roy W. Jastram, Stanford University; “Uncertainty 
and Idle Balances,” by William J. Fellner, University of California. 

Tue DEFENSE Procram: INTERNATIONAL Economic ReaTions—“More Trouble for 
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the Latins: An Analysis of the Latin-American Trade Relations in the Present Emergency,” 
by Clayton D. Carus, University of Southern California; “Canadian-American Economic 
Relations in the Present War,” by A. W. Curtis, University of British Columbia. 

ACCOUNTANTS AND Economists’ Concerts or Costs—~‘‘The Theory of Asset Valuation 
Implied by Accounting Principles,” by Joe S. Bain, Jr., University of California; “The 
Use of Accounting Data in Cost Analysis,” by Maurice Moonitz, University of Santa Clara. 

Prosrems or Post-War REconsTRucTION-——‘‘Business Confidence as a Factor in Post- 
War Reconstruction,” by George W. Zinke, Occidental College; “Post-War Reconstruction 
from the Point of View of a Sociologist,” by Elon H. Moore. 

EXAMPLES oF Economic ANALYSIS AS A Basis For Puste Poricy—‘The Application of 
Economic Analysis to American Antitrust Law Policy,” by Vernon A. ‘Mund, University 
of Washington; “The Proposal for Federal Incorporation or Licensing of Interstate 
Corporations: The Place of Economic Analysis in Evaluating the Proposal,” by J. O. 
McClintic, Pasadena Junior College. 

Dinner MEerinc—‘Regionalism and Economic Welfare,” by Robert D. Calkins, 
Columbia University; “A Sociologist Looks at War,” by Jesse F. Steiner, University of 
Washington. 


The allied social science associations are being served by the following officers during 
the present year: 

American Economic Associatrion—Edwin G. Nourse, Brookings Institution, Washington, _ 
D.C., president; James W. Bell, Northwestern University, secretary. 

AMERICAN ACCOUNTING AssociaTion—H. F. Taggart, 1505 Delafield Place, Washington, 
D.C., president; Robert L. Dixon, University of Chicago, secretary. 

AMERICAN ASSOCIATION FoR LABOR LrEoisiaTtion—Joseph P. Chamberlain, 131 East 23rd 
Street, New York City; John B. Andrews, 131 East 23rd Street, New York City, 
secretary. 

AMERICAN Asaran OF UNIVERSITY TEACHERS OF INsuRANCcE—Edison L. Bowers, 
Ohio State University, president; Chester A. Kline, University of Pennsylvania, secretary. 

AMERICAN Business Law Assocration—Essel R. Dillavan, University of Illinois, president; 
Robert E. Lee, Temple University, secretary. 

American Farm Economic Assoctation—George S. Wehrwein, University of Wisconsin, 
president; Asher Hobson, University of Wisconsin, secretary. 

AMERICAN Finance Assocratron—Charles L. Prather, Syracuse University, president; 
Louis J. Long, Allegheny College, secretary. 

AMERICAN MARKETING AssocraTion—Vergil D. Reed, Bureau of the Census, Washington, 
D.C., president; Albert Haring, Indiana University, secretary. 

AMERICAN SOCIOLOGICAL Socrery—Dwight Sanderson, Cornell University, president; 
Conrad Taeuber, Department of Agriculture, Room 3621, South Building, Washington, 
D.C., secretary. 

AMERICAN STATISTICAL AssoctaTion—Alfred J. Lotka, 1 Madison Avenue, New York 
City, president; Richard L. Funkhouser, American University, secretary. 

ECONOMETRIC Soctety—Wesley C. Mitchell, Columbia University, president; Alfred 
Cowles, ITI, Cowles Commission, University of Chicago, secretary. 

INSTITUTE OF MATHEMATICAL StaTistics—C. C. Craig, University of Michigan, president; 
E., G. Olds, Carnegie Institute of Technology, secretary. 

Rorar Socrorocrcar Soctery—C. E. Lively, University of Missouri, president; Robert A. 
Polson, Cornell University, secretary. 

A National Study Conference on “The Churches and a Just and Durable Peace,” 
sponsored by the Federal Council of the Churches of Christ in America was held at 
Ohio Wesleyan University, March 3-5. The chairman in charge of arrangements was 
Mr. John Foster Dulles. The conference was broken up into four study groups: (1) the 
political bases of a just and durable peace; (2) the economic bases; (3) the social bases, 
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including racial and cultural factors; (4) the church’s program in relation to a just 
and durable peace. 


Ten graduate fellowships in government management will be awarded on a competitive 
basis at the University of Denver under a grant from the Alfred P.-Sloan Foundation. 
The training period may begin June, 1942, rather than September as originally announced. 
Applications must be filed not later than March 10, 1942. Those interested should address 
the Department of Government Management, University of Denver School of Commerce, 
Denver, Colorado. 


Beginning in June, 1942, the Department of Economics of Vanderbilt University will 
offer a limited number of courses during the summer. 


The Special Libraries Association has undertaken a complete survey of the Special 
Library Resources of the United States and Canada. Volume I recently published gives 
complete and detailed information on 763 libraries. The address of the association is 
31 East 10th Street, New York City. 


The Journal of Land and Public Utility Economics, founded by Richard T. Ely and 
published by him at Northwestern University since 1925, has been transferred to the 
University of Wisconsin. 


Because so many of its subscribers were on the continent of Europe before the war, the 
Review of Economic Studies finds it necessary to replace them with American subscribers 
if the continuance of the publication is to be assured. Subscriptions can be paid in dollars 
at $2.00 a year. Checks should be sent to Paul M. Sweezy, 10 Forest Street, Cambridge, 
Massachusetts. 


The American Academy of Political and Social Science, 3457 Walnut Street, Philadelphia, 
now offers student memberships at $3.00 a year instead of the regular dues of $5.00 a year. 
The only requirement is that the student indicate the name of the educational institution 
at which he is enrolled. Since student memberships were first offered in the summer of 
1940, about 275 students have joined. A number of persons have given memberships to 
students in whom they are interested or have made gifts, leaving to the Academy the 
designation of the students. 


The Bureau of Business and Economic Research at the University of California offers 
qualified graduate students an opportunity to be appointed research assistants at an 
annual stipend of $750. These assistantships are designed to provide personnel for the 
Bureau and to assist graduate students to pursue their studies in economics. Those 
interested should write fully about their age, academic qualifications and major lines of 
interest to the Bureau of Business and Economic Research, Room 204 South Hall, 
University of California, Berkeley, California. 


Appointments and Resignations 


Beatrice Aitchison resigned her position at the University of Oregon on January 1 to 
become an associate economic and statistical analyst for the Interstate Commerce 
Commission. 

Dorothy Bacon, professor of economics at Smith College, is on indefinite leave of 
absence while working for the Office of Price Administration in Washington, D.C. 

William E. Bade, formerly of the University of Wisconsin, has been reappointed a 
Tax Foundation-New York University Fellow for the year 1942-43. 

Claude D. Baldwin has accepted a position as associate economist with the rent section 
of the Office of Price Administration, Washington. 

Lillian P. Barnes is now an assistant economist in the Division of Research and Statistics 
of the Treasury Department, Washington, and is engaged in conducting research on bonds 
and other Treasury obligations. 

Robert D. W. Bartels of the College of Economics and Business, University of 
Washington, has been granted leave for the winter and spring quarters of 1942 to accept 
an appointment in the War Production Board, Washington, D.C. 

Nathan M. Becker of the University of Toledo has been granted a leave of absence 
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for the year to serve as economist with the Far Eastern Section of the Office of the 
Coördinator of Information, Washington, D.C. 


David E. Bell has been appointed a teaching fellow and tutor in economics at Harvard 
University for the year 1941-42. 


A. T. Bonnell, who spent last year in France with the Friends Relief Service, has 
returned to the University of North Carolina. 


Roy J. Bullock has been given leave of absence by the Johns Hopkins University and 
has been appointed principal business analyst with the chemicals section of the Office of 
Price Administration in Washington. $ 


Benjamin F. Brook, professor of economics in the College of Business Administration 
of Butler University, has been granted leave of absence to take a position as liaison 
officer with the Civil Service Commission in Washington. . 


Norman S. Buchanan, associate professor of economics at the University of California, 
has been granted a leave of absence for the spring semester to accept a position as 
regional price executive in the Office of Price Administration, San Francisco. 


Mrs. Philip Burnett has been appointed instructor in the department of economics at 
Vassar College for the second semester of 1941-42. 


Grant H. Calder, instructor of economics at the University of Utah for the past two 
years, has been appointed secretary to LeRoy E. Cowles, president of the University. 


Reynold E. Carlson has been given leave of absence by the Johns Hopkins University 
in order to serve as economist with the Office of Price Administration, Washington. 


H. Peter Carstensen, instructor in commerce at the University of Pittsburgh, has 
resigned to accept a position in the Navy Department at Washington. 


Wayne F. Caskey, formerly an economist with the Social Security Board, has joined 
the staff of the Consumers’ Division, Office of Price Administration, as senior economist. 


B. F. Catherwood has been appointed instructor in economics at Purdue University. 


H. B. Cooley, assistant professor of economics and business administration at West 
Virginia University, has been appointed a member of the Planning Committee of the 
Interstate Commission on the Potomac River Basin by Herbert R. O’Conor, governor of 
Maryland and chairman of the Commission. Mr. Cooley is also secretary-engineer of the 
West Virginia State Planning Board, having been appointed to this position in June, 1941. 


Herbert J. Cummings, instructor in accounting and economics at the University of 
Pittsburgh, has resigned to accept a position in the State Department, Washington, D.C. 


Fred M. Dannenberg, research associate at the School of Commerce, Accounts and 
Finance, New York University, is on leave of absence to work with the War Production 
Board for the duration of the war emergency. 

Paul T. David, associate director and chief economist of the American Youth Com- 
mission of the American Council on Education, has devoted his time recently to drafting 
the Commission’s general report which was published in January. 

Frederick S, Deibler will become professor of economics emeritus at Northwestern 
University at the end of the academic year. 

James L. Dohr of Columbia University School of Business has been granted a part-time 
leave of absence so that he may direct the research program of the American Institute of 
Accountants. 

Nicholas Doman, formerly of the University of Chicago, has been appointed acting 
assistant professor of economics and government at the College of William and Mary. 

Joshua Domashevitsky, formerly a teaching fellow in mathematics at the University of 
Michigan, has been appointed teaching fellow in economics at Harvard University for 
the year 1941-42. 

William Duffus of Ohio State University is serving while on leave of absence as a 
business analyst for the Committee on Economic Warfare, Washington, D.C. 

Julian S. Duncan of the Babson Institute of Business Administration has gone to 


+ 


1942] NOTES . 231 


Brazil where he will be stationed at the United States Consulate-General in Sao Paulo, 
doing economic research for the State Department. 


Kurt Ehlers, formerly on the staff of the University of the Philippines, is acting 
assistant professor of economics at Indiana University. 


J. G. Evans has been given a leave of absence from the University of North Carolina 
to accept a position as economist with the War Production Board, Washington, D.C. 


Homer H. Fields of the University of Illinois has been appointed acting instructor of 
economics at the State College of Washington. 


Lyle C. Fitch has resigned from the department of accounting of the City College of 
New York snd has accepted a position in the department of economics of Columbia Col- 
lege, Columbia University. 


E. A. Gilmore, Jr., is on leave from the University of Nebraska to serve as senior 
economic analyst in the United States Embassy at Montevideo, Uruguay. 


Bernard F. Haley of the department of economics, Stanford University, has been 
appointed chairman of the Pacific Coast Regional Committee of the Social Science Research 
Council. 


Morrison Handsaker has been appointed acting chairman of the department of economics 
and sociology at Occidental College while John Parke Young, chairman, is serving in 
Washington, D.C. 


Walter K. Handy, Jr., is now an associate fiscal analyst with the Treasury Department, 
Washington, 


Whitney Hanks, who has held a fellowship for the past three years at the University 
of California, has been appointed instructor of economics at the University of Utah. 


Wesley Haraldsen has accepted a position as research instructor in the Employment 
Stabilization Research Institute of the University of Minnesota. 


Hubert F. Havlik has been given a leave of absence by Columbia University and is now 
working with the civilian supply section of the War Production Board, Washington, 


Tyler F. Haygood, formerly of West Virginia University, is now senior taxation 
economist in the Tax Inquiry Division, U. S. Forest Service, Washington, D.C. 

Myron Heidingsfield, formerly with Columbia University and New York University, 
has been appointed assistant professor of economics and business administration at the 
College of William and Mary. He will also continue as consultant statistician and research 
methodologist to the post-war planning project, Survey of Research in Recreation, being 
conducted by the federal government. 


Herbert Heneman, Jr., has been appointed research instructor in the Employment 
Stabilization Research Institute at the University of Minnesota. 

H. E. Hoagland of Ohio State University is devoting the majority of his time during 
the present year to service as chairman of the University Committee on War Activities. 

John A. Hogan, formerly part-time lecturer on economics at Tufts College in 1940-41, 
is a teaching fellow and tutor in economics at Harvard University for the year 1941-42. 

Eliot Jones of Stanford University will teach courses in public utilities and transportation 
in the University of New Mexico summer session in 1942. 

Harold Kelso has resigned as instructor in economics at Miami University and is now an 
economist with the Board of Investigation and Research, Washington, D.C. 

Joseph A. Kershaw has resigned as assistant professor of economics at Hofstra College 
to accept a position as economist with the price analysis division of the Bureau of Labor 
Statistics, Washington, D.C. 

Harold J. King, instructor in accounting at the University of Pittsburgh, has resigned 
to accept a position in the Navy Department at Washington, D.C. 

Melvin M. Knight, professor of economics at the University of California, is on 
sabbatical leave of absence for the spring semester of 1942. 


John Loftus has been appointed to teach at the Johns Hopkins University for the 
second semester of 1941-42, 
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Theodore F. Marburg has been granted a leave of absence by the University of Nebraska 
and has accepted a position with the Post-War Division of the Bureau of Labor Statistics, 
Washington. 


Charles F. Marsh, professor of economics and business administration at the College of 
William and Mary, has been granted leave of absence to serve as principal economist in 
charge of a study of public aids to motor vehicle transportation for the Board of 
Investigation and Research, Washington, D.C. 


William E. Mason, formerly at Multnomah College, has joined the faculty of the 
College of Economics and Business of the University of Washington for the winter and 
spring quarters of 1942. : 


Gerald J. Matchett has been granted leave of absence from Indiāna UnWersity to 
accept a research position with the Department of Commerce, Washington, D.C. 


G. Roger Mayhill, instructor in history and economics at Purdue University, has been 
granted a leave of absence for the second semester of 1941-42, 


William G. McCarroll has been appointed instructor in economics at Indiana University. 


J. M. McDaniel, jr., of the economics department of Dartmouth College, has been 
appointed economic consultant to the National Resources Planning Board for the New 
England region and will divide his time between the college and the board. 


Carl McGuire, formerly an instructor at DePauw University, has joined the teaching 
staff of the social science department of the University of Colorado. 


Raymond F. Mikesell of the University of Washington College of Economics and Business 
has received an appointment in the Office of Price Administration, Washington, D.C., and 
has been granted leave for the remainder of the academic year. 


Taulman A. Miller is on leave of absence from Indiana University in order to complete 
a study of the effects of the experience rating provisions of the Indiana Employment 
Security act. 


H. B. Moore is on leave from the University of Kentucky and has accepted a position 
as regional price economist, Bureau of Labor Statistics, in charge of the Chicago regional 
office which codperates with the Office of Price Administration. 


Aurelius Morgner, formerly of the University of California and more recently associated 
with the Wage and Hour Division in its Kansas City office, has accepted a position as 
research instructor at the University of Minnesota, where he is working with the Employ- 
ment Stabilization Research Institute. 


Eugene Myears, instructor in economics at the University of Pittsburgh, has resigned 
to accept a position with the Office of Price Administration, Washington, D.C. 

James C. Nelson has joined the staff of the Board of Investigation and Research, 
established by the Transportation act of 1940, as principal economist in the section of 
special studies. 

H. C. Nolen of Ohio State University is teaching courses in management at the 
University of North Carolina during the winter quarter. 

Eugene E. Oakes has been granted a leave of absence from Yale University to join the 
staff of the Division of Tax Research of the Treasury Department, Washington, D.C. 

John E. Orchard of the Columbia University School of Business is on leave for the 
academic year 1942-43, and is now serving as assistant administrator of the Lease-Lend 
Administration. 

Tom Jones Parry, vice president of the West Coast Sales Co., has been appointed 
part-time lecturer of marketing at the University of Washington for the winter quarter of 
1942. 

Millard Peck has transferred from the Division of Land Economics of the Bureau of 
Agricultural Economics to the Economic Defense Board, Washington, D.C. 

John A. Pfanner, Jr., has been granted a leave of absence by the University of Nebraska 
to accept a position with the Office of Price Administration, Washington. 

A. F. W. Plumptre of the University of Toronto has been granted leave of absence for 
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the duration of the war to, act as representative in Washington of the Wartime Prices and 
Trade Board, 


Kenyon E. Poole, assistant professor of economics at Brown University, has been 
granted a leave of absence to accept a position in the Division of Tax Research of the 
Treasury Department, Washington, D.C. 


Alan Post, formerly at Princeton University, is acting as a full-time instructor in 
economics at Occidental College during the second semester of 1942-43. 


Lloyd G. Reynolds has been appointed regional price executive for Philadelphia and 
Baltimore, with the Office of Price Administration. 


CatherineyG. Ruggles has been promoted from the rank of instructor to that of assistant 
professor ondmics at the University of Illinois. 


Richard F. Ruggles has been appointed a teaching fellow in economics at Harvard 
University for the year 1941-42. 


Caleb A. Smith has been appointed a teaching fellow in economics at Harvard University 
for 1941-42. 


Hampton K. Snell, associate professor of transportation at the University of Southern 
California, has been granted a leave of absence to become senior transportation economist 
with the Board of Investigation and Research, Washington, D.C. He was recently elected 
for a third time secretary-treasurer of the Pacific Coast Economic Association. 


Myron J. Spencer has been appointed a teaching fellow and tutor in economics at 
Harvard University for the year 1941-42. 


David Kenneth Spiegel has been appointed instructor in economics and business adminis- 
tration at the University of Delaware. 


Ernst W. Swanson, associate professor of business administration at the State College 
of Washington, is on leave of absence and is serving as economist in the Finance Section 
of the Bureau of the Budget, Washington, D.C. 


Albion G. Taylor has been advanced from assistant dean to dean of the Marshall- 
Wythe School of Government and Citizenship at the College of William and Mary. 


John V. Van Sickle assumed the chairmanship of the department of economics of Van- 
derbilt University at the beginning of the academic year 1941-42. 


Harry Venneman has resigned his position as chief of the reference and review section, 
Bureau of Research and Statistics, Social Security Board, to accept an appointment as 
administrative analyst, Division of Administrative Management, Bureau of the Budget, 
Washington, D.C. 


John J. Walsh has been made instructor in economics at the Catholic University of 
America. 


Dilworth Walker, professor of economics at the University of Utah since 1928, was 
appointed dean of the School of Business, University of Utah, in December. He had been 
named acting dean following the retirement in June of Dean Thomas A. Beal. 

Lauren Walker has been appointed an associate in accounting at the University of 
Washington. 


W. Allen Wallis, on leave for the autumn quarter from the department of economics, 
Stanford University, is a research associate on the staff of the National Bureau of 
Economic Research, New York City. 


Weldon Welfling of Duke University will be on leave during the second semester of 
1941-42 to serve as senior economist in the coke and pig iron section of the Office of 
Price Administration. 


W. S. Woytinsky resigned from the staff of the Committee on Social Security of the 
Social Science Research Council on January 1, to become principal economic consultant of 


the Social Security Board, attached to the Bureau of Research and Statistics, Washington, 
D.C. 


John Parke Young, chairman of the department of economics at Occidental College, 
is in Washington for the duration of the war to head a group of economic advisers on 
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Latin American economic problems and policies who are assisting Vice President Wallace 
and other officials. ; l 

Erich W. Zimmermann has resigned as Kenan professor of economics at the University 
of North Carolina to accept the position of graduate professor of resources at the 
School of Business Administration, University of Texas, beginning September. 

George W. Zinke, who has been an instructor in economics at Occidental College, has ` 
left to take a position as associate economist with the U. S. Tariff Commission, Washing- 


ton, D.C. 


eS 


~ HENRY CARTER ADAMS 
Fourth President of the American Economic Association, 1896-97 


Born in lowa, December 31, 1851; died at Ann Arbor, Michigan, August 
Ll. 1921. ise of delicate health he was tutored by his father rather 
than es a formal schooling, until he was nineteen years of age. He 
then went to college; was graduated from Grinnell College in 1874. After 
a year at Andover Seminary, he went to Johns Hopkins University, where 
he studied history and economics on a fellowship, and within two years 
received the first Ph.D. degree conferred by that University. Thereafter 
he studied in Europe, and upon his return in 1879, was appointed toa 
lectureship in economics at Cornell University. Later he received a similar 
appointment at Michigan and in 1887 accepted a full-time position at that 
University, where he remained head of the department until his death. 

Also in 1887, he was chosen statistician to the Interstate Commerce 
Commission, serving until 1911, and was thus led to give a large part of 
his energy to problems of public control, especially as regards transporta- 
tion. In this field he rendered signal service, both administrative and theo- 
retical. He served also as chief of the Transportation Division of the 
Eleventh Census, and spent two years in China as adviser to the govern- 
ment regarding railways and finance. His principal books, aside from his 
writings on transportation, are Public Debts, an Essay in the Science of 
Finance (1887); The Science of Finance, an Investigation of Public Reve- 
nues and Public Expenditures (1898); and a brief treatise on general eco- 
nomics called Description of Industry (1918). He also published many 
shorter studies, some of which had a wide influence, especially his memor- 
able essay, The State in Relation to Industrial Action, contributed to the 
Publications of the American Economic Association in 1887. 

A memorial to President Adams, together with an early portrait, is 
found in the September number of the American Economic Review, 1922, 


pages 401-16. 
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WAR FINANCE AND INFLATION? 
a By WILLIAM FELLNER 
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The avoidance of inflation should be regarded as one of the main 
objectives of a reasonable war financing policy. The distribution of 
burdens is highly inequitable under inflation; and it becomes increas- 
ingly difficult to prevent the leaking out of scarce resources from the 
war sector of the economy. 

The main conclusion of the present article can be expressed in a 
few sentences: The tax revenue contemplated in the January Budget 
Message should be increased significantly, if inflation is to be avoided. 
Price control and rationing are inadequate substitutes for anti- 
inflationary fiscal policies. Direct controls can be expected to forestall 
inflation only if the pressure ‘:gainst which they have to operate is held 
within rather narrow limits; -nd only in this event can we hope that 
the task of post-war reconstruction will not be seriously aggravated 
by the aftermath of war finance. 

In the subsequent pages we shall first attempt to sketch some of the 
main features of American economic development since the outbreak 
of the war in Europe; and then we shall turn to the problem of 
financing the future war burden.’ 


Production and Prices—Summer o f 1939 to Summer of 1941 


Comparisons of “real” magnitudes for different periods are subject 
to well-known qualifications. While one keeps these in mind, the state- 
ment may nevertheless be risked that at the outbreak of the war in 


* This article results from a study which is being carried on for the Bureau of Business 
and Economic Research, University of California. The author is indebted to Mr. Lawrence 
Klein and Mrs. Virginia Galbraith Tauchar for valuable research assistance. 


7 As to the recent literature on problems of American defense financing, cf. A. G. Hart, 
E. D. Allen and collaborators, Paying for Defense (Philadelphia, Blakiston, 1941); S. E. 
Harris, The Economics of American Defense (New York, Norton, 1941); H. W. Spiegel, The 
Economics of Total War (New York, Appleton-Century, 1942); E. Stein and J. Backman, 
War Economics (New York, Farrar and Rinehart, 1942); J. P. Wernette, “Financing the De- 
fense Program,” Am. Econ. Rev., Vol. XX XI (Dec., 1941), pp. 754-66; Financing the War 
(Philadelphia, Univ. of Pennsylvania, 1942). 


3 
= 


-236 THE AMERICAN ECONOMIC REVIEW [JUNE 


Europe both the real output flow of the American economy and its 
aggregate real capital stock were roughly at their 1929 levels.’ Yet 
excess capacities (especially in the durable goods industries)* and 
unemployment of labor obviously were much higher in 1939 than in 
the late twenties. This made it possible to expand real output quite 
significantly at a price level that for one and a half years remained 
more or less stable. 

Table I shows the percentage rise in aggregate industrial output 
and in certain of its constituents from the summer of@W@3Q to the 
summer of 1941.° As is obvious, the rate of increase was the kighest 
in some of the typical “defense industries.” No sharp distinction be- 
tween defense and nondefense industries can be drawn, of course. 


TABLE I—PERCENTAGE RISE IN INDUSTRIAL PRODUCTION AND IN SOME 
oF Its CONSTITUENTS® 


ee Aug. 1939- Aug. 1940- Aug. 1939- 
Classification ie 1940 Aug. 1941 Aug. 1941 
Industrial production, total 17.0 30.6 52.8 
Manufactures, total 15.7 33.6 54.6 
Aircraft 142.1 142.0 485.8 
Shipbuilding 60.3 140.1 284.9 
Locomotives 20.4 146.8 197.1 
Tron and steel 43.6 17.1 68.2 
Automobiles 26.4 31.9 66.7 
Furniture 7.3 33.1 42.7 
Textiles and products 1.8 38.7 41.3 
Manufactured food products 3.1 16.0 19.7 
Lumber 8.6 17.5 27.6 


a Derived from data published in the Federal Reserve Bulletin. 


Nevertheless it can be seen from production figures that the rise was 
not confined to defense industries in the narrower sense. Table I also 
reflects the circumstance that the rate of increase was much greater 
in the second of the two 12-month periods than in the first. Steel is a 
notable exception. As a consequence of the full utilization of existing 
production facilities and of a scrap shortage, the rate of increase in 
steel production slowed down in the second year of the war. 

The fact that not merely defense production but also consumption 

? As to real output, this conclusion is reached by deflating money income figures. As to 
real capital stock, the Kuznets estimates indicate that the capital consumption of the 


depression was not offset by the net capital formation of the recovery until somewhere 
in 1937, 

* While in 1939 industrial production as a whole was at its 1929 level, the output of the 
durable goods industries was about 17 per cent lower and the output of the other industries, 
of course, correspondingly higher. 


5 The Federal Reserve Board’s index for industrial production includes manufactures and 
minerals, 
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has risen substantially can perhaps be better seen from Table II. 
Department store sales, grocery chain store sales, and rural sales of 
general merchandise have increased significantly in the course of these 
two years. Here, too, the rise from the summer of 1940 to the summer 
of 1941 was much in excess of the rise occurring in the preceding 
twelve months. 


TABLE II-—PERCENTAGE RISE In SALES TO CONSUMERS? 


Aug. 1939- Aug. 1940- Aug. 1939- 
4 Outlets for Sales Aug. 1940 Aug. 1941 Aug. 1941 
Department store : 10.1 36.7 50.5 
Grocery chain store 11.2 24,4 38.3 
Rural sales of general merchandise 11.3 42.9 59.1 


a Derived from data published in the Survey of Current Business. 


TABLE IJ]~~PERCENTAGE RISE IN THE Cost oF LIVING AND IN SOME 
or Irs CONSTITUENTS® 


, June 1939- June 1940- June 1939- 
Expenditures June 1940 June 1941 June 1941 
Cost of living (over-all index) 1.9 4.1 6.0 
Food 5.0 7.7 13.1 
Clothing 1.4 1.6 3.0 
Rent 0.3 | | 1.4 


® Derived from data published in the Survey of Current Business (Bureau of Labor Statis- 
tics Index). 


The figures of Table IJ are value figures and hence they are affected 
by the rise of retail prices. Comparison of Table II with Table III 
indicates, however, that the rise in retail sales must have been sub- 
stantially greater than the increase in retail prices.’ 

The rise in the general level of both wholesale and retail prices was 
slight in the first of the two 12-month periods under consideration. 
Table IV shows the percentage increase of wholesale prices for both 
years and also contains data relating to the major constituents of the 
wholesale price index. A more detailed breakdown would, of course, 
show that the rise in the prices of some commodities was not negligible 
in the first 12-month period. Grains, dairy products, paper and pulp 
might be mentioned in this connection. But it is a legitimate generaliza- 

*It should be added that the figures relating to the increase in retail sales values for the 
period lying between August 1940 and August 1941 are obviously affected by the new 
excise taxes introduced in the fall of 1941. In October, when the new tax rates had already 
become effective, the excess of department store sales over the same month of 1940 had 


declined to 11 per cent. Considering, however, that the October figures are relatively 
depressed by previous anticipatory buying, the October turnover must be considered high. 
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tion to say that the marked rise of wholesale prices over the two-year 
period in question is mainly a consequence of the rise in the second 
year. It will be seen later that the rise in the second period, in turn, 
was largely a consequence of the rise occurring since March 1941. 


TABLE IV—PERCENTAGE RISE IN WHOLESALE PRICES® 








C diti Aug. 1939- Aug. 1940- Aug. 1939- 
om mocives Aug. 1940 Aug. 1941 Aug. 1941 
Wholesale prices (over-all index) 3. 16.7 

Finished products 2.4 13.0 

Semi-manufactures 3.4 16.2 

Raw materials 5.0 25.5 

Farm products 7.5 33.2 


® Derived from data published in the Survey of Current Business. 


The rise in hourly earnings of labor, too, was much higher from the 
summer of 1940 to the summer of 1941 than in the preceding twelve- 
month period, although the rise of the second period is not in this case 
concentrated in the last few months of the period. Table V shows 
the percentage increase of hourly earnings for manufacturing as a 
whole; and also the percentage increase in nonagricultural employment 
as a whole. Moreover, Table V contains data as to the rise in the 


TABLE V—PERCENTAGE RISE IN EMPLOYMENT, EARNINGS, AND HOURS? 


Aug. 1939- Aug. 1940- Aug. 1939- 


Earnings and Hours Aug. 1940 Aug. 1941 Aug. 1941 


Average hourly earnings, manufactur- 


ing industries 5.2 11.7 17.5 
Total nonagricultural employment 2.9 i0.1 13.4 
Aggregate labor hours performed, 

manufacturing industries? 9.1 31.8 43.7 


® Derived from data published in the Federal Reserve Bulletin, 
b Cf. footnote 7, below. 


aggregate number of labor hours performed in manufacturing indus- 
tries.’ These latter data in conjunction with figures relating to the rise 
in manufacturing production (see Table I) show that a given rise in 
output was associated with a much smaller rise in labor hours per- 
formed in the first twelve-month period than in the second. From the 
summer of 1939 to the summer of 1940 manufacturing output rose by 
about 15 per cent and aggregate labor hours performed only by about 
9 per cent. In the subsequent twelve months both indexes rose by 
slightly over 30 per cent. 


* These figures are derived from the U. S. Bureau of Labor Statistics data for factory 
employment, on the one hand, and average hours worked per week, on the other hand. 
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It was stated above that the rise in the general price level was slight 
until early in 1941. This is true of the wholesale price level as well as 
the cost of living. The Bureau of Labor Statistics wholesale price index 
rose about 6 per cent from the outbreak of the war to January 1940, 
then declined about 3 per cent up to August 1940, and has risen more 
or less censistently since that time. But the rise from the level of Au- 
gust 1940 to the level of February 1941 amounted to roughly 4 per cent 
only, yo that the entire increase for the one and a half year period lying 
between August 1939 and February 1941 is not more than about 7 
per cent. 


Taste VI—PercenTAGE Rise OVER THE PRECEDING MONTH In WHOLESALE 
Prices AND Cost or LIVING? 


Classification wan Apr. | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec. ae Feb. 
Wholesale prices 1.1 | 2.1 | 2.0; 2.6) 20 1.7 1.7 0.7 | 0.1 151.2 12.6 10.7 
Manufactured products} 0.8 | 1.5 | 1.9 | 1.7 |] 1.7 | 1.6 | 1.4 1.2 ;—-0.1 | 0.9] 1.9 | 0.6 
Semi-manufactures 2.2 | 2.0 | 1.85 | 1.4 |] 0.3 | 1.8 | 0.9 [~0.4 |—0.2 | 0.4 | 1.8 | 0.3 
Raw materials 1.8 2.9 | 2.8 | 4,9 3.0 1.7 | 2.7 |~0.3 | 0.6 | 2.3} 4.1 | 0.9 
Farm products 1.8 3.9 2.7 7.5 4.5 1.9 4.1 |~1.1 0.7 | 4.5 | 6.4 | 0.5 
Cost of living 0.4 | 1.0 1 0.7 | 21.7 | 6.7 | 0.9 | 1.8 1.2) 6.75 0.3 | 1.3; 0.6 
Food 0.5 | 2.2 3 1.5 | 3.7 | 6.8 4 41.2 | 2.5 0.8 | 1.31 0.0 12.7 | 0.5 
Clothing 1.7 | 0.3 |] 0.4 |] 0.5 7 1.5 |] 2.0 { 3.6 1.8] 0.9] 0.9 | 0.8 | 2.6 
Rent 0.0 | 0.3 | 0.3 | 6.1 | 0.3 | 0.2 | 0.5 0.7 | 0.3 | 0.4 | 0.2 | 0.2 


è Derived from data published in Survey of Current Business. 


The rise in the cost of living was negligible until March 1941. This 
index rose about 2 per cent at the outbreak of the war, then declined a 
trifle and again rose quite slightly. Early in 1941 it stood 2 per cent 
higher than immediately before the outbreak of the war, and one per 
cent higher than in the last corresponding pre-war months (ż.e., than 
early in 1939), 

Since February 1941 there has been a marked upward trend in both - 
the wholesale and retail price level. Table VI shows the rate of month 
to month rise for the general level of wholesale prices, for the major 
constituents of the wholesale price index, for the cost of living and for 
its constituents after February 1941. 

Aggregate industrial production continued to rise at a roughly un- 
changing rate until June 1941, so that the period March-June 1941 is 
characterized by a significant rise in aggregate real output as well as 
in the price level. Yet after June the rise in aggregate industrial pro- 
duction became substantially smaller. As can be seen from Table VII, 
the continued rapid expansion of some of the typical defense industries 
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Taste VII-~PERCENTAGCE RISE OVER THE Precepinc MONTH IN INDUSTRIAL 
PRODUCTION AND IN SOME oF Its CONSTITUENTS" 


Type of 1941 1942 





Production Mar. Apr. | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec. Fan: Feb. 

Industrial production, 

total 2.1) —2.0/ 6.9] 3.2] 6.6) 0.0} 0.6) 1.2] 1.8] 0.6) 2.41 1.2 
Iron and steel 2.8} —1.6] 1.7] 0.0] 0.5] 0.0) 3.8] —0.5/ 0.0] 2.6) —2.6} 1.0 
Aircraft 3.6] 6.5) 7.4} 6.2] 7.2] 11.6] 8.2] 7.1) 3.9) —b | — | — 
Locomotives 5.91 9.7] 8.0] 9.4 9.6] —0.3] 4.2] 5.0! o.9] -bP |*—b] — 
Shipbuilding 9.1] 5.41 7.9) 12.31 9.1] 3.9} 15.5] 13.2) 1.7p7—b | — | — 
Automobile bodies, 

parts and assembly | —0.7|—12.7 22.6) 5.9) 4.3/-16.1) ~5.0) 9.0) —2.7| —1.7 3% —4.2 
Lumber and products | —5.2) 3.1) 0.0) 2.3) 4.4) —0.7} ~2.91 —0.7) 0.0) 3.6) 4.3 1.4 
Textiles and products 2.1) 2.7) 4.7] —0.6] —0.6) —0.6) ~—1.9) —0.7) 4.0) 2.6) 3.9) 0.6 
Rubber products 1.3) 1.9) 2.5] 18.5/—-20.3/-15.0) 0.8) 2.3) — | —b | — —b 


a Derived from data published in the Federal Reserve Bulletin (seasonally adjusted). 
Not available for separate publication. 


after June was accompanied by the cessation of growth and partly by 
an actual decline in other industries. This obviously is a significant 
phenomenon. Up to the summer of 1941 the increase in real output 
extended to practically all fields. 


Expansionary Defense Financing 


According to our estimates, the supply of money rose by about 13 
billion dollars from the summer of 1939 to the summer of 1941.8 The 
rate of increase was much larger in the second of the two 12-month 
periods than in the first. In the second period about 7.5 billion dollars 
of new money were created. This large increase in the supply of money 
from 1940 to 1941 was partly a consequence of the fact that the banks 
bought more than one-half of the newly issued government securities 
(including the fully guaranteed).° This in itself gave rise to about 3.5 
billion dollars of new money in the fiscal year ending in June 1941. 
Furthermore, the banks had expanded their loans to private business 
by the important amount of 3 billion dollars;*° and the gold inflow was 


°? We have included demand deposits adjusted; deposits of the U. S. Treasury and of 
foreign banks in the Federal Reserve banks; and currency outside the Treasury and the 
banks. The foregoing two types of deposits in the Federal Reserve banks are not usually 
included in the concept of money, but there is no reason for excluding them since they 
are drawn upon to make current expenditures. 


*For the period June 1940 to June 1941, the percentage of new issues going to banks 
was 51.5 per cent; to insurance companies, 7.3 per cent; to “other investors,’ 20.4 per 
cent; to federal agencies and trust funds, 20.5 per cent. 

Banks include Federal Reserve banks, member banks, other commercial banks, and 
mutual savings banks. The holdings of the Federal Reserve banks changed but slightly. 


Loans of all banks (millions of dollars): June 30, 1939—-$21,318; June 29, 1940— 
$22,341; June 30, 1941—$25,312. Source: Federal Reserve Bulletin. 
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also associated with the creation of new money. The flow of money 
spending increased in approximately the same proportion as that in 
which the stock of money rose. The exchange velocity index of the 
Federal Reserve Bank of New York declined from 1939 to 1940, and 
since then has risen slightly, but not beyond its pre-war level. Income 
velocity seems to have declined slightly from 1939 to 1941, but this 
decline is so small that, considering the limitations to which the esti- 
mates are subject, it seems preferable to say that income velocity has 
remained approximately constant. The conclusion then would be 
that Money spending has risen in the same proportion as that in which 
the supply of money has increased. This proportion is roughly one- 
third if the summer of 1941 is compared with the summer of 1939, and 
the proportion will not be very different for the calendar year 1941 
as compared with the calendar year 1939. 

The bulk of the rise in supply of money and in the flow of money 
spending has occurred in the second, rather than in the first of the two 
12-month periods. This second period roughly coincides with the first 
year of the American defense program. The “defense program,” in the 
technical sense, was started after ten months of war in Europe, during 
which some amount of monetary and real expansion had already oc- ` 
curred in this country. The fiscal year ending June 1940 which pre- 
cedes “the first year of the defense program” must really be regarded 
as the first year of war expansion. The assumption that the war was the 
prime mover of the American expansion in the course of the fiscal year 
1940 can be made plausible with reference to the development of ex- 
ports,’ and this assumption becomes even more plausible if account is 
taken of the fact that the rise in industrial output was at that time 
already largely concentrated, in the typical defense industries.’ Yet 
American defense spending was but slightly higher in the fiscal year 
ending June 1940 than in the fiscal year ending June 1939;** and the 
difference in the government deficit of the two fiscal years was negligi- 
ble.* Consequently, the fiscal year ending June 1941 may be con- 

“Income velocity for the year 1939 was 1.97; for 1940, 1.88; and for 1941, 1.89. The 
method used was to divide income payments by the stock of money. All income figures are 


estimates of the Department of Commerce. Velocity figures based on income produced, 
rather than income payments, would be almost precisely the same. 

“For fiscal year ending June 1941, total exports were $3,838,927; exports to Europe 
were $1,620,482. For the fiscal year ending June 1939, total exports were $2,919,732; exports 
to Europe were $1,228,429. Total exports were 31.1 per cent higher in fiscal 1940 than in 
fiscal 1939. Exports to Europe were 32.0 per cent higher. Source: Survey of Current 
Business, 


€ See Table I. 
41,7 billion dollars as against 1.2 billions. 


* The excess expenditure of the federal government was 3.5 billion dollars in fiscal 1939 
and 3.6 billions in fiscal 1940. If this deficit is corrected in the manner to be described 
later in the text, the figures are 2.1 billions for 1939 and 2.4 billions for 1940. 
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sidered the first year of the American defense program not merely in 
the formalistic sense but also in the sense that the specific problems 
of defense financing first arose in this fiscal year. 

The methods of financing the defense program were distinctly ex- 
pansionary from the outset.*® The rise in tax revenues and the decline 
in expenditures other than those on defense" was insufficient to pro- 
vide the funds necessary to finance the rapidly rising defense outlays. 
Moreover, the gap was too large to be closed by borrowing from the 
public at that time. These circumstances reflect themselves in the in- 
creased government deficit of the fiscal year 1941 and in the fact that 
the government relied heavily on borrowing from the banks. From the 
fiscal year 1940 to the fiscal year 1941, the national defense expendi- 
tures of the federal government rose from 1.7 billion dollars to 6.1 
billions and this was associated with a rise of the crude deficit from 3.6 
billions to 5.1 billions. These deficit figures should, however, be cor- 
rected so as to take account of the receipts and expenditures of the 
government agencies technically not included in the concept of the 
federal government. If this correction is undertaken the net figure 
of 4.7 billion dollars is obtained for fiscal 1941, which is almost pre- 
cisely double the corresponding figure for the previous fiscal year. This 
figure expresses the excess expenditure of an aggregate consisting of the 
“government” plus its agencies.** The government, ih the foregoing 
broader sense, has obtained almost two-thirds of its aggregate borrow- 
ings from banks.** 


Inflation Potentialtties before and after December 7, 1941 


The danger of inflation was imminent in the last stage prior to Amer- 
ican belligerency. It was obvious before the attack on Pearl Harbor 
that the defense program would lead to inflationary phenomena at an 
increasing rate unless monetary and fiscal policies were changed. De- 
fense spending for the present fiscal year was then estimated at 18 to 
19 billion dollars and aggregate federal spending at 24-25 billion dol- 


“ By “expansionary” we mean “leading to an increase in MV.” The term is used in this 
sense by Hart and Allen, op. cèt. 


“Mainly unemployment relief. 


* The “government” plus its agencies, taken as one unit, borrowed 5.4 billion dollars 
in the course of the fiscal year 1941, the difference between this latter figure and the 
aggregate excess expenditure (4.7 billions) being explained by the fact that the General 
Fund Balance of the “government” and of the agencies rose by .7 billion. 

® As was pointed out in footnote 9 on p. 240, the banks bought 51 per cent of all newly 
issued government securities (including the fully guaranteed). But they bought almost 
two-thirds of those newly issued securities which were not bought by federal agencies. 
If we regard the federal government and its agencies as one unit, then this latter figure 
expresses the share of the banks. 
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lars, while tax revenues promised to yield around 12 billions.” Conse- 
quently, the crude deficit of the federal government was expected to 
reach 12 to 13 billion dollars. Moreover, the outlays of the govern- 
ment agencies, mainly those of the R.F.C. and of its subsidiaries, were 
rising rapidly. These agencies play an important part in the financing 
of defense investment. It was obvious that the corrected deficit of the 
government in the broader sense would reach in the present fiscal year 
a multiple of the 4.7 billions of fiscal 1941. Three times this figure did 
not seem a high estimate at that time. It is true that voluntary lending 
was also on the increase and, consequently, it was not clear whether 
borrowing from the banks would have risen very substantially. In the 
first six months of the present fiscal year, over 4 billion dollars of 
Defense Savings Bonds and Tax Anticipation Notes have been sold to 
the public. With these two types of borrowing at an annual rate of 8 
to 10 billion dollars, borrowing from the banks would not necessarily 
have amounted to much more than in fiscal 1941. In spite of this it was 
clear that the inflation danger had increased. Up to the summer of 
1941 practically all industries had expanded. Since that time the rise ~ 
in defense production was associated with a decline in civilian output. 
Hence, up to the summer of 1941, the increased flow of purchasing 
power was directed at an increased flow of real civilian output; since 
that time, the rising flow of purchasing power has been directed at a 
shrinking flow of civilian commodities. Consequently, the same increase 
in the flow of money spending would inevitably have been associated 
with an increased inflationary pressure. It was safe to conclude already 
in November 1941 that the danger of inflation would rise, unless tax 
revenues were increased beyond the then contemplated level.” 

The inflation danger was aggravated by a further circumstance. The 
stock of idle deposits obviously rose by a substantial amount during 
the first two years of the war. This follows from the fact that neither 
exchange velocity nor income velocity had risen, while the stock of 
money grew by a little over one-third. Since a significant change in the 
velocity of the active part of the stock of money is unlikely to have oc- 
curred, it must be concluded that the new money was divided into active 
money and idle money in approximately the same proportion as that in 
which the 1939 stock had consisted of these two constituents.” Or, 
to express the same thing in other words: both the active part and the 
idle part of the stock of money must have risen by approximately one- 


= On the grounds of the new tax bill, passed in the fall of 1941. 

“ Bank loans might also have increased somewhat more than in the preceding fiscal 
year. Yet on the other hand the gold inflow has slowed down substantially. 

It seems quite likely that the velocity of the active part of the money stock has 


increased slightly. In this event idle balances must have risen slightly more than propor- 
tionately. 
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third if a rise of the entire money stock by one-third was unaccom- 
panied by a change in the average velocity of the dollar. We know that 
the stock of idle money was already substantial in 1939. The income 
velocity of the dollar, for example, was about one-third lower at the 
outbreak of the war in Europe than in the late twenties.” This reflects 
the high level of idle balances at the time of the outbreak of the war in 
Europe. The failure of velocity figures to rise during the monetary 
expansion since 1939 indicates a further substantial rise in the stock 
of hoards. A general desire to get rid of idle balances would have a 
significant inflationary effect. It might be pointed out that a rise of 
the income velocity of the present stock of money to the velocity level 
of the 1920’s would increase the yearly rate of money income by roughly 
60 billion dollars. 


It is obvious that the gravity of the problem increased significantly 
after war was declared. This is true even with respect to the present 
fiscal year. Defense spending for the current fiscal year is now estimated 
at roughly 28 billion dollars (instead of 18 billions) and aggregate 
federal expenditures at about 34 billions (instead of 24 billions). Tax 
revenues for the present fiscal year will apparently not exceed the 
previously estimated 12 billions and, consequently, the estimated deficit 
has risen by about 10 billion dollars (to almost 22 billions). This means 
a higher rate of monetary expansion and also a higher rate of output- 
curtailment in the civilian sector. 

For fiscal 1943 the war expenditures of the federal government and 
its agencies are estimated at 70 billion dollars and aggregate federal 
spending at 70 to 75 billions. If the revenue of the federal government 
(including the planned increase in Social Security contributions) will 
be raised merely to about 27 billions, as is now contemplated, an enor- 
mous rise of the monetary pressure seems inevitable. A large portion of 
the roughly 45 billion dollars of borrowing would undoubtedly have to 
be of an inflationary character. 


The Ideal Degree of Taxation 


It is suggested in these pages that the rate of taxation be increased 
substantially beyond the now contemplated level. 

The notion that rationing and price control might be used instead 
of appropriate fiscal policies is an unfortunate one for several reasons. 
First, it should be pointed out that, with the monetary pressure rising 
rapidly, the enforcement of rationing and price control would require a 
very substantial and costly effort on the part of the authorities. In 


“See James W. Angell, Investment and Business Cycles (New York, McGraw-Hill, 
1941). See mainly, chap. 9, and Appendix II, 
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fact, if the pressure grows significantly, it is unlikely that the effort 
would be successful. Second, there is general agreement in democracies 
as to the desirability of keeping policing activities down to that mini- 
mum which is indispensable for wartime efficiency. This implies that 
it is preferable to reach a given objective by methods which do not re- 
quire policing rather than by methods which do. Narrowing the flow 
of money income is superior in this respect to price control and ration- 
ing. Third, it should be emphasized that it is undesirable to create 
conditions which automatically give rise to a cumulative upward 
movement of prices as soon as measures of control are relaxed. In 
order to realize this, it is important to draw a line between the im- 
mediate post-war “short run” and the subsequent period. In certain 
stages of post-war readjustment it will be necessary to maintain the flow 
of money income by measures of public policy. Expansionary effects 
will then be welcome. But in the immediate post-war short run, there 
presumably will be a strong tendency for re-stocking. Even if it should 
prove to be true that very severe regimentation enforced by efficient 
policing agencies could prevent an inflationary spiral for the time being, 
a failure to keep money income down would strongly accentuate the 
inflationary phenomena. of the post-war short run and would unneces- 
sarily deepen the subsequent depression. 

As we shall see later, this does not mean that price control and 
rationing should be omitted. We merely believe that measures directed 
at the aggregate income stream should provide the basic structure of a 
reasonable anti-inflation policy. 

By measures directed at the aggregate income stream, we mean taxa- 
tion and borrowing from the public. Neither of these two measures can 
be directed exclusively at the current income stream, since the public 
may reduce its hoards or increase its borrowings from the banks when 
buying government securities or when paying taxes. This is a qualifica- 
tion which must be kept in mind and to which we shall return presently. 
The necessity of combining taxation with price control and rationing 
is largely a consequence of this potentiality. For the moment, however, 
we may view taxation as well as borrowing from the public as measures 
directed mainly at the current income stream. We may also regard 
compulsory loans as a form of taxation which will be refunded. Let 
us therefore at first distinguish taxation and compulsory loans, on the 
one hand, from voluntary loans subscribed to by the public, on the 
other; and let us view these two types of war finance as being directed 
mainly at the current income stream. 

At the present income level,” it would presumably be possible to 


” By the “present yearly rate of income,” we mean a rate of about 100 to 110 billion dollars. 
The present level of taxation means the level obtaining in fiscal 1942. 
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| 
finance a moderately heavy war burden largely by voluntary loans. 


But it will be argued that the share of voluntary lending in the non- 
inflationary financing of a very heavy war burden would have to be- 
come small. The point here is not merely that a very heavy burden 
is greater than a moderately heavy burden. More important is the fact 
that heavy taxation is bound to reduce those funds which otherwise 
would be lent to the government. 

At the present income level it would be unreasonable to expect 
more than 15 to 20 billion dollars of net voluntary savings; or, if some 
degree of capital consumption is imposed upon the economy, more 
than 20 to 25 billions of gross savings.” More could be expected only 
on the assumption that the government enforces all-around price 
control and rationing against an increasing monetary pressure and 
thereby successfully imposes upon the public a higher rate of saving. 
A policy aimed at avoiding the monetary pressure in question should, 
of course, not be based on this assumption. Now, at the present level 
of income and of taxation 35 billion dollars (12 billions revenue at 
present rates and the rest voluntary lending “out of current gross in- 
come”) would be quite insufficient to provide the funds required for 
the armament program. This would be 30 to 35 per cent of national 
income instead of the required 60 per cent.” If, however, the tax rev- 
enue must be increased substantially, then the amount to be raised 
by voluntary loans out of savings is bound to shrink. The degree of 
taxation necessary to bridge most of the gap corresponding to 25 to 
30 per cent of national income would eliminate individual saving.” 

The emphasis of a consistent anti-inflation program should be placed 
on taxation. An efficient tax policy should be supplemented by security 
sales, but once the degree of taxation becomes sufficient we cannot ex- 
pect voluntary lending to amount to a high share of aggregate expendi- 
ture. Or rather voluntary lending could in these circumstances be 
substantial only if it is undertaken by means of depleting idle cash 
balances, in which event it fails of its purpose as a method of non- 
inflationary financing. 

The taxation program should take account of two main points of 
view. The distribution of burdens is one of these and the specific char- 
acter of the commodity shortages the other. The first point of view calls 
clearly for income taxation since income taxes can be made progressive. 

5 Various estimates lead to the conclusion that the annual depreciation of the present 
stock of durable producers’ goods and buildings slightly exceeds 10 billion dollars. 


2 Under the most recent scheme, total expenditures of the Treasury would correspond 
to about 60 per cent of the national income. 

2? Moreover, in the absence of direct consumers’ controls, the saving ratio would tend 
to decline even at, present tax rates, since consumers’ real income, in the here relevant 
sense, will be made to decline. 
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The second point of view calls for supplementing income taxation by 
excise taxes on specific commodities. The specific commodity shortages 
will undoubtedly be created by direct government allocation, that is, 
essentially by commandeering. As it becomes necessary to shift more 
resources from civilian production into the armament industries, the 
government will continue to allocate the resources in question to the 
enterprises producing for defense. The shortage in a great number of 
civilian commodities will be and already is a direct consequence of these 
measures falling in the category of commandeering. But a reasonable 
taxation program should take account of the specific character of these 
shortages since otherwise the demand would exceed the supply of cer- 
tain commodities at all prices except tremendously high ones. In other 
words, at practically all levels of income taxation there will be a high 
upward pressure on the prices of certain highly scarce commodities. 
It is probable that these prices will rise, even though the government 
does attempt to keep them down by direct control and policing. For 
durable commodities of high scarcity, the second-hand markets will be- 
come the really important ones, and it is very unlikely that prices on 
these markets could be kept at present levels by direct control. It 
would be desirable to utilize this rise in prices for the purposes of 
the armament program by the means of excise taxes and thereby to 
tax away amounts which otherwise would go into windfall profits. 
Price fixing will be more effective if it occurs at higher levels, at which 
the excess of demand over supply is smaller. It is impossible to estimate 
with any degree of accuracy the yield of excise taxes on the assumption 
that additional excise taxation is applied only to tax away otherwise 
inevitable price increments in fields of high scarcity. At the present level 
of taxation the aggregate yield of excise taxes may be estimated at 
somewhat less than 3 billion dollars** and the assumption would seem 
reasonable that this yield could be approximately doubled at the present 
income level. It would, of course, be possible to raise the yield of excise 
taxes much beyond this level in case taxes were imposed upon neces- 
sities for which the demand is notoriously inelastic. But from the social 
point of view, this is no desirable method of financing a war burden. 
Excise taxation requires specific justification owing to its nonprogres- 
sive character. It can be justified with respect to luxuries and more or 
less “harmful” commodities, and it can be justified in those cases dis- 

= The “present level” does not yet include the new proposals of the Treasury submitted 
in March 1942. The yield of excises in the fiscal year 1941 amounted to 2.4 billion dollars. 
In the October 1941 issue of the Survey of Current Business, the yield of the additional 
excise taxes which became effective October 1, 1941, is estimated at about .5 billion. For 
an entire year the addition would, of course, be higher than for the period October 1- 
June 30. Yet the substantial curtailment of the consumption of numerous taxed items 


will be a factor tending to reduce yields. The proposals submitted in March 1942 are 
expected to increase the total yield by 1.3 billion dollars, 
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cussed above where the tax may be expected to have mainly the effect 
of utilizing for the Treasury an inevitable rise of prices. The excise 
taxes imposed on highly scarce commodities would, of course, not yield 
much if merely: newly produced commodities were taxed. Extension of 
excise taxation to used markets might raise the yield, but it is obvious 
that if high excise taxes are applied only in the cases discussed here, 
but a small share of the aggregate war expenditures could be raised 
from this source. f 

It follows from these considerations that the bulk of the burden 
should be raised by income taxation. It is obvious from the outset that 
personal income taxes can be made to yield much more than corporate 
income taxes and it will be seen presently that it would not be advisable 
to increase even the rate of corporate income taxation to the level of 
personal income taxation. In case the significance of voluntary lending 
“out of current income” is substantially reduced—and this is bound 
to happen if taxation becomes very heavy—it would be desirable to 
raise an amount corresponding to about 35 per cent of the national 
income by personal income taxation. 

We have no means of calculating precisely the burden falling upon 
the single income brackets. The following might, however, be a rough 
way of obtaining an idea of the general orders of magnitude involved 
in such taxation. The National Resources Committee has estimated the 
distribution of income for the period July 1935 through June 1936; and 
also gave estimates, based on specific assumptions, of income dis- 
tribution for higher levels of aggregate income.” To raise 35 per cent 
of personal incomes, on the basis of the distribution there estimated for 
an 80-billion dollar income level,*® would require roughly the following. 
Assuming that families of average size with incomes of less than $1,000 
should be exempt and that the rate at which $1,500 incomes are taxed 
should not exceed 15 per cent, the effective rate would have to amount, 
for consumer units with the average number of dependents, to about 
30 per cent on incomes of around $3,000, to about 40 per cent on in- 
comes of around $4,000, to about 50 per cent on incomes around $6,000, 
to about 60 per cent on incomes around $10,000. The average rate of 
taxation on incomes of more than $20,000 would have to come close to 
90 per cent." By saying that these would have to be the effective rates, 

Consumer Incomes in the United States, National Resources Committee, 1938. Cf. 
also Consumer Expenditures in the United States, N.R.C., 1939, secs. 3-5. 


We are using those estimates which imply for 80 billion dollars the same proportionate 
distribution as has existed for 60 billions. 

“Using the National Resources Committee’s estimates for an 80-billion dollar income 
level, it is easy to convince oneself of the fact that a scale of the above character would 
raise about 35 per cent of the Committee’s “total.” (Cf. Consumer Expenditures, 1939, 
p. 190, under heading “same proportionate distribution as in 1935-36."”) To reproduce the 
calculation would require more space than is at our disposal. 
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we mean that the tax rates would have to be such as to make the actual 
tax payments correspond to the percentages indicated above. The ex- 
emption of low incomes would obviously require that the nonexempt 
portions of incomes be taxed at correspondingly higher rates. 

There is a presumption on the one hand, that a tax structure, yield- 
ing about 35 per cent of an 80-billion dollar income on the basis of the 
National Resources Committee’s estimates, would yield a higher 
portion of a 100- to 110-billion dollar income (probably close to 
40 per cent). 2 This is true because the recent increase in national in- 
come was undoubtedly associated with a rise in the average income level 
so that at present a larger share of aggregate income is earned by rela- 
tively higher income groups. Understatements of income and evasions 
of various kinds make it necessary, on the other hand, to undertake a 
rather substantial downward correction. In fact, the National Resources 
Committee used, among other sources, the income tax returns in esti- 
mating the income flowing to the higher brackets and has raised the 
resulting share of these brackets quite substantially for nonreporting 
and understatement. Aside from the question of evasions, it should be 
remembered that certain constituents of aggregate income are not sub- 
ject to individual income taxation. The war burden, when related to in- 
come, is usually expressed in percentages of national income produced. 
Some constitutents of income produced (such as, for example, corpo- 
rate savings and non-cash income) do not enter into the individual in- 
come tax base. Hart and Allen have estimated” that, at a 90-billion 
dollar income level, these reducing factors** might curtail the income 
base by roughly 15 per cent of total income. Moreover, increased corpo- 
rate taxation and, conceivably, the limitation of dividend payments 
would somewhat diminish the share of the higher brackets in aggre- 
gate individual income payments. It might, therefore, be assumed that 
a tax structure of roughly the character sketched above would be capa- 
ble of yielding close to 35 per cent of the increased national income.” 

* A scale yielding 35 per cent of 80 billion dollars would yield 40 per cent of 104 billions 


on the assumption that about 60 per cent of the rise goes to the Treasury. The scale of the 
text would probably tax away around 60 per cent of the increase. 


3 Cf. op. cit, p. 147. 


** Reducing factors other than personal exemptions; and other than the earned income 
credit, which presumably will be dropped. 


This is another way of saying that, from the point of view of this percentage figure, 
the upward correction for increased income might, roughly speaking, cancel out with the 
downward corrections for evasions and nontaxables. On the assumption of footnote 32, 
above, the downward correction’ would outweigh the upward correction from the point 
of view of the percentage figure if the Hart-Allen estimate regarding nontaxables and 
evasions is correct and if the average nontaxable and concealed income belongs in a 
bracket for which the marginal rate of our scale is about 70 per cent. On these assumptions, 
which seem reasonable, the 35 per cent would decline to 30 per cent. Yet if, in the future, 
money income would be rising at the rate of increase of real output, this percentage figure 


i 
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The ultimate (long-run) distribution of burdens could be made even 
more progressive by applying some version of the Keynes plan to the 
lower income brackets. The use in this connection of the administrative 
structure of the Social Security system has repeatedly been suggested. 

Considering what has been said above about excise taxes, it is likely 
that this kind of taxation could be made to yield roughly 5 per cent 
of total income without exceeding the limits appearing as “justified” 
on previously discussed criteria. Furthermore, corporate income taxes 
plus borrowing from current corporate earnings could probably be made 
to contribute 10 to 12 per cent of national income;** and such bor- 
rowing as is offset by capital consumption in the civilian sector of the 
economy, to contribute an amount corresponding to another 5 per cent. 
Hence the aggregate revenue of the Treasury plus borrowing out of cur- 
rent gross income could reach a level corresponding to about 55 per 
cent of income.” Taking account of the fact that war spending and 
the other expenditures of the Treasury will require 60 per cent, a re- 
sidual amounting to about 5 per cent of income would have to be bor- 
rowed from banks.” Hence, the supply of money would be rising at an 


would also be rising somewhat. A comparison of figures derived by the crude method 
sketched in the text with Treasury estimates as to the yield of specific tax scales would 
seem to indicate that the method does provide some information regarding rough orders 
of magnitude. 


** Corporate profits, net of intercorporate dividends, amounted to roughly 10 to 11 
per cent of national income in the recent past. (See Hart-Allen, op. cit., chap. 12) There 
is a strong presumption that they correspond to a higher proportion at present. Assuming 
this proportion to be 14 to 15 per cent and assuming legislation which would limit dividend 
payments, a fund amounting to 10 to 12 per cent might become available for taxation plus 
borrowing. If, say, the average effective tax rate would be raised to 60 per cent of the 
corporate earnings, these taxes would yield about 9 per cent national income and borrowing 
conceivably about 3 per cent. 

For the fiscal year 1942 the yield of corporate income taxes, including the excess profits 
tax, may be estimated at roughly 4 billion dollars. This figure is derived from 1941 yields, 
on the one hand, and estimates relating to the additional yield of recently increased tax 
rates, on the other. (See Survey of Current Business, October, 1941.) 


* Items of revenue, other than mentioned above, are of negligible order of magnitude. 


“Tt would be important to eliminate excess reserves by raising reserve requirements. 
At present the government is forced to rely heavily on borrowing from the banks and it 
could rely to a small extent on this type of borrowing even if a scheme were adopted 
which would successfully avoid “inflationary phenomena.” Yet, on purely rational grounds, 
it would seem preferable to sell government securities to the Federal Reserve banks, rather 
than to commercial banks, The latter procedure, as opposed to the former, presupposes 
the existence of excess reserves and, hence, leaves a door open for further monetary 
expansion via an increase in loans to private business and to individuals. It should not be 
overlooked, however, that the spending of funds borrowed from the Federal Reserve banks 
leads to the formation of further excess reserves, unless reserve requirements are continu- 
ously adjusted (or so changed as to take care of this in advance). Furthermore, irrational 
factors should also not be overlooked, Direct borrowing from the Federal Reserve banks 
would open a very easy channel for inflationary borrowing; and it is conceivable that the 
incentive to raise funds by taxation, rather than borrowing, would thereby be weakened. 
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annual rate of about 10 per cent.*® This would produce no “inflation- 
ary pressure.” Aggregate real output must also be expected to rise 
slowly.‘ 

In connection with corporate income taxes we should like to point 
to the following. If corporate income taxes are compared with personal 
income taxes, then, for obvious reasons, it is found that relatively 
lower corporate income tax rates for the various income brackets will 
yield a relatiyely higher portion of aggregate corporate income. This 
is a consequence of the more top-heavy distribution of corporate in- 
comes. Corporate income taxes, including the excess profits tax, should 
of course be made to yield a considerably higher share of aggregate 
corporate income, than the 35 per cent suggested for personal incomes. 
Yet it would hardly be reasonable to raise corporate income tax rates 
for the various corporate income brackets to a level as high as that 
which would have to apply to personal incomes of the same magnitude. 
The risk that production becomes inefficient if industrial efficiency 
remains entirely unrewarded is substantially greater than the risk that 
individuals withhold their services on account of being taxed too 
heavily. Moreover, the resistance against taxing away practically all 
corporate incomes would be even greater than resistance to extraordi- 
narily heavy individual taxation. An attempt to break this resistance 
fully would not be worth while, since the difference between the yield 
of the present corporate income tax structure and that of a confiscatory 
tax would not amount to more than about 7 to 8 per cent of national 
income. Last but not least, it should be realized that corporate sur- 
pluses can be made into a more reliable source of lending than personal 
incomes. In fact, corporate savings would become the only source of 
voluntary lending “out of net income,” since no individual savings could 
be expected under such a scheme. Hence, while it is desirable to raise 
corporate income tax rates beyond their 1941 level, it would not be 
reasonable to raise them to the levels suggested for personal incomes of 
identical size. Instead, dividend payments could be limited; and the 
investment of corporate surpluses in government securities could be 
stimulated by making tax rates dependent upon how the undistributed 
surpluses are used, 

It should be stressed that, while increased reliance on excise taxes, 
rather than on income taxes, would diminish progressiveness, financing 


Income velocity is in the rough order of 2. Consequently, 5 per cent of income cor- 
responds to roughly 10 per cent of the stock of money. 

*® Vet it should be borne in mind that the potential rise in industrial production defi- 
nitely overstates the potential rise in aggregate real output. As to the slow rise of industrial 
production in recent months, see Table VII above. It should not be expected that in the 
future course of the war the average annual rate of increase in aggregate real output will 
exceed 5 per cent by any substantial margin. 
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by excise taxes is much less undesirable than inflationary financing on 
the scale now contemplated. Excises and sales taxation share lack of 
progressiveness with inflation. But excise taxes and sales taxes in 
themselves do not tend to disorganize the currency and thereby to 
reduce economic efficiency. Furthermore, certain commodities could be 
exempted from sales taxation, while they could not be exempted from 
a cumulative price rise. We do not mean to deny that, in so far as ra- 
tioning and price control are completely effective, controlled inflation 
may, for the duration of the war, distribute the consumption burden 
more equitably than do sales taxes. Yet direct controls, such as ration- 
ing and price control, are unlikely to prevent a considerable rise in the 
price level if the monetary pressure becomes very high and the post- 
war difficulties also increase substantially in case the temporarily steril- 
ized purchasing power of the war period becomes excessive. Tke 
substitution of increased excise taxes or of a general sales tax for some 
portion of the income taxes suggested above would be distinctly less 
harmful than inflationary borrowing on the now contemplated scale. 

A severe taxing policy would have to be combined with certain meas- 
ures of price control and rationing.“ This is true mainly because no 
degree of taxation would reliably prevent the wealthier groups of the 
population from maintaining their consumption by depleting their idle 
balances. This is another way of saying that taxes may be paid out of 
previously accumulated hoards and that loans, too, may be made from 
these sources rather than “out of current income.” The curtailment of 
consumption for which we are heading is obviously very significant. 
All calculations point to the necessity of cutting per capita real con- 
sumption to deepest depression levels. Considering the absence of 
unemployment in war periods and also the growth of population during 
the last decade, this may imply standards considerably lower than those 
of 1932 for the middle and upper brackets. The resistance against such 
a substantial reduction of the standard of living will be strong. If free 
competition among consumers were maintained and taxes were raised 
to the level considered above, dishoarding would undoubtedly become a 
means of partly maintaining consumption standards. This is the main 
reason why income taxation in itself does not necessarily result in an 
equitable distribution of burdens* and also does not, in itself, prevent 

“We mean here price control and rationing of consumers’ goods. The allocation of 
resources to armament industries, considered above, obviously implies rationing of resources. 


2 The other reason is that, in fields of especially high scarcity, prices will tend to rise 
at practically all levels of income taxation. It was suggested above that this problem be 
handled by the means of excise taxes. It is desirable to combine excise taxation with price 
control and rationing rather than to rely entirely on excise taxes. As was pointed out in 
the text, the justification of excise taxes in these cases is that direct controls alone would 
presumably not prevent a rise in prices effectively. By means of excises, the inevitable rise 
could be utilized for the purposes of the Treasury. 
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the leaking out of scarce resources from the war sector of the economy 
into the civilian sector. Price control and rationing are insufficient sub- 
stitutes for a reasonable taxation policy; but price control and the 
rationing of scarce essentials are necessary to supplement an equitable 
and efficient policy of war finance. 

It should be added that the deduction of income taxes at the source, 
wherever the “source” is distinct from the income recipient, would 
greatly facilitate the achievement of these objectives. This method 
would have the advantage of substantially reducing the time lag be- 
tween legislating and collecting. Many persons would thereby be in- 
duced to adjust their budgets to changed taxes simultaneously. 
Deduction at the source may also reduce administrative expenses, al- 
though certain administrative difficulties should not be overlooked. The 
main difficulty would seem to be that of handling the problem of 
residuals which cannot be settled before the tax year is over. The final 
yearly tax of an individual cannot be calculated before his yearly in- 
come is known, since under a progressive income tax the yearly income 
is one of the determinants of the rate which should have been applied. 


Conclusion 


The “ideal” tax policy discussed in the foregoing pages would enable 
the Treasury to refrain from inflationary borrowing. In reality we must 
take it for granted that some portion of the war fund will be raised by 
inflationary methods, although a serious effort will no doubt be made 
to sterilize the additional money stock in the hands of the consumer 
by the means of direct controls. But if these controls are to be rea- 
sonably effective and if the problem of post-war readjustment is not to 
be aggravated considerably, the ideal degree of taxation should be 
approximated much more closely than is now planned. 

According to the Budget Message submitted to Congress on Janu- 
ary 7, 1942, the aggregate revenue of the fiscal year ending June 1943, 
would amount to about 26 or 27 billion dollars.** This figure includes 
about 2 billion dollars expected from increased Social Security con- 
tributions. The detailed tax proposals of the Treasury were submitted 
to Congress early in March. Total expenditures of the Treasury for 
fiscal 1943 will exceed 70 billion dollars and consequently the deficit 
reach a level of about 45 billion dollars. Taking account of the in- 
creased tax burden but disregarding for a moment price control and 
rationing, it may be assumed that not more than about 20 billion dol- 
lars of the total borrowing would tend to come out of current gross 
savings. The rest would tend to become inflationary borrowing. The 


“Individual income taxes would apparently yield about 8 billion dollars and corporate 
income taxes, including the excess profits tax, about 9 to 10 billions, 
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supply of money now being in the order of 50 billion dollars, there 
would be a tendency for inflation at an annual rate of about 50 per 
cent.“ Price control and rationing would have to obviate this tendency 
and thereby to enforce.a higher rate of saving. But it does not seem 
possible to work against a pressure of this magnitude successfully. 
Taxation should be increased substantially beyond the now contem- 
plated level before it is too late. 


University of Caltfornia 


“ The tendency may even be in excess of this, cousdenng: that the sing of consumers’ 
goods will be declining simultaneously. 


THE FUTURE OF FROZEN FOREIGN FUNDS 
By Jupp POLK 


Over 7 billion dollars in foreign-owned assets are now subject to 
regulation by the United States Treasury Department. (See Table on 
p. 266.) The presence of extensive exchange controls in a country long 
distinguished as the foremost champion of free exchange raises ques- 
tions of the most far-reaching significance for the future course of 
international finance. It will be the concern of this paper to examine the 
circumstances under which the American controls operate with a view 
to determining what conditions may be necessary or desirable before 
the United States can safely reopen its money markets to foreigners. 

The immediate objective of any exchange control is to bring foreign 
transactions under the scrutiny of a governmental agency in order that 
the particular purposes of the government may be enforced. While 
these purposes differ widely among the various countries,’ they ordi- 
narily are concerned with (1) the rationing of foreign exchange ren- 
dered scarce by continued strains, arising from the balance of payments, 
on cash resources,” and/or (2) the supervision of imports with a view 
to influencing the terms of trade or in support of internal economic 
policies of the government. In general it may be said that government 
intervention in the foreign exchange markets has been provoked in most 
cases either as a necessary feature of governmental regulation of trade, 
or as a sort of temporary receivership for deranged national accounts, 
where the alternatives—tuncontrolled currency depreciations or formal 
devaluations—were thought to be more onerous methods of securing 
the needed correction in the balance of payments. 


I. The United States Version of Exchange Control 


The United States had two grounds for opposing the world-wide 
trend toward exchange control, which in the years 1931-39 put every 
important exchange market save our own on a controlled basis.” The 


* Professor Ellis distinguishes functionally seven types of exchange control, ranging from 
the prevention of capital export to the bolstering of totalitarian economic and political 
control. (H. S. Ellis, “Exchange Control in Germany,” Quart. Jour. of Econ., Aug., 1940, 
159-68.) United States’ wartime controls are comparable with the latter class, with the 
important distinction that they are wartime (i.e., temporary) controls. 


? Rationing exchange by some means other than currency depreciation is here meant. 


The British and French markets were not strictly controlled until the war made it 
necessary. However, the development of British bilateralism was sufficiently rapid through- 
out the thirties to prevent the classification of sterling as strictly free. See H. J. Tasca, 
World Trading Systems (Paris, 1939), pp. 141-57. The French market was subject to 
frequent—-though perhaps not sufficiently frequent-—rate revisions. See P. Einzig, World 
Finance, 1939-1940 (New York, 1940). 
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first was a matter of economic faith—that increased governmental in- 
terference with international finance would impose an incubus on inter- 
national trade.* The many facets of this faith are hard to define, but 
perhaps the Hull program may be considered an application of it in 
modern circumstances. It does not insist that exchange markets shall 
be absolutely free of all government regulation. Rather it contemplates 
that, though regulation may be undertaken in the interests of pro- 
tecting international currency relations against speculative derange- 
ment and “downward spirals” initiated by depression, such regulation 
shall none the less be confined within limits consistent with the concep- 
tion of exchange markets as mechanisms facilitating the adjustment 
of the international balance of payments.” 

Whether this faith suited the circumstances of other countries or not, 
it was clearly more appropriate to our own international economic posi- 
tion than acceptance of the trend toward exchange controls would have 
been, and this was the United States second ground for opposing the 
exchange control. Throughout the difficult thirties the United States 
never experienced any really awkward shortage of exchange. A chron- 
ically active balance of trade (4 billion dollars, 1935-40), coupled 
with a torrential flow of both long- and short-term capital to this 
country (7.4 billion dollars, 1935-40),° produced not an exchange 
shortage but an embarras des richesses. The manifestation of these 
circumstances was the unprecedented 12 billion-dollar influx of gold 
in these years.’ But even in the event of an exchange shortage, our 
relatively small ratio of foreign to domestic trade would have kept the 
problem less than crucial in our national economic policy. As it was, 
we were more concerned with the fact that our credit balance in com- 
mercial and capital transactions with the rest of the world was frozen 
by the controls adopted by countries in circumstances precisely the re- 
verse of our own. 


*However, W. Diebold (New Directions in Our Trade Policy, New York, 1941, chap. 
2) finds that available evidence on the effect of the Hull anti-control program on trade 
does not support the proposition that a removal of controls stimulates imports. But this 
may have been merely the failure of the import-stimulating aspect of the policy to over- 
come the effects of the devaluation of the dollar as a stimulus to exports. Cf. Imre de 
Vegh, “Imports and Income in the United States and Canada,” Rev. of Econ. Stat., Aug., 
1941, p. 137. De Vegh found that during the period of pronounced increase in exchange 
controls, the League of Nations figures show a drop in the marginal import ratio (ż.e., 
the slope of the regression of world imports on world industrial production) from .95 in 
the period 1925-29 to .49 in the period 1932-38. (ibid., pp. 138-39.) Ellis also believes 
that exchange controls reduce the volume of trade and discusses the evidence. (Op. cit., 
pp. 184-91.) 


5 Cf. Tasca, op. cit., pp. 158-60; J. Donaldson, The Dollar (New York, 1937), pp. 193 f. 


"This figure was derived from Federal Reserve Bulletin figures on capital movements 
and earmarked gold. The dates are inclusive. 


1 Ibid. 
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Despite the opposition of the United States to the trend,® foreign 
exchange markets outside of this country had become alarmingly “un- 
free” by the summer of 1939. The imminence of war gave added impetus 
to the world-wide flight to the dollar. Repatriation of American foreign 
investments (804 million dollars, 1935-40),° the United States Treas- 
ury’s gold purchases,” the transfer of foreign-owned funds to the 
uncontrolled American market in the interest of liquidity and security 
—all these factors in the general movement were intensified by the 
threat of war, and later by the war itself. This one-way movement of 
international funds, which foreign controls originally encouraged, came 
to be in itself a major cause for the continuation and extension of such 
controls, and developed into the main problem of international finance 
in the pre-war period. No solution was in sight when the war itself, 
bringing rigid new controls in its wake, indefinitely postponed the 
search. Before the war brought us a completely different order of finan- 
cial concerns, the main problem for the United States was how to foster 
international financial institutions which would dispense with the 
competing, arbitrary, and discriminatory controls imposed by various 
nations for various purposes, without merely returning to the mag- 
nificent disorder which originally prompted those controls. It is to this 
problem that the United States will have to return after the war. 

However, when the United States returns to the problems of peace 
finance, it will do so not as the world’s leading advocate of “free 
finance,” but as the world’s most powerful practitioner of exchange 
control. The present controls were adopted in response to a dilemma 
occasioned by Germany’s military seizures. In April, 1940, when the 
first controls were imposed, there was no problem of capital flight or 
exchange shortage to be met. The United States had simply to choose 
between sacrificing its free exchange policy and allowing Germany, less 
reluctant in controls, to take over the American holdings of invaded 
countries. It chose the former. 


8 To a large extent the opposition of the United States was merely verbal. We did not 
liberalize our trade policy significantly. The Hull program apparently favored exports 
more than imports. (Diebold, of. cit., pp. 9, 22.) The devaluation of the dollar and the 
high tariff policy played some part in driving other nations to adopt exchange ‘controls. 
Cf. M. A. Gordon, Barriers to World Trade (New York, 1941), p. 30. On the other hand, 
the United States did continue to buy gold despite the proportions of its flow here, and 
that was a definite step supporting a “free finance” policy, whether that was the actual 
motive of our gold purchases or not. 


? Federal Reserve Bulletin figures on international capital movements. 


1 The bulk of the gold sales were, of course, merely the means of effectuating the flow 
of capital to the United States. None the less, for new gold the United States was the only 
practical buyer in the world. Similarly, large amounts of gold ordinarily held in reserve 
abroad were shipped here. Accordingly, it is proper to include transfers of gold to this 
country as an independent manifestation of the “flight to the dollar,” and the existence 
of a steady gold market here as one of the reasons for that flight. 
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By subjecting to Treasury licensing all transactions involving a prop- 
erty interest of any national of an occupied country, the United States 
hoped to accomplish several objectives." Most immediately, the Treas- 
ury’s scrutiny of such transactions was intended to be a protection to 
owners in invaded countries. In addition, however, it was designed to 
afford some measure of protection to the American custodians—mostly 
banks—of the property of these owners.”* In lieu of government inter- 
vention, the custodians had no legal basis for refusing to honor legiti- 
mate drafts; and they had no factual basis on which to determine 
whether a given draft was drawn under German duress or not. A fur- 
ther, though much more remote, prompting of the American controls 
was the thought that American creditors and investors might eventually 
be benefited by the government’s efforts to keep the assets of invaded 
countries intact. 

For these purposes it was thought sufficient to require licenses only 
for those transactions which involved the property of the invaded na- 
tions. However, experience with enforcement readily showed, and policy 
belatedly recognized, that effective prevention of any specified class 
of transactions meant rigorous supervision of all transactions involving 
a foreign interest.” Moreover, as the United States increasingly under- 
took economic measures against the Axis, a new motive for exchange 
control appeared: the bolstering of our anti-Axis economic policy by 
means of a financial blockade. Hence, from a limited control intended 
primarily to protect invaded countries, the United States exchange con- 
trol grew in a year to a thoroughgoing Treasury supervision of any 
foreign financial transaction which might redound to the benefit of the 
Axis. 


“The motives of the freezing are available in the press accounts of interviews with 
government officials. See, for example, “Treasury Studies Legality of Policy of Foreign 
Assets,” Jour. of Comm., July 19, 1940, and editorial in the New York Herald Tribune, 
April 12, 1940. See also Treasury Department Appropriation Bill for 1942, Hearings 
before the Subcommittee of the House Committee on Appropriations, February, 1941, 
77th Cong., Ist sess., pp. 78, 82-83, 84, 85; Banking, Aug., 1941, pp. 24-25; A. M. Strong, 
“The Freezing of Foreign Assets,” Am. Banker, July 22, 1941. Later motives of economic 
warfare were specified in the official Press Release accompanying the Executive Order 
freezing Japanese and Chinese assets, July 26, 1941. J. W. Pehle, Assistant to the Secre- 
tary of the Treasury, in charge of the Division of Foreign Funds Controls, reviewed the 
purposes of the control and its development in a luncheon address before the Foreign 
Credit Interchange Bureau in March, 1941 (mimeographed). For an inferential summary 
of purposes, see “Foreign Funds Control through Presidential Freezing Orders,” Columbia 
Law Rev., June, 1941, pp. 1042-44. 


* However, the issuance of a license does not necessarily determine the licensee’s right 
to the funds involved, except in the case of foreign public funds where the State Depart- 
ment has been authorized by statute to certify the right of the claimant. Pub. Doc. No. 
31, 77th Cong., 1st sess., chap. 43, S. Doc. 390. 


= «u Freezing’ of Assets May Be Broadened,” Jour. of Comm., February 11, 1941; “Mil- 
lions in U. S. Money Withdrawn by Italians,” New York Herald Tribune, May 3, 1941; 
“Reich Liquidating Its Credits Here,” New York Times, April 17, 1941; and editorial in 
The (London) Economist, Feb. 1, 1941. 
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In form the control is simply a supervisory power over financial 
transactions with foreigners,“ delegated by the President under statu- 
tory authority” to the Secretary of the Treasury. Under the President’s 
orders*® any transaction with, or for, or in behalf of, a foreign national 
of 35 specified countries*’ requires a Treasury license. To obtain such 
a license the parties to a proposed transaction must submit to the Fed- 
eral Reserve Banks notarized forms setting forth all relevant details.” 
The banks forward these applications’ to the Treasury’s Division of 
Foreign Funds Control, where the facts are examined in the light of 
policies determined by an Inter-Departmental Committee. A licensee 
must keep a record of the transaction and may be required to report.” 
In addition, all holders of foreign property are required to report the 
nature of the holding to the Treasury.” Failure to conform to the orders 
is punishable by 10 years’ imprisonment, or $10,000 fine, or both.” 

The immediate problems of the control are those which concern its 
wartime effectiveness in preventing economic benefits to the Axis and 
economic detriments to victims of the Axis.” These problems are largely 
short-run problems of administration and, as such, do not raise sig- 


“A fuller description of the control can be found in Hearings on the Treasury Depart- 
ment Appropriation Bill, op. cit., pp. 76-105; Amos E. Taylor, “Frozen Funds and Na- 
tional Defense,” For. Comm. Weekly, Aug. 9, 1941, pp. 6-7; “Property Census—An Ele- 
ment in Foreign Funds Control,” ibid., Aug. 16, 1941, p. 6. 


* The President’s authority derives from the Trading with the Enemy act of October 
6, 1917, sec. 5 (b} (40 Stat. 415), as amended by the Emergency Banking act of 1933 
(48 Stat. 1), and the Joint Resolution of May 7, 1940, which last see for the final version 
of the power. Pub. Res. No. 69, 76th Cong. 


18 The “freezing orders” issued under this authority date from April 10, 1940 (Executive 
Order No. 8389, amending Order No. 6560 of January 15, 1934) to December 26, 1941 
(Executive Order No. 8998, amending earlier orders so as to extend freezing automatically 
to all territory occupied by the enemy). The basic control documents, namely the Execu- 
tive Orders, General Rulings, General Licenses, Public Circulars, Proclaimed List of 
Certain Blocked Nationals, and the Presidential Proclamation authorizing the list, are 
all available from the Treasury or the Federal Reserve Banks. 


“Norway, Denmark, The Netherlands, Belgium, Luxembourg, France (including 
Monaco), Latvia, Estonia, Lithuania, Rumania, Bulgaria, Hungary, Yugoslavia, Greece, 
Albania, Andorra, Austria, Czechoslovakia, Danzig, Finland, Germany, Italy, Liechten- 
stein, Poland, Portugal, San Marino, Spain, Sweden, Switzerland, U.S.S.R., China, Japan, 
Thailand, Hong Kong, and the Philippines. “Nationals” include many persons besides 
actual citizens or subjects. See Executive Order No. 8785, as amended, sec. 5. The trans- 
actions of unoccupied neutrals and anti-Axis belligerents are subject to liberal license 
provisions. 


! Executive Order No. 8785, as amended, sec. 4(A), and Regulations thereunder, sec. 
130.3. 


» Except a small proportion which are decided at the Federal Reserve Bank on the 
basis of General Authorizations from the Treasury. 


2 Executive Order No. 8785, as amended, sec. 4(A and B); Regulations, sec. 130.3. 
* Regulations, sec. 130.4. 
2 Executive Order No. 8785, as amended, sec. 8. 


See the present writer’s “Freezing Dollars Against the Axis,” Foreign Affairs, Oct., 
1941, p. 113. 
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nificant issues in international finance.” The problem of what is to be 
done after the war, however, raises really vital questions of financial 
policy. And the consideration of these questions cannot be postponed 
until the return of peace. | | 
The absence of government exchange controls has been habitually 
described—it may be wondered why—as a state of “free exchange.” 
Any country’s regard for free institutions may well command respect 
in these times, but a willingness to justify chronic disorder by labeling 
it “free” is merely an invitation to authoritarian controls. From this 
point of view, the striking characteristic of international finance from 
1919 to 1939 is not that it was converted from a free to a controlled 
basis in most nations, but that, whether controlled or free, it moved in 
a more or less unbroken crescendo of disorder, punctuated at the begin- 
ning and end of the period by the complete rupture which world war 
entails.” Thus after the war the question will scarcely be one of deciding 
whether or not to return to pre-war financial institutions. There is lit- 
erally nothing to return to. The question will be how to induce some 
degree of order in a field carrying a long tradition of disorder. 


II. An Approach to Policy 


In the remaining paragraphs of this paper it will be argued that: 
(1) The circumstances attending the return of peace will not be auspi- 
cious for an unqualified removal of United States controls, because such 
a removal would likely result in an arbitary allocation of United States 
goods not on the basis of international needs but on the basis of accrued 
claims, and because the unrestrained expenditure of such claims would 
embarrass the rebuilding of an adequate mechanism for international 
finance. (2) The possibilities in an international clearance of claims 
are not promising, either as a means of disposing of frozen claims here 
and abroad, or as a step in the reconstruction of international finance. 
(3) Only a comprehensive and carefully planned pattern of economic 
reconstruction will make possible a satisfactory handling of the frozen 
funds. In such a pattern of reconstruction, the frozen funds could, with 
considerable freedom, play a useful rôle. 

Unqualified removal of controls. At the close of the last war, the 
wartime controls, which were very similar to the present ones, were 

*The problem of securing Latin American coöperation in the control may be thought 
of as an exception to these statements, The international control techniques now (Feb- 


ruary, 1942) being worked out in the hemisphere will unquestionably have some influence 
on the development of post-war finance. 


” For brief accounts, see P. Einzig, op. cit., chap. 3; M. A. Gordon, op. cit., pp. 7-46; 
J. B. Condliffe, The Reconstruction of World Trade (New York, 1940), chaps. 2, 3. 
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removed almost immediately.** It might be supposed in the first instance 
that a similar procedure would be appropriate after this war. After all, 
are not the frozen claims legitimate obligations. of the United States? 
Short of a desire or willingness to repudiate these debts, what basis 
would the United States have for refusing to release the funds for 
whatever use their owners should elect to make of them? 

This line of thought, however, oversimplifies the complications which 
may embarrass the free use of foreign funds after the war. Obviously 
the mere fact of a debt’s existence is not a sufficient reason to support 
the unqualified freedom of international funds. The very existence of 
wartime restrictions shows that circumstances may arise under which 
obligations other than those of a simple debt nature may be regarded 
as determining the status of foreign funds. The question then is whether 
the circumstances of the immediate post-war period may, like the war 
itself, point toward the maintenance of some restrictions on the use of 
foreign claims. 

The first objection to an unqualified release of the funds is that such 
a step would inevitably lead to an arbitrary international allocation of 
the available American goods. That such goods will be in intense de- 
mand after the war seems clear, in view of the industrial demoralization 
of war areas. If the goods are to be allocated through ordinary market 
processes, the owners of the frozen funds would gain an arbitrary ad- 
vantage. How arbitrary is clear when it is recalled that the frozen claims 
have no necessary relation to a given nation’s war sacrifices or post-war 
needs. For example, France presumably will have intact most of its 
current frozen holdings; China, Britain and Russia will have no sub- 
stantial holdings at all (except their current gold production). Con- 
ceivably the problem of these arbitrary purchasing-power disparities 
might be approached in terms of new loans or post-war lease-lend ar- 
rangements. Since, however, the effectiveness of foreign purchasing 
power is limited by the export potentialities of our economy,” any 
leveling of arbitrary advantages via increasing the funds available to 
foreigners would force the United States (1) to permit an inflation of 
export prices, with the attendant depreciation of the dollar at the ex- 
pense of domestic consumers, or (2) to adopt export controls, in which 


3 A presidential order of July 26, 1919, freed foreign accounts except for certain re- 
strictions on Central European exchange, which were retained to facilitate the work of 
the American Relief Administration, and restrictions on transfers to Bolshevik sections of 
Russia, which were retained as part of the general United States policy vis-a-vis Russia. 
By December, 1920, even these restrictions were removed. Federal Reserve Board, Annual 
Report, 1919, pp. 48-49; ibid., 1920, p. 34. 

* These potentialities will probably be relatively low in the immediate post-war period 
when our economy is still geared to the production of war goods. 
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case we are in effect controlling foreign exchange. 

In a period of post-war unemployment there might be considerable 
pressure on the government to adopt just such a policy of stimulating 
exports in order to increase domestic employment. The merits of this 
suggestion cannot conveniently be explored here, but we may note 
three strong objections: (1) the conscious inflation of export prices is 
itself a form of debt repudiation, a result utterly inconsistent with the 
motives here assumed to base its adoption; (2) it is doubtful that it 
would lead to any desired allocation of United States goods; and (3) as 
far as the (good) effect on employment in the United States is con- 
cerned, similar stimulation could be obtained by domestic-market proj- 
ects, without any loss of product via exports. 

The second objection to an unqualified release of the claims is that 
their complete liquidation might be a considerable blow to the recon- 
struction of international finance. As is well known, the 7.5 billion dol- 
lars in frozen claims** were originally acquired directly or indirectly 
through the shipment of gold, securities, and merchandise for sale in 
the United States. The movement of long- and short-term capital in the 
years 1935-40 itself built up a large part of these claims: 3.2 billion 
dollars in bank balances, 1.25 billions in earmarked gold, 803 millions 
in foreign securities, and 101 millions in brokerage balances.” The 
very fact that such funds could be transferred from other countries 
to the United States illustrates that some sort of system of international _ 
finance was operating, whether well or badly. Instruments of interna- 
tional monetary significance (e.g., gold and securities) did exist. In 
effect the capital movement meant that balances which were formerly 
maintained in various markets came to be shifted to the United States 
market: The gold which the United States acquired in consequence re- 
mains available to secure their convertibility. For all practical purposes 
the United States became the international bank of the world, with 
substantially all international funds maintained here, and substantially 


Estimated as of the end of 1941. D. W. Bell, Under Secretary of the Treasury, listed 
the holdings of Denmark, Norway, The Netherlands, Belgium, Luxembourg, France, Lat- 
via, Estonia, Lithuania and Rumania at 4.4 billion dollars based on a Treasury census 
of frozen holdings. (Hearings, op. cit., p. 80.) My estimate for other countries is based 
on Federal Reserve and Commerce Department figures, corrected for estimated capital 
movements and checked ‘against estimates made informally by various interested govern- 
ment agencies. For the country-by-country breakdown, see the Table, p. 266. It is to be 
borne in mind that, for the purposes of the freezing orders, many holdings which would 
not ordinarily be defined as “foreign” are included. (See footnote 17, supra.) Such inclusion 
might make the figure some 25 per cent larger than estimates of foreign holdings made 
for other purposes. To sèrve as an estimate of frozen funds at the end of the war, the 
figure would have to be qualified further by reductions or increases through licensed 
transactions during the war. The volume of these transactions is not available, but scat- 
tered evidence in the press on licensing policy and the Federal Reserve Bulletin’s figures 
on current capital movements to and from certain of the frozen countries suggest that 
the frozen funds are being kept substantially intact. 

2 Derived from statistics on international capital movements in the Federal Reserve 
Bulletin. 
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all the international reserves (gold) here too.” No one can question the 
technical soundness of the reserve position of the United States. Inter- 
national claims could be completely liquidated in gold without disturb- 
ing the larger portion of these reserves. In the light of this unprece- 
dentedly strong reserve position, why would the system of international 
finance be endangered by removing restrictions on foreign funds? 

The danger is paradoxical only on first glance. United States gold 
reserves are not inadequate in the usual sense. They are merely irrele- 
vant. There dre good reasons to believe that a lifting of restrictions 
would not start a movement from dollar claims to gold, but rather from 
gold to dollars, just as before the war. These reasons are, firstly, that 
the post-war needs of nations owning dollar resources or gold are such 
as to urge their expenditure on goods; and, secondly, it seems unlikely 
that they will be in a position to remove their own controls after the 

ar." The United States, alone being capable of selling goods and 
amenable to buying gold, will become the place where international 
claims are cashed—not in gold, but in goods. The position of the United 
States is roughly comparable to that of a bank whose depositors all 
want to cash their deposits, but refuse to accept cash. This upside- 
down result is only another facet of the financial inversion which, as 
other writers have noted, has put gold on a dollar standard. 

If this sort of encashment of international claims should be allowed 
to take place, as well it might, it would amount superficially to an 
honoring of international claims, but in reality to a winding-up of the 
system of finance to which they are relevant. The United States in 
effect would have “cashed” all the world’s gold in a procedure through 
which the gold loses any further international monetary significance. 
The gold standard would paradoxically be lost through the very steps 
taken to save it. This paradox, though, is only another reminder that an 
international standard, gold or other, depends on international policy, 
not on unilateral action by a single nation. 

Thus we may conclude that an unqualified removal of restrictions on 
foreign funds would be undesirable because (1) it would amount to 
an arbitrary allocation of limited United States production among the 
needy nations in the post-war reconstruction, and (2) it would tend to 
dissolve the available mechanism of international finance by permitting 


= An accurate estimate of funds capable of conversion into dollars but not now in this 
country is not really possible. Of some interest is the Federal Reserve estimate that at 
the end of 1939 the potential dollar purchasing power of foreigners, including gold re- 
serves not actually in this country, was 17.4 billion dollars. Federal Reserve Bulletin, 
Dec., 1939, p. 1042. This estimate does not, of course, take into account lease-lend bal- 
ances or other war credits. 


"The problem of maintaining a balance of payments without further deoa of | 
war-weakened currencies, and of expending the available foreign exchange resources on ` 
the imports thought to be most necessary in a reconstruction period, may be expected to > 
prompt a continuation of controls, unless the nations can be persuaded by an offer of 
alternative advantages to relax their controls. This possibility is treated below in the text. 
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the complete liquidation of instruments formerly possessing inter- 
national significance. 

Before turning from the desirability of removing our exchange con- 
trols without any further understanding as to the use to which the 
freed funds can be put, two other aspects of the problem should be 
mentioned, though they cannot be discussed in any detail here. The 
first is to note that the legal consequence of removing the controls would 
be to turn over to the courts the innumerable complex problems of own- 
ership and public policy which are bound to arise. The courts, in deter- 
mining which of several foreign claims to various funds should be hon- 
ored, would have no well-developed definition of public policy on which 
to rely.” The problem would be especially formidable in the event that 
the United Nations should fail to bring about the restoration of France, 
Belgium, and The Netherlands, the largest owners of frozen funds. 
(Together, these three countries own over half of the frozen funds.) 
The second is the political importance of the defeat of Germany. If 
Germany is not defeated, the likelihood that the United States would 
permit Europe’s American funds to be used, under German direction, 
for the purchase of American goods seems most remote, quite apart 
from the economic considerations discussed above. 

An international clearance of debts. The United States might well 
feel that the disposition of foreign claims in this country does not repre- 
sent a problem suitable for unilateral action by this country, but rather 
represents one aspect of the larger problem: What is to be the post-war 
fate of international claims everywhere? Recognizing this larger prob- 
lem, some observers, including Secretary of the Treasury Morgenthau, 
felt, even in the early weeks of our control, that the frozen foreign 
funds might afford a means of securing for American investors and 
creditors at least a partial payment on their outstanding claims against 
foreigners.** This concern about foreign debts was not new. Discussions 
of the defaulted European war debts, the defaulted South American 
loans, the German-blocked dividends and interest payments, and the 
Mexican expropriations provide much evidence of its place in Amer- 
ican foreign policy.** But the United States had never before been in 
a position to undertake directly retaliatory action; there were no foreign 
balances in this country to be blocked abroad. The war-prompted flight 

For a discussion of the state of the law relevant to the settlement of foreign claims, 
see Columbia Law Rev., op. cit, pp. 1048 f., and an extended note on “Protective Ex- 
propriatory Decrees of Governments in Exile—Their Application to the United States,” 


in the same issue, p. 1072. See also Arthur Nussbaum, Money in the Law (Chicago, 1939), 
chap. 8. 

8 See, for example, “U. S. May Use Funds of France on Debt,” New York Times, Aug. 
9, 1940; PM, Oct. 10, 1940. 


“See J. W. Gantenbein, Financial Questions in United States Foreign Policy (New 
York, 1939), chap. 1 and passim. 
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to the dollar changed this situation by radically changing our balance of 
payments.” The influx of foreign capital resulted in the piling up of 
European balances here, despite our favorable balance on current ac- 
count. At the end of May, 1941, for instance, the Federal Reserve Bul- 
letin reported foreign banking funds in this country at 3.9 billion dol- 
lars, in contrast to a mere 364 millions reported by United States banks 
as their foreign holdings. So the United States had the power, if it 
wished to exercise it, to do what England had frequently done during 
the past decade—insist that, before foreign balances would be released, 
some agreement should be made designating a portion of the funds to be 
used in satisfaction of foreign debts. 

The figures for total foreign investments of Americans abroad and of 
foreigners here appear to suggest that such a payments agreement might 
provide for extensive compensation to American investors and creditors. 
Our assets abroad at the end of 1940 were estimated by the Department 
of Commerce to be slightly over 11 billion dollars, or 23 billion dollars 
if obligations arising out of World War I are included. If only the coun- 
tries whose American assets have been frozen by the President’s orders 
are counted, our foreign investments are as follows :*° 





Direct investments $1,051 million 
Portfolio investments (dollar bonds) 613 “ 
Short-term (“Banking”) funds 8&0 o “ 
World War I debts 8,069 =“ 
$9,813 ~“ 


The frozen assets, we have seen, are estimated at 7.5 billion dollars. 
However, the possibilities of offsetting American claims against 

frozen foreign claims is less promising than these totals might suggest. 

If the clearance is undertaken on a country-by-country basis,” a lump 


*® After 1935 the United States might have blocked foreign balances to force a settle- 
ment of debts to Americans, but strong political considerations operated increasingly 
against the step. We hesitated to demoralize further the already demoralized European 
markets, and we were still hopeful that our efforts in behalf of free finance would be 
successful. Cf. Secretary Morgenthau’s defense of the government’s gold-buying policy. 
Letter to Senator Wagner (Mar. 22, 1939), Treasury Department, Press Release, March 
23, 1939, 


% See table, p. 266, and footnote 28 for sources. 


“Tf the occupied countries owning frozen assets here are restored after the war, clear- 
ance on a country-by-country basis would be the only possible method. A lumping to- 
gether of European funds would, of course, be to some extent an appropriation of the 
assets of one country to pay the debts of another. If the European countries are not re- 
stored, or if Germany remains in control of Europe, then there would be somewhat more 
justification for treating the assets as “European.” In this event, however, the procedure 
would be less a reciprocal clearance than a unilateral action by the United States, recog- 
nizing the loss of its European investments, and appropriating European assets here as 
an offset. 
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figure of foreign investments is not an appropriate indicator of clear- 
ance possibilities. From the table below it can be computed that the 
frozen assets of eight countries exceed our placements there, also frozen, 


- A PARTIAL BALANCE SHEET OF AMERICAN AND FOREIGN CLAIMS? 





(In millions of dollars) 
Foreign claims |United States claims against foreigners 
Country against nn 

United States |World War I| Otlier Total 

Austria pe ` $ 9 $ 26 $ 6 $ 32 
Belgium 760 401 53 454 
China i 275 0 140 140 
Czechoslovakia 5 A65 7 172 
Denmark 92 0 111 111 
Finland 17 8 10 18 
France 1,593 3,864 167 4,031 
Germany 107 1,225 382 1,607 
Greece 122 32 24 56 
Hungary 24 2 33 35 
Italy ; 72 2,005 155 2,156 
Japan 131 0 197 197 
Latvia, Lithuania, Estonia 29 29 53 82 
Luxembourg 48 0 — — 
Netherlands 1,619 0 96 96 
Norway 175 0 91 91 
Poland 7 206 81 287 
Portugal 157 0 17 17 
Rumania, Bulgaria 55 64 56 120 
Spain 30 0 86 86 
Sweden 516 0 28 28 
Switzerland 1,484 0 12 12 
U.S.S.R. 39 192 10 202 
Yugoslavia 71 62 33 95 
Total $7,437 $8,281 $1,844 $10,125 


a Not listed here are Thai assets, frozen on December 9, 1941. Furthermore an amending 
order of December 26, 1941 froze Hong Kong and provided for the automatic freezing of all 
further territories occupied by the enemy. Executive Order No. 8988. 

Sources: For foreign holdings in the United States, see footnote 28. The United States 
claims arising from World War I are taken from the United States Treasury’s Annual Report, 
1940. Other United States investments are estimated by correcting the Commerce Depart- 
ment’s figures for 1936 (the last year for which the figures are available by country) on the 
basis of the increase shown in Commerce Department’s estimates for our investments in all 
countries in 1939 (United States Department of Commerce, Release of July 15, 1940). 
Figures for our investments in Luxembourg are not available. 


by 4.3 billion dollars, indicating that this amount of the frozen funds 
would not be available for offsetting purposes. 

If a further distinction is drawn between government and private 
debts, and private assets are excluded from clearance against public 
debts, a further reduction must be made in the amount of frozen foreign 
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funds which might be disposed of by clearance. The amount of reduc- 
tion on this score can be estimated only roughly, since available sta- 
tistics do not distinguish between private and public funds. But there 
is reason to believe that, by-and-large, the frozen funds are about two- 
thirds private, and one-third government and central bank.** If this 
estimate is correct, clearance would take care of only 1.5 billion dollars. 

In addition, certain reductions must be made in the American claims 
which might appropriately be allowed. The clearing estimates given 
above have lumped all American claims together—war debts, private 
claims, dollar bonds. It is at least doubtful, however, whether the United 
States should or would insist that the old war debts be included in 
clearance. An obvious element of inequity would arise from the circum- 
stance that the major debtors of World War I are, with the exception 
of France, the countries with small American holdings. Of the 8 billion 
dollars in war debts owed by the countries with frozen American 
holdings, three-fourths are owed by three countries: Germany (1.25 
billion dollars), Italy (2 billion dollars), and France (3.9 billion dol- 
lars). England, with an old war debt of 4.4 billion dollars, would escape 
the clearance altogether. Moreover, the United States might decide as 
a matter of policy that a portion at least of the public funds of The 
Netherlands, Belgium, Poland, Czechoslovakia, Greece and Yugoslavia 
should be turned over to Britain in accordance with understandings, 
already reached or to be reached by the end of the war, between Britain 
and the governments-in-exile of these countries. If for these or other 
reasons it should be felt inappropriate to include the old war debts in 
the clearance, then the only American claims against the public funds 
of the frozen countries would be 500 million dollars in dollar bonds.” 
A clearance of 347 million dollars is the greatest possible on this basis. 

In making these clearance calculations, private claims have been ex- 
cluded on the grounds that responsibility for private obligations is not 
properly imputable to governments, except where there is a specific 
government: guarantee. Certain circumstances might arise, however, 

* The proportion differs considerably for different countries, according to the scattered 
information which can be derived from evidence on gold holdings and central bank hold- 
ings. In the case of some countries, the writer has been able to get no information at all. 
However, since gold is mostly owned by governments and central banks, and securities 
by private owners, with banking funds split between the two, and since fairly accurate 
estimates of these types of holdings are available, the proportion here would seem at 
least not unreasonable. Central bank funds were here arbitrarily counted as public in 


nature, although there is considerable question whether for other purposes central banks 
are to be regarded as public or private institutions. 


» This figure includes loans guaranteed by foreign governments and obligations of munici- 
pal and provincial governments, as well as the direct debts of national governments. The 
inclusion of municipal and provincial obligations, which total 82 million dollars, is ad- 
mittedly arbitrary. See P. D. Dickens, “Status of United States Investments in Foreign 
Dollar Bonds, End of 1940,” For. Comm. Weekly, July 19, 1941, p. 3. 
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which would render government responsibility for private commit- 
ments more reasonable. This would be the case if governments adopted 
(or continued) exchange controls which in effect appropriate the foreign 
assets of their private citizens. Under such circumstances, governments 
might be considered to be assuming responsibility for the debts of their 
private citizens, even though the privately-owned assets which the gov- 
ernments appropriate do not belong to that group of private citizens 
against whom Americans have claims. The controlling governments 
would then be chargeable with preventing private debtors from making 
payments. If such circumstances should apply to all the countries whose 
funds are now frozen in the United States, the possible clearance, coun- 
try by country, would be 1.2 billion dollars, approximately the figure 
(1.5 billions) obtained above by excluding frozen private assets, but 
Including the old war debts. Inclusion of both war debts and private 
claims of the United States does not materially increase clearance pos- 
sibilities since either one exhausts the major portion of the available 
funds in this country. 

It is not possible to make a defensible estimate of assets of private 
foreign debtors in this country which might be available for satisfaction 
of their obligations to us. It seems unlikely that the amount represents 
any substantial portion of the frozen funds, however. For instance, for- 
eign exporters would typically own funds here, whereas foreign im- 
porters would owe debts. Only governments may be expected to be 
debtors and creditors of the United States at the same time. 

We may conclude, then, that (1) in the unlikely case Germany 
should succeed in dominating Europe, and we should counter with a 
seizure of the frozen assets of that entire area, making these assets 
available for the satisfaction of American claims of all types, the clear- 
ing process would operate at maximum efficiency. It would dispose of 
4.6 billion dollars of the frozen funds. (2) If, however, European coun- 
tries are restored to their former national status at the end of the war, 
the maximum clearance (country by country) would be 3.2 billions; 
but this amount would probably be reduced to practically nothing by 
weeding out both the American claims and the foreign funds thought to 
be inappropriately included in the clearing. 

In general the clearance of claims is unattractive, even apart from 
the limitations the figures indicate, because it arbitrarily singles out a 
limited area of the world for a forced settlement of claims, while neg- 
lecting such important areas as the British Empire and Latin America. 
Moreover, it is at best a procedure that would contribute greatly to the 
further economic segmentation of the world. As such, it would compli- 
cate, or even be utterly incompatible with, plans for the reconstruction 
of war-blighted countries. 
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The frozen funds in planned reconstruction. The perplexing problem 
in the post-war handling of foreign funds concerns not so much their 
equitable liquidation as their effective re-utilization in the processes of 
international finance. For the reasons expressed above, there is at least 
a strong possibility that unqualified removal of the controls, or removal 
conditioned on a reciprocal clearance of claims, would result in the ex- 
tinction of all international balances—a process roughly amounting to 
the winding-up of the mechanism of international finance. Conse- 
quently, either of these alternatives would deal a severe blow to hopes 
that an adequate pattern of world finance might be constructed out of 
the remains of the inadequate pre-war system. The problem, then, is 
how to qualify the post-war release of funds so as to avoid these ob- 
jections. f 

Basically the function of international finance, of which the foreign 
claims in every nation are an important aspect, is to provide inter- 
national economic development with what we may describe as flexibility 
in time and space. Time flexibility in a system of finance permits the 
development of any given area of the world at a rate faster than the 
savings of that area would allow. Space flexibility gives facility for 
transferring savings from one area to any other. During the present 
world war, pressing needs for the greatest possible expansion of arma- 
ments plus the strategic advisability of isolating enemies and unfriendly 
powers reduce flexibility to a very low degree. But, what is more rele- 
vant to our purposes, even before the war the financial system had an 
intolerably low degree of flexibility, owing to factors too familiar to 
justify recital here. 

At this distance from the circumstances attending the return of peace, 
it is difficult to speak concretely of the precise rôle which the now 
frozen foreign funds may be suited to play in a program of remedying 
the inflexibility of world finance. It is obvious that controls which oper- 
ate as virtual embargoes on the movement of funds reduce flexibility. 
Similarly, the existence of a huge volume of defaulted international 
debts reduces it, as do unstable currencies. But it would be a serious 
error to suppose that all exchange controls, other than limited govern- 
mental operations to smooth out currency fluctuations, must be inimical 
to flexibility. For, despite the abstruse and extensive political manipu- 
lation of exchange controls in the last decade, there seems to be little 
hope of preventing defaulted debts, capital embargoes, or currency in- 
stabilities without a very appreciable degree of government control.*° 


“Probably few economists would care to defend the abuses of exchange controls, just 
as few would care to defend the financial abuses which inaugurated the era of exchange 
controls. Ellis apparently fears that the discriminatory possibilities in exchange control 
practice cannot be avoided. (Og. cit, p. 217.) The danger cannot be glossed over. It 
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The vast movement of international funds to the United States after 
1934 was unquestionably a manifestation of chronic disorder in inter- 
national finance. Even so, the movement may prove to have been not 
entirely unhappy for the eventual reconstruction of finance. By un- 
precedented pooling of financial reserves in a single center, the move- 
ment may prove to have facilitated opportunely the development of a 
nucleus for world banking. Moreover, the movement has given to the 
United States increased influence in the use of international funds in 
the reconstruction of finance along liberal lines.“ Thus, for example, 
the United States might advantageously release funds for expenditures 
on American goods on the condition that the beneficiary countries agree 
to maintain minimum gold balances in New York, or subscribe to an 
agreed amount of capital stock in a bank specially created to facilitate 
short- and long-term capital movements among the member countries. 

Without a planned reconstruction, any attempt to release the frozen 
foreign funds will worsen the condition of international finance, proving 
at the same time to be very costly to the United States. But in a planned 
reconstruction, the problem of the frozen funds largely disappears. For 
example, once a means of international banking is reconstituted, there 
would no longer be any reason to fear the effect of allowing the owners 
of frozen funds substantial freedom within the agreed rules. There- 
still might be a considerable movement to convert dollars into goods, 
but this movement would proceed from the actual post-war need for 
goods, and not from the need to dispose of international funds that have 
lost their significance outside of this country. Nor would it any longer 
be unlikely that a good portion of the funds would be withdrawn in the 
form of gold (assuming, of course, that the new agreements retain gold 
as an international money). For gold could again have a useful func- 
tion in defining currency relations, securing legitimate adjustments in 
balances of payments, and even as a familiar basis for the control of 
domestic currencies. 

It would be pointless to understate the difficulties which beset such 
a program. It involves the articulation of currencies weakened not only 
by unproductive foreign debts and depressed world agricultural prices, 
but even more by the strains of war itself, both by distortions in the 


seems scarcely realistic to entertain the possibility of government controls aimed at in- 
ternational monetary stabilization without also recognizing the same opportunities for 
discriminatory practice. Cf. Tasca’s account of the development of British bilateralism. 
(Op, cit, pp. 145-57.) At the same time, there is no reason why international controls 
should not prove capable of avoiding both discrimination and instability. Cf. Virgil Salera’s 
account of Argentine exchange control experience. (Exchange Control and the Argentine 
Market [New York, 1941], chap. XI.) 


“ By “liberal lines” is meant a system of finance which avoids the arbitrary groupings 
of regions on political rather than economic bases. 
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balance of payments and by inflationary methods of armaments finance. 
It further involves conceptions of international responsibility and co- 
operation which are quite at odds with the nationalistic developments 
of the past decade. It may provoke opposition among private bankers, 
who, though not in a position to provide the necessary institutions for 
a flexible world finance, none the less feel that they must resist the ad- 
vent of government in their field. They contend that such a program 
would put finance at the mercy of politics, or more concretely and 
frankly, that it would deprive them of an established source of revenue. 

In conclusion, then, we may say that, in deciding what policy to 
follow with respect to the frozen foreign funds, when the return of peace 
removes the reasons for their freezing, the United States must recog- 
nize its relation to the whole problem of financial reconstruction. The 
release of the funds is vastly more complicated than was commonly sup- 
posed at the time of their freezing. At the same time, the size of frozen 
holdings in the United States provides a real opportunity to influence 
world finance in the direction of an inclusive and flexible system, and 
away from unrelated arrangements between pairs of nations or among 
small groups of nations. Just as the war called a halt to the chronic dis- 
orders of pre-war finance, so the end of the war will provide an occasion, 
not soon to come again, for the long-overdue revisions in international 
finance. The unusual position of the United States at the end of the war, 
both as the trustee of a very large portion of international funds and as 
the only large nation in a position to finance reconstruction, could pro- 
vide the means of taking advantage of that occasion in the interest of 
more flexible and stable world finance. 


New York 


STATISTICAL INVESTIGATIONS OF SAVING, 
CONSUMPTION, AND INVESTMENT 


By MORDECAI EZEKIEL 


II. INVESTMENT, NATIONAL INCOME, AND THE SAVING- 
INVESTMENT EQUILIBRIUM 


In the first article of this series we dealt with the functional relation 
between national income and saving or consumption as derived from 
statistical analysis of data for the United States covering the past two 
decades.* The hypotheses tested in the last article were: 

1. Saving is a function of the current level of income, increasing as 
the level of income increases, but at a higher rate. 

2. Consumption is a function of the current level of net income, in- 
creasing as the level of income increases, but at a lower rate than in- 
come. | 

3. The patterns of thrift, expenditure, and consumption at any given 
level of income are habitual patterns of action, changing only gradu- 
ally in time, so that changes in current income received by each group 
produce reasonably consistent changes in total consumption and saving. 

In this article we shall examine for the same period the apparent 
relation of investment to income while holding constant, where possible, 
the effects of other related factors. Since by our definition in any one 
year total investment equals total saving, the over-all relation must be 
the same as that already shown in Figures 4 and 5 of the previous 
article. This presents a difficulty which is similar to that of attempting 
to derive both a demand curve and a supply curve from a series of prices 
and quantities. However, we may gain a much better understanding 
of how the yearly equilibrium of total saving and investment happens 
to have been struck at the levels of gross national income prevailing 
during each of the past twenty years if we look further into the com- 
ponent elements of investment and how they are related to income and 
other factors. 

_ In addition to studying the behavior of investment under the fluctuat- 

ing conditions of the past twenty years, we shall also investigate what 

1 Mordecai Ezekiel, “Statistical Investigations of Saving, Consumption, and Investment— 
Part I: Saving, Consumption, and National Income,” Am. Econ. Rev., vol. xxxii, March, 
1942, pp. 22-49. Acknowledgment in this, as in the previous article, is due to John Maynard 
Keynes, Alvin H. Hansen, Gerhard Colm, Walter S. Salant, Hans P. Neisser, A. Smithies, 
and Paul A. Samuelson, for many valuable suggestions and comments, and to Virginia R. 


Duncan for the compilation and statistical analyses of this study and for bringing together 
and abstracting the bibliographical material. 
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investment would be likely to be more under stable conditions if our 
economy were operating at a steadily increasing rate of production and 
income, 

The hypotheses which we propose to test here may be stated as fol- 
lows: 

1. If investment is broken down into its various components, the 
relation to the level of income will vary from item to item. Examina- 
tion of these separate relations will yield some explanation for the past 
behavior of income and employment. 

2. Investment expenditures are related to certain independent fac- 
tors, such as the anticipation of future returns and the rate of interest, 
and others, which examination of the separate components will more 
clearly reveal. 

3. As income rises the increase in potential saving has been more 
rapid than the increase in potential private investment, and the point 
at which the two could be in equilibrium has been materially below a 
level of full employment and production. 

4. The levels of investment which could be maintained at full em- 
ployment with a steadily rising level of national income would differ 
materially from those which have prevailed during the temporary pe- - 
riods of full employment under past widely fluctuating conditions. 

From the analysis in Section A which follows we derive what might 
be called an “apparent investment-income function” under the condi- 
tions of the past twenty years. Comparison of this function with ‘the 
saving function (Section B) presented in the previous article indicates 
the levels of income at which saving and investment presumably would 
have been in equilibrium during the 1920’s and 1930’s, had there not 
been investment expenditures which were independent of our private 
domestic economy. The first two sections of the paper present, then, a 
study of the behavior of income, investment, and saving under the 
cyclical conditions existing during the past two decades. The third 
section of this article attempts to develop the long-term normal in- 
vestment function—to estimate the investment which would be neces- ` 
sary to maintain a gradually but steadily rising level of full production 
and employment, while allowing for population growth and technologi- 
cal development. This function may then be compared with the saving 
function as determined under the institutional patterns of the past two 
decades to give a measurement of the “gap” between potential saving 
and potential private investment which would remain to be closed in 
the post-war period if the national income were maintained at substan- 
tially full levels of production and employment, while providing for the 
expanding population and for continuing increase in productivity. 
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A. The Apparent Investment-Income Relation under the 
Fluctuating Conditions of the Past Two Decades 


Types of Investment 


The data on offsets to saving, or income-producing expenditures, were 
presented in detail in the first article of this series. They are again 
listed here in Table I. These data may be classified into three groups 
with respect to their significance from the investment point of view: 

Long-term or permanent private investment includes items of private 
expenditure for all durable producers’ capital goods, plus expenditures 
(either commercially for profit or by individuals for their own use) for 
housing. Such expenditures cover what classical economists and most 
business men think of when they speak of “investment.” One distin- 
guishing feature of such investment is that it can never be negative.’ 
Even in the worst year, 1932, expenditures for long-term permanent 
private investment totaled 2.0 billion dollars. 

Short-term or temporary private investment includes those items of 
private investment where increases in some periods may be offset by 
decreases in others. In a stationary society, the total over a term of 
years would tend to be zero. (Even in a stationary society, long-term 
investment in contrast would have to equal in amount average deprecia- 
tion and depletion.) Changes in consumers’ credit and in inventories 
fall in this category. 

Over the twenty years from 1921 to 1940 the average annual increase 
in consumers’ credit was only 313 million dollars, and the average an- 
nual increase in inventories only 530 millions, yet consumers’ credit 
varied through an amplitude from —1,485 millions to +1,046, and 
inventory changes from —-2,278 to +2,964. While contributing very 
little to investment on the average, these items of temporary private 
investment did constitute exceedingly volatile and unstable items in 
individual years or periods. 

Quasi-investment is a complex concept which must be introduced 
carefully. Both types of private investment, permanent and temporary, 
are largely conscious investment, in that they result from the deliberate 
decision of individuals or concerns to buy capital goods, or to buy 
consumers’ goods financed through credit as if they were capital goods.® 
Beyond this investment due to the decision of private individuals or 
business concerns are items of investment which reflect institutions that 


2? Net investment can of course be negative when depreciation exceeds replacement. We 
are dealing here, however, with gross national income and gross capital formation. Physical 
production of plant and equipment can never be less than zero. 

° This has the single exception that at times increases in inventories may represent in- 


voluntary investment, due to a contraction in market outlets after production has been 
gotten under way. 
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TABLE J-—Gross NATIONAL INCOME AND INcOME-PRODUCING EXPENDITURES THAT OFFSET 
SAVING, BY YEARS, 1921-40 


(In millions of dollars) 


Income-Producing Expenditures that Offset Saving 


y R 5 \ c N Govern- 
at I Ea Total Equip P] Hous- ae F A Inven- |ment Net 

oe ota" | ment ant ing o ai eign | tories | Contri- 

, redit alance hitione 
1921 | 63,751 | 9,548 | 2,758 | 2,475 | 2,313 —20°} 1,327 47 648 
1922 | 64,295 | 11,870 | 3,140 | 2,644 | 3,801 7308 293 514 748 
1923 | 74,784 | 16,990 | 4,622 | 3,280 | 4,821 1,0468 —91 2,964 348 
1924 | 75,161 | 13,279 | 4,343 | 3,307 | 5,229 311 530 | —1,056 615 
1925 | 79,686 | 17,032 | 4,598 | 3,591 | 5,750 842 199 1,523 529 
1926 | 84,813 | 16,760 | 4,941 | 4,185 | 5,535 648 —39 1,246 244 
1927 | 82,708 | 15,328 | 4,644 | 4,133 | 5,357 217 301 308 368 
1928 | 86,167 | 16,039 | 4,743 | 4,103 | 5,019 821 518 102 733 
1929 | 89,984 | 17,280 | 5,590 | 4,559 | 3,764 987 446 2,713 | —779 
1930 | 79,764 | 9,709 | 4,568 | 3,769 | 2,292 —613 632 | —1,190 251 
1931 | 63,901 | 5,360 | 2,940 | 2,182 | 1,734 | —1,128 162 | —2,278 | 1,748 
1932 | 47,446 | 2,025 | 1,606 | 1,197 713 | —1,485 132 | —2,018 | 1,880 
1933 | 46,217 | 6,421 | 1,503 866 461 — 140 205 | —1,598 | 1,928 
1934 | 55,839 | 8,530 | 2,306 | 1,131 521 415 459 270 | 3,428 
1935 | 61,681 | 10,312 | 3,092 | 1,260 918 858 181 273 | 3,730 
1936 | 71,400°| 14,281 | 4,134 | 1,651 | 1,536 1,355 | —179 1,447 | 4,337 
1937 | 79,400°| 14,211 | 5,280 | 2,294 | 1,910 891 —§ 2,749 | 1,092 
1938 | 70,800°| 8,457 | 3,618 | 1,776 | 1,817 | —1,400 | 1,030 —758 | 2,374 
1939 | 75,7108} 15,165 | 4,289 | 1,852 | 2,270 907 781 1,415 | 3,651 
1940 | 82,0001] 17,580 | 5,751 | 2,360 | 2,431 1,014 | 1,417 733 | 3,874 


è Estimated. 

b Omits state and local net contribution from 1929 on. 

Note: For sources and methods, see statement submitted to the Temporary National 
Economic Committee by Lauchlin Currie on May 16, 1939 (Hearings before the Tempo- 
rary National Economic Committee, Pt. 9, Savings and Investment). See also Oscar L. Alt- 
man, Saving, Investment, and National Income, T.N.E.C. monog. no. 37 (Washington, Supt. 
Docs., 1941). These data are revisions of those previously published. 


lie largely outside the private domestic economy as such. These items 
are summarized in the two categories of net foreign balance and of 
government net contribution. If it were not for the intervention of the 
government through tariffs and other trade restrictions (and possibly 
of private business through export dumping and other forms of forcing 
exports) the net foreign balance, like the items of temporary invest- 
ment, would tend to average out near zero over a long term of years.* 


f Keynes has shown clearly that maintenance of a large and continuous positive net 
foreign balance is a form of economic warfare and one of the causes of international war- 
fare. His discussion here seems to suggest the further conclusion that in a stable and peace- 
ful world, where every country had equal opportunity to maintain the employment and 
increase the welfare of its citizens, net foreign balances would tend to average out at zero 
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The government net contribution is the final balancing factor be- 
tween saving and investment. Although public expenditures contain 
some elements of public or social investment, they also include at times 
large amounts for relief, old-age grants, farm benefits, defense or mili- 
tary expenditures, and similar items which do not represent the pur- 
chase of capital goods. Furthermore, when public works (as the schools 


TABLE II—INCOME-PRODUCING EXPENDITURES THAT OFFSET SAVING, CLASSIFIED 
INTO THREE GROUPS . 


(In millions of dollars) 


Permanent Temporary 

(long-time) (short-time) Quasi- 
Year Private Private Investment Total 

Investment Investment 
1921 7,546 27 1,975 9,548 
1922 9,585 1,244 1,041 11,870 
1923 12,723 4,010 257 16,990 
1924 12,879 1745 1,145 13,279 
1925 13,939 2,368 728 17 ,032 
1926 14,661 1,894 205 16,760 
1927 14,134 525 669 15,328 
1928 13,865 923 1,251 16,039 
1929 13,913 3,700 — 333 17,280 
1930 10,629 — 1,803 883 9,709 
1931 6,856 — 3,406 1,910 5,360 
1932 3,516 —3 503 2,012 2,025 
1933 2,830 —1,738 2,133 3,225 
1934 3,958 685 3,887 8,530 
1935 5,270 1,131 3,911 10,312 
1936 7,321 2,802 4,158 14,281 
1937 9,484 3,640 1,087 14,211 
1938 7,211 —2,158 3,404 8,457 
1939 8,411 2,322 4432 15,165 
1940 10,542 1,747 5,291 17,580 


or roads built in the 1920’s) are in part paid for concurrently from taxes 
levied on commodities, or which otherwise directly reduce consumers’ 
expenditures for their own consumption, the purchase of real capital 
goods by public agencies is partly offset by the reduction of consump- 
tion purchases by individuals, and so does not use up savings. For these 
reasons (which are discussed at more length in the basic studies on 
the subject)” the net (adjusted) difference between government re- 


over long periods of time. J. M. Keynes, The General Theory of Employment, Interest, 
_and Money (New York, Harcourt Brace, 1935), pp. 333-51. 

ë Testimony by Lauchlin Currie, Hearings before the Temporary National Economic 
Committee, Pt. 9, Savings and Investment (Washington, Supt. Docs., 1940), pp. 3528-29, 
4017. | 
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ceipts and government expenditures, although it must be regarded as an 
offset to saving, cannot be regarded as investment in the conventional 
sense of expenditure for capital goods. | 

Net foreign balance and net government contribution are thus items 
that offset saving in ways quite different from the traditional concept 
of direct purchase of real capital goods. For that reason, the term quasi- 
investment will be used here to designate the sum of these two items.° 

The annual investment expenditures, broken down into these three 
groups, are summarized in Table IT. 

When these three elements of investment and gross national income 
are charted (Figure 1), the differences in their behavior are marked. 
Permanent private investment and national income vary concurrently, 
with the relative magnitude of variation much higher in investment. 
Temporary private investment on the contrary tends to be negative in 
amount during periods of constant or declining business activity. Perma- 
nent private investment is apparently associated primarily with the 
amount of national income; temporary private investment, primarily 
with the rate of change of national income. 

The extent to which private investment is related to national income 
is shown more closely in Figure 2. Here the two components, permanent 
and temporary, are plotted on two dot charts with national income as 
the other variable. The general positive relation is quite marked, espe- 
cially for permanent investment. It is clear that national income (or the 
level of business activity or anticipations which it reflects or engenders) 
is closely associated with both permanent and temporary investment. 

The relation of quasi-investment to national income (Figure 3) has 
been quite different. From 1921 to 1933 there was a slight negative 
correlation.” Since 1934, with much larger volumes of net government 
contribution, the correlation has been generally positive, though 1937 
falls far out of line with the other observations for this period. 

In view of the dissimilarity of behavior, the factors related to perma- 
nent private investment and temporary private investment will be ex- 
amined separately. 


t 


€ Gerhard Colm has suggested that the breakdown of investment into permanent or 
long-term, temporary or short-term, and quasi-investment might well be extended to 
saving as well, with particular reference to quasi-saving and quasi~-dissaving. Inasmuch as 
the available data on the makeup of saving are not nearly as adequate as the data on the 
components of investment, we have not attempted to carry this suggestion through for the 
present. Salant suggests that the behavior of each of the separate components of quasi- 
investment, imports, exports, adjusted government receipts, and adjusted government ex- 
penditures, might well be studied separately. This has not been attempted in this over-all 
survey, but is left for subsequent more detailed analyses. 


*This may have been due to the tendency of government revenue (which is a negative 


component of net government contribution) to rise with national income, while total ex- 
penditures remained relatively constant. 
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Fic. 1—Investment Components and National Income, 1921-40. 


Permanent Private Investment and National Income 

Permanent private investment for a given national income was high 
from 1922 to 1925. Thereafter, permanent investment showed no fur- 
ther increase as national income increased to 1929, indicating a down- 
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Fic, 2—-Private Investment and National Income. 


ward shift in the relation of investment to income. Since 1929, perma- 
nent investment has varied quite consistently with national income 
along the line indicated by the lower curved line drawn in free-hand 
in Figure 2. 

This shift in the relation of permanent private investment to national 
income apparently occurred between 1925 and 1929, and therefore can- 
not be ascribed to the influence of New Deal legislation or of changes 
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in “business confidence” often alleged to be associated therewith. It can 
be explained, however, if we separate housing from other forms of 
permanent investment (plant and equipment expenditures). These data 
are given in Table III. This table shows the well-known drop in housing 
expenditures during the 1930’s. It also shows that other items of perma- 
nent investment ran nearly as high from 1936 through 1940 as during 
the 1920s. 
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Fic. 3—Quasi-Investment and National Income. 


The relation between each of these two categories of permanent in- 
vestment and national income is indicated in Figure 4. There is some 
correlation between housing investment and national income (shown 
on the upper half), but the level of housing investment accompanying 
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the same national income was more than twice as high in the middle 
1920’s as it was in the 1930’s. Plant and equipment investment, on the 
contrary (on the lower half), apparently varied closely with national 
income over both decades. 

Plant and equipment expenditure: (a) Related to prior conditions. 
Economic theory has always held that business men build plant and 
equipment when they expect that the investment will yield them a profit, 
and cease building when the expectation of profit vanishes. Any statis- 


TABLE ITI—-PERMANENT PRIVATE INVESTMENT SEPARATED INTO Two COMPONENTS 
(In millions of dollars) 


: Plant and 
Year Housing Equipment Total 
1921 2,313 5,233 7,546 
1922 3,801 5, 784 9,585 
1923 4,821 7,902 12,723 
1924 5,229 7,650 12,879 
1925 5,750 8,189 13,939 
1926 5,535 9,126 14,661 
1927 5,357 8,777 14,134 
1928 5,019 8,846 13,865 
1929 3,764 10,149 13,913 
1930 2,292 8,337 10,629 
1931 1,734 5,122 6,856 
1932 713 2,803 3,516 
1933 461 2,369 2,830 
1934 521 3,437 j 3,958 
1935 918 4,352 5,270 
1936 1,536 5,785 7,321 
1937 , 1,910 7,574 9 484 
1938 1,817 5,394 7,211 
1939 2,270 6,141 8,411 
1940 2,431 8,111 10,542 


‘tical measurement of the conformity of fact with this theory depends 
upon finding objective indicators of business men’s anticipations. In 
farming, the evidence is very clear that producers (in the absence of 
governmental controls) take the prices received in the preceding pro- 
duction period or periods as the best indicator of the prices they are 
likely to receive in the coming production period, and adjust their op- 
erations accordingly.® If the psychology of business men is similar, 
they might be expected to base their expectations of future profits, and 
hence their new investment, on the level of profit or the level of opera- 
tions in the period just completed, or perhaps on the rate at which those 


® Mordecai Ezekiel, Methods of Correlation Analysis (2nd ed.; New York, Wiley, 1941), 
pp. 428-29, 
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levels were changing. Similarly, if interest rates do have any influence 
on business investment decisions, business men might react to the rela- 
tion of profit rate to interest rate, rather than to profit rate alone. 
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Fic. 4—-Two Components of Permanent Investment and National Income. 


A large number of tests were made to see if any such relation could 
be found between business activity or profits and subsequent investment 
in producers’ equipment. The most significant relation discovered was 
that between corporate profits in one year and plant and equipment 
investment in the following year. About four-fifths of the variation in 
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investment was explained by this simple relation.’ Profits expressed as 
a percentage of net worth proved less significant than total profits. 
Inclusion of interest rates, by expressing profit rate relative to the long- 
time rate of interest (as shown by corporate bond yields) did not im- 
prove the relationship significantly. This confirmed several other tests 
of the effect of interest rates—no significant influence of interest on 
investment was found in any of the tests.*° Statistical investigations of 
business cycle phenomena in Britain yielded the same result, that the 
rate of interest has not been an important determinant of investment 
activity.” 

The data indicate that current conditions as well as antecedent condi- 
tions influence business investment. Thus in some years when business 
activity contracted sharply during the year, as in 1930 and 1938, in- 
vestment fell off by much more than would have been expected from 
the profits of the preceding year. When profits of both the preceding and 
the current year are taken into account, over nine-tenths of the variation 
in investment could be explained, with profits of the preceding year 
having a weight almost 50 per cent heavier than the profits of the cur- 
rent year.” 


? The data on profits were the corporate profits before taxes, as given in Martin Taitel, 
Profits, Productive Activities, and New Investment, T.N.E.C. monog. no. 12 (Washing- 
ton, Supt. Docs., 1941), p. 23. The correlation was R’». = 0.825. There was no secular 
change in the relation—inclusion of a trend factor increased the correlation only to R’. = 
0.827, an increase without statistical significance. 

On this point, J. M. Keynes comments: “I am far from fully convinced by the recent 
thesis that interest rates play a small part in determining the volume of investment. It 
may be that other influences, such as an increase in demand, often dominate it in starting 
a movement. But I am quite unconvinced that low interest rates cannot play an enormous 
part in sustaining investment at a given figure, and when there is a movement from a 
higher rate to a lower rate in allowing a greater scale of investment to proceed over a 
very much longer period than would otherwise be possible.” In conversation, Keynes has 
explained his point further by saying that we have never really tried what the effect would 
be of a very low interest rate, made available to the actual borrowers over a Jong period. In 
view of the many institutional factors which Keynes develops (op. cit., pp. 194-209) to 
explain why actual rates to borrowers never have, and perhaps never will, fall to the very 
low rates he feels are desirable and necessary, the question as to what would happen if 
they could be held there may remain purely a theoretical problem for a long time ahead. 

"E, A. Radice, “A Dynamic Scheme for the British Trade Cycle, 1929-37,” Econometrica, 
Jan., 1939, p. 49. 

2 The relationship determined was 

Xia = 4-428-+.248 X20 t332 X4 pr ornT 
where Xie = plant and equipment expenditures, in billions 
Xz = corporate net profit before taxes of the current year, in billions 
X24 „= corporate net profit before taxes of the preceding year, in billions 
T= time, in years j 
For the twenty years 1921-1940, the correlation was R’ == .920, and the standard error of 
estimate, 5 = 625 millions. 
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Current business levels apparently condition or limit the extent to 
which prior investment decisions are carried into effect. Half to two- 
thirds of expenditures for plant and equipment are for replacement 
rather than for new investment. These replacement expenditures may 
be even more sharply influenced by current conditions than are plant 
expansion programs. 

Plant and equipment expenditure: (b) Related to current conditions. 
Business investment is less closely related to current profits than it is 
to earlier profits. But when business investment is related to the current 
level of national income, a very close relation is found. (See Figure 4, 
lower section.) This relation is particularly close when allowance ‘is 
made for the apparent downward shift evident in Figure 4. Taking both 
current national income and this downward trend into account, all 
except 114 per cent of the variation in investment can be explained by. 
this relation.** (Note Figure 5.) This high correlation by itself does not 
prove either that business investment causes national income, or that 
national income causes investment. In fact, as we have just seen, prior 
profits have a logical and measurable causal influence on investment. 
The effect of subsequent developments as a limiting factor on invest- 
ment, however, is apparently very high. Current national income de- 
pends upon many factors other than business investment alone. The 
very high concurrent relation between income and investment indicates 
that this conditioning or limiting influence of current income upon busi- 
ness investment is a very powerful one.*® 

The downward trend in investment at given levels of current national 


€ These conclusions are confirmed by quarterly data on manufacturers’ profits and in- 
vestment, as given by Lowell J. Chawner, in “Capital Expenditures for Manufacturing 
Plant and Equipment, 1915-1940,” Survey of Current Business, vol. xxi, March, 1941. His 
chart (p. 13) shows that factory capital expenditures usually start to expand after an 
upturn in net profits, but almost always begin to contract as soon as profits turn down. 


“Tt would undoubtedly be profitable to make separate studies of plant and equipment 
expenditures for new capital goods and those for replacement of existing capital goods. 
This has not been attempted in the present article because of the many technical difficul- 
ties in making an accurate division between new capital goods and replacement. 


** Figure 5 shows the net regression lines obtained by a multiple correlation analysis using 
the formula, Investment = f(Income) -+ 6(Time). The curve and trend line were fitted 
by the graphic successive approximation method. The multiple curvilinear correlation was 
P? = .985, and the standard error of estimate 270 million dollars. The curvilinear mul- 
tiple correlation was found to be significantly higher than the linear multiple correlation. 
The relation to the two factors explains 98 per cent of the variance in plant and equip- 
ment expenditure. 


1 The relation between national income and business investment is quite different from 
that between national income and total investment or saving, as measured in the preceding 
article. The dynamic elements present in the latter relation do not appear in the present 
one. The relation to business investment does not therefore seem to be in any way fortui- 
tous or spurious. 
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income may reflect the decline in the rate of population growth, with 
consequent slowing down in the entire rate of national industrial ex- 
pansion. An alternative explanation relates to the cost and durability 
of machinery. Better steels, better design, and improvements in the effi- 
ciency of machine tools may make it possible to get the same productive 
power with a constantly declining cash investment, just as the real cost 
of automobile transportation has had a definite downward trend. To 
the extent this is so, a declining proportion of the national income may 
be sufficient to produce the same net increase in producers’ equipment.*’ 

This over-all analysis may cover up diverse relations of activity to 
business investment which characterize individual industries. An indus- 
try-by-industry analysis of the relations would clear up this possibility. 
In such a detailed analysis it might also be possible to take into account 
the total stock of capital goods in each industry and the degree of utili- 
zation of existing capacity, to determine the marginal efficiency ‘of 
additional plant and equipment. Thus, in the electric power industry, 
superficial examination of the data suggests that the relation between 
current capacity and current output is a major factor influencing plant 
expansion, with a large and rapid expansion following each period when 
current output begins to press closely upon installed capacity. 

New capital expenditures may of course originate independently of 
the factors which we have used in making analyses. The development 
of new industries and new products seems to have been an important 
determinant of the level of these expenditures in the past. Such factors 
apparently were not of major importance during the period under study. 

Business investment thus seems to be related both to previous 
changes in profits, and to current changes in national income. As will 
be shown subsequently, other types of investment are dynamically re- 
lated to Income changes. With these concurrent and lagging relations, 
it would be possible to set up a realistic dynamic model which would 
reproduce the general patterns of the continuous fluctuations of the past 
twenty years. That has not been attempted in this article.** 

Housing investment. Housing investment is apparently related to 
forces other than the current national income. These forces can be 
separated by fitting a trend to the relation shown in the upper portion 
of Figure 4, and determining how much of the variation can be ex- 


“Dr. Colm suggests that the development from “competitive” investments to “admin- 
istered” investments, based on scientific analysis of the market which usually takes under 
consideration only existing factors and not anticipated expansion in total national income 
and demand, has something to do with the downward trend in investment. 


For examples of such dynamic models, see J, Tinbergen, An Econometric Approach 
to Business-Cycle Problems (Paris, Hermann, 1937); and E. A. Radice, op. cit, 
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plained by national income while the secular trend factors are simul- 
taneously held constant. The results secured by this analysis (made by 
graphic multiple correlation) are shown in Figure 6. 

It has been well established that the housing cycle is in part self- 
generating, and operates partially independently of concurrent changes 
in industrial activity.” If the net trend in the lower portion of Figure 6 
is taken as representing the influence of this semi-independent housing 
cycle upon housing investment, then the net regression line shown in 
the upper portion would represent the net influence of gross national 
income upon housing investment while the influence of the long-time 
housing cycle is held constant at its mean level.” The lower level of the 
trend during the housing recovery in the thirties may reflect the lower 
price level and also technological changes in the housing industry, with 
smaller houses and lower costs per dwelling unit. 

The net housing cycle shown in the lower portion of Figure 6 offers 
an interesting comparison with the net trends in the levels of the 
saving and investment functions, as shown in the lower portions of 
Figures 6 and 9 of the preceding article. The housing and saving trends 
were high in the twenties, declining in the late twenties, very low in the 
early thirties, and rising in the late thirties. These similarities of move- 
ment suggest that differences in the phase of the housing cycle may 
influence the levels of saving and consumption as well as of investment. 
The way new housing is financed largely by sale to individual families 
upon the amortization plan may mean that purchase of a home puts 
increased pressure on a family to save even with no change in income 
level.* 

The relations shown in Figures 5 and 6 can now be consolidated to 
show the net change in private investment in the twenties and in the 
thirties which was associated with differences in the level of gross na- 
tional income. In making these calculations, the housing investment is 
adjusted to the average level of the housing cycle in each of the two 
decades, and plant and equipment investment is adjusted for the aver- 
age of trend in each decade. The results are as follows: 


Clarence D. Lang, “Long Cycles in Building, 1865-1935,” Quart. Jour. of Econ., vol. 
lili, May, 1939, pp. 371-403. J. B. D. Derksen, “Long Cycles in Residential Building: An 
Explanation,” Econometrica, vol. 8, April, 1940, pp, 97-116. 

2 The intercorrelation between time and the national income values is so high in this 
period that there is little statistical reliability in the measurement of these two net regres- 
sions. In preparing Figure 6, the slope of the net regression of housing investment on na- 
tional income could be drawn considerably steeper with equal closeness of fit. The sta- 
tistical evidence here is thus not conclusive as to how far housing investment depends on 
national income, and how far on independent elements of the housing cyole. 


* Keynes’s remarks about the effect of Building Societies’ sinking-funds on savings are. 
interesting in this connection. Op. cit., p. 101. 
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TABLE A—CaLCULATION OF PRIVATE PERMANENT INVESTMENT ASSOCIATED WITH VARIOUS 
LEVELS OF NATIONAL INCOME 


(In billions of dollars) 





G 1920 Decade 1930 Decade 
Toss 
National 
Income oo Housing? Total ae Housing Total 
40 (2.35)° (3.90) (6.25) 1.65 1.25 2.90 
50 3.45 4.05 7.50 2.75 1.40 4.15 
60 4.65 4,20 8.85 3.95 1.55 5.50 
65 5.45 4.28 9.73 4.75 1.63 6.38 
70 6.35 4.35 10.70 5.65 1.70 7.35 
80 8.25 4.50 12.75 T.55 1.85 9.40 
85 9.30 4.58 13.88 (8.60) (1.93) (10.53) 
90 10.45 4.65 15.10 (9.75) (2.00) (11.75) 
100 (12.95) (4.80) (17.75) (12.25) (2.15) (14.40) 
110 (15.55) (4.95) (20.50) (14.85) (2.30) (17.15) 


Trend readings for plant and equipment: average 1920’s=-+-.35; average 1930’s=—~ .35 
Trend readings for housing: average 1920’s=-{-1.45; average 1930’s= —1.20 

2 From Figure 5. 

b From Figure 6. 


e Data shown in parentheses represent extrapolations beyond the range of the observations 
on which the relations were based. 


The major influence of the phase of the housing cycle upon the level 
of permanent investment is clearly apparent from these calculations. 


Temporary Investment and National Income 


The way in which temporary investment is associated with changes 
in national income has already been pointed out in connection with 
Figures 1 and 2. This relation can be seen more clearly by plotting 
temporary investment against the change in national income from that 
of the previous year. This comparison is shown in Figure 7. ‘The gen- 
eral relation between change in gross national income and the amount 
of temporary investment is striking. Temporary investment itself repre- 
sents merely the changes in the total amount of consumer credit out- 
standing, and in the total amount of business inventories, so this 
relationship is what one might expect. Apparently variations in national 
income are associated with parallel variations in the totals of consumer 
credit and business inventories, so that the first differences in the two 
series have the positive correlation shown. When income is rising, the 
rising consumer credit and inventory volumes absorb investment funds, 
and thus make an outlet for saving; when income is falling, consumers 
pay off their credit and businesses contract their inventories, and thus 
release funds for other uses.” 


2 Keynes and Salant both suggest that combining temporary investment in consumers’ 
goods and temporary investment in working capital may combine two elements which 
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Figure 7 shows that in two years—-1921 and 1934—-temporary in- 
vestment differed greatly from other years with similar changes in in- 
come levels. The year 1921 was one of low business activity as compared 
with 1920, The low point in industrial activity, however, occurred in 
the spring, and there was a strong upward movement during the balance 
of the year. Despite the low level of income for the year, this advancing 
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behave in different ways and thus obscure the true facts. Keynes says, commenting on 
these statements: “As regards temporary investment, I think it most important to dis- 
tinguish two kinds of it; namely, temporary investment or disinvestment in stocks of 
consumer goods and in stocks of working capital. This distinction is important because 
these two types of temporary investment are likely to move in opposite directions, so that 
the true movements are obscured if one adds them together. ... Take the case where there 
has been an unforeseen increase In permanent investment. During the period of increase 
from one level of permanent investment to a higher level there will be an important 
increment of working capital. On the other hand, the increase in consumers’ purchasing 
power, unaccompanied by any immediate comparably increased output of consumers’ 
goods, will be accompanied by a reduction in stocks of consumers’ goods. Similarly, in a 
period of incipient depression, working capital will fall off and stocks of consumers’ goods 
will pile up. Thus you lose an important clue by adding these together. . . .” It is theo- 
retically possible for the two elements of temporary investment to react in opposite direc- 
tions. During the two decades under study, however, there were only two years in which 
the sign of the two series (plus or minus) was different, and in one of these the difference 
was an insignificant amount. It appears that during the period covered by this analysis the 
behavior of these two items of temporary investment was sufficiently similar. to combine 
them for the sake of this over-all analysis. More detailed investigations might appropriately 
study the behavior of each of these components separately. 
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trend through most of the year apparently checked the negative tem- 
porary investment which might have been expected with the current 
reduced level of national income. In 1934 the situation was reversed, 
with a sharp decline in industrial production from spring to late fall. 
Apparently this six-month reaction offset part of the usual effect of the 
higher level of income on temporary investment.” Excluding these two 
years when erratic short-time movements disturbed the usual relation, 
a curve has been drawn in on Figure 7 showing the apparent average 
relation between changes in gross national income and the amount of 
temporary investment.” 

The large amplitude of variation in temporary private investment is 
important. Figure 7 shows a usual swing in temporary investment from 
—31⁄ billion dollars in years of sharply declining activity to +3% 
billions in years of rapid increase in income. This total swing of 7 bil- 
lions in the amount of temporary investment compares with a difference 
of 6 billions in the amount of permanent investment as between a 60- 
billion dollar and a 90-billion level of national income, as shown in 
Table A for the decade of the 1920’s. Excluding the changes in invest- 
ment due to the phase of the housing cycle, and considering only those 
changes in private investment which vary with the level of national in- 
come itself, it appears that the swings in temporary investment are just 
as important in explaining the total amount of investment as are the 
proportionately less intense changes in permanent investment.” 


Ouasi-Investment and National Income 


It has already been pointed out that Figure 3 shows a negative rela- 
tion between quasi-investment and national income prior to 1934. This 


“ The relation between short-time changes in business activity and income and changes 
in temporary investment within the year could be determined more accurately by a study 
of quarterly or monthly data. These are available only back to 1929. The quarterly data 
for 1934 are consistent with the explanation offered above. 


“Tt would be reasonable to expect that the willingness to make expenditures for addi- 
tions to inventories, or through increases in consumers’ credits, would be influenced by the 
total level of inventories and consumers’ credits as well as by the changes in income. Thus 
if inventories were already high, business men might be less willing to increase them 
further than if they were low. No evidence to confirm this theory was found, however, on 
study of the annual data from this point of view. 


* This analysis shows that the amplitude of temporary investment associated with the 
changes in income is of the same order of magnitude as the amplitude of permanent in- 
vestment associated with the level of income. This fact may be of great importance in 
dealing with the problem as to whether the saving-investment phenomena are such as to 
produce a damped cycle in business activity or a continuously fluctuating cycle. On purely 
theoretical grounds Smithies came to the conclusion “the existence of a non-cyclical solu- 
tion depends on either A or B being sufficiently great relative to the other for its effect 
always to dominate the situation.” (His A and B reflect the static and the dynamic ele- 
ments, respectively.) The realistic parameters from this empirical analysis suggest far- 
reaching theoretical implications, when joined with the theoretical expectations of his 
process analysis. See A. Smithies, “Process Analysis and Equilibrium Analysis,” Econo- 
metrica, Jan., 1942, pp. 26-38. 
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negative relation apparently reflects the inflexible character of most 
government expenditures, at least over short periods, as compared with 
the immediate and automatic effects of changes in national income upon 
the public revenues derived from an unchanging tax structure. Net 
foreign balances, too, may react in somewhat the same way, since the 
level of our imports responds immediately to good or bad domestic busi- 
ness conditions, while the level of exports may not be quite so sensitive. 
Both of these matters require further study before definitive conclusions 
could be reached. Since 1933 there has been a less definite relation be- 
tween the level of national income and quasi-investment. Changes in 
national fiscal or defense policy, rather than the impersonal effect of 
economic conditions, have apparently been the controlling influence 
in this later period. Thus 1937 and 1939, both years of about the same 
national income, varied by 3 billion dollars in the total of quasi- 
investment. 

We can, however, fit a rough line to the data shown in Figure 3 for 
the years 1921 to 1933, and use this line as an expression of the average 
relation between national income and quasi-investment prior to the time 
that public expenditure and taxes became conscious and recognized 
means for government to use in influencing the levels of economic activ- 
ity. This approximate regression is shown in Figure 3. 


B. The Saving-Invesiment Equilibrium in the 
1920s and 1930's 


National Income and Corresponding Private Investment 


This analysis of the three components of investment has given us, for 
the 1920’s and 1930’s, approximate measures of the amount of private 
investment which was associated with a given level of national income, 
while holding constant the other major factors related to investment 
-—change in the level of the housing cycle, change in the level of na- 
tional income itself, and quasi-investment. 

Because of the major relation between change in national income and 
investment, the amount of private investment will be quite different 
when we consider investment at maintained or static levels of national 
income, or investment at changing levels of national income. Let us 
first calculate what private investment would have been at each of 
several levels of national income, on the assumption that income had 
remained steady at each such level for two or three years in succession. 
The calculations will have to be made separately for the 1920’s and the 
1930’s, in view of the difference in the level of the housing cycle in the 
two periods. 

If instead of making this assumption of a static level of national in- 
come, we calculated what investment would have been over a series of 
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TABLE B—CALCULATION OF TOTAL PRIVATE INVESTMENT AT VARIOUS STATIC LEVELS 
OF NATIONAL INCOME 


(In billions of dollars) 


1920 Decade 1930 Decade 
Gross | | O rr rm? 
National | Permanent | Temporary Total Permanent | Temporary Total 
Income Invest- Invest- Private Invest- Invest- Private 
mente ment? Investment! ment® ment? Investment 
40 (6725). 0.5 (6.75) (2.90)° 0.5 (3.40) 
50 (7.50) 0.5 (8.00) 4.15 0.5 4.65 
60 8.85 0.5 9.35 5.50 0.5 6.00 
70 10.70 0.5 11.20 7.35 0.5 7.85 
80 12.75 0.5 13.25 9.40 0.5 9.90 
90 15.10 0.5 15.60 (11.75) 0.5 (12.25) 
100 (17.75) 0.5 (18.25) (14.40) 0.5 (14.90) 
110 (20.50) 0.5 (21.00) (17.15) 0.5 (17.65) 
® From Table A. 


b From Figure 7. 


° Data in parentheses represent extrapolations beyond the range of the observations on 
which the relations were based. 


years of changing income, the results would be quite different. Let us 
assume that income varies over a succession of years, as shown in Table 
C. Under the conditions of the 1920’s, the associated private investment 
would have been as shown in Table C (see page 294). 

The results in Table C illustrate how differently investment behaves 
when income is falling from when it is static or rising. At 80 billion 
dollars national income, with income declining at 10 billions a year, 
total private investment (in the 1920’s) ran about 11 billions; at the 
same national income, when income was rising at the same rate, it ran 
about 16 billions. Comparing Table C with Table B, we see that the 
total private investment associated with a 70-billion level of national 
income with income rising at.10 billions a year is about as large as it 
would be at a static level of 85 billions a year. 


Saving versus Private Investment 


Under static conditions. We are ready now i examine hypothesis 3, 
on the balance between saving and investment. This involves comparing 
the functional relation of saving and income with the apparent func- 
tional relation of investment and income. To this point we have made 
rough measurements of the relations between gross national income and 
total saving and between national income and various types of private 
investment, while eliminating the influence of some of the other related 
factors. We have found that dynamic elements as well as static ele- 
ments are present in both the relation to saving and the relation to 
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investment. We can compare the saving function with the apparent 
investment function on either a static basis or a dynamic basis. Let us 
first consider the static relations. 

Table B shows the usual private investment which upon the basis 
of data for the past twenty years would accompany various static levels 
of national income. Let us now compare that with the usual total saving 
made at the same static levels of national income, according to the rela- 
tions shown in Figure 6 of Part I. Since we calculated our investment 


TABLE C—CALCULATION OF PRIVATE INVESTMENT AT VARIOUS Dynamic LEVELS OF 
’ NATIONAL INCOME, UNDER CONDITIONS OF 1920’s 


(In billions of dollars) 


Year Gross Permanent Temporary Total 
in National Invest- Invest- Private 
Sequence Income ment® ment? Investment 
1 90 _ — _— 
2 80 12.75 -2.10 10.65 
3 70 10.70 —2.10 8.60 
4 60 8.85 —2.10 6.75 
5 50 7.50 —2.10 5.40 
6 40 6.25 —2,10 4.15 
7 50 7.50 -+3.60 11.10 
8 60 8.85 -+3.60 12.45 
9 70 10.70 -+3.60 14.30 
10 80 12.75 -+3.60 16.35 
11 90 15.10 -+3.60 18.70 
12 100 (17.75) (+3.60) (21:35) 
13 110 (20.50) (+3.60) - (24.10) 
14 110 (20.50) OS (21.00) 
2 From Table A. 


b From Figure 7. 
e Extrapolations, as in previous tables. 


according to the average levels for the 1920’s and the 1930’s, let us 
use the mid-points on the trend line, in 1926 and 1936, respectively, in 
calculating the average saving. The results are shown in Table D. 

The data shown in Table D are charted in Figure 8. The upper por- 
tion of the chart, for the conditions of the 1920’s, shows that a static 
equilibrium between saving and private investment, with no quasi- 
investment from public finances or from net foreign balances, would 
have been reached at a level of gross national income of about 70 
billion dollars. In comparison with the 90 billion dollars of gross na- 
tional income in 1929, this shows that even in the 1920’s the point of 
static equilibrium between saving and private investment was materially 
lower than the full employment level, and that the higher average 
level of income in that decade was maintained only through the aid of 
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continuous quasi-investment, either public financing or net foreign 
balances from capital exports. 

In the 1930’s, on the contrary, the point of static equilibrium be- 
tween saving and private investment alone was apparently lower than 
the smallest national income experienced in that decade. Within the 
income range experienced in the 1930’s, the gap between saving and 
private investment became steadily wider as national income rose, in- 
creasing from about one billion dollars at a 50-billion income level to 


TABLE D—PROPENSITIES TO INVEST PRIVATELY AND TO SAVE, AT Various Static LEVELS 
or NATIONAL ĪNCOME 


(In billions of dollars) 


1920 Decade 1930 Decade 
Gross 
D ational ae Private ; Private? 
Income Saving Investment Saving® Investment 
40 (4.65)° (6.75) - (3.7) (3.40) 
50 (6.50) (8.00) 5.55 4.65 
60 8.65 9,35 IT 6.00 
70 11.25 11.20 10.3 7.85 
80 14.15 13.25 13.2 9.90 
90 17.45 15.60 (16.5) (12.25) 
100 (20.95) (18.25) (20.0) (14.90) 
110 (24.75) (21.00) (23.8) (17.65) 





a Readings from first curve of Figure 6, Part I (Am. Econ. Rev., Vol. xxxii, March, 1942, 
pp. 22-49), plus trend readings from bottom curve: for 1920’s, —0.25; for 1930’s, —1.2. 

b From Table B. 

e Extrapolations, as in previous tables. 


3% billions at an 80-billion income level. Under those conditions, large 
net public contributions to buying power helped maintain employment 
and income, but any time the public expenditures were withdrawn, 
industrial activity and income would promptly decline. So long as the 
propensities to save and invest in private investment remain at the 
levels indicated in the lower portions of Figure 8, continued large net 
public expenditures (or an even more marked mercantilistic foreign 
trade and foreign investment policy than prevailed in the 1920’s) would 
be necessary to maintain even a modest level of national income.” 
Under dynamic conditions. Dynamic elements are present in both 
the factors related to the propensity to save and in factors related to 
%2 The gap between saving and private investment is not wholly determined by saving. 
Instead, the amount of saving is partly determined by the existence of a gap between 
planned saving and planned private investment. This gap can be closed either by factors 
operating on the investment side or on the saving side. For instance, the dissaving resulting 


from business losses or from the borrowing of the unemployed may be an equilibrating 
factor as well as unplanned variations in temporary investment and quasi-investment. 
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the propensity to consume. On the saving side, saving rises or falls 
together with the extent of change in national income; on the invest- 
ment side, temporary investment varies markedly with the changes in 
national income. These two dynamic elements may be compared as 
follows: 


TABLE E—FUNCTIONAL RELATIONS or Gross NATIONAL Incoarce TO SAVING AND 
PRIVATE INVESTMENT 


(In billions of dollars) 


Change in Gross 


NaGonal Ticome Addition to Saving? _ Temporary Investment® 
—15 —3.0 —3,4 
—10 —2.0 Shil 
0 0 +0.5 
-+5 +1.0 +2.0 
+10 +2.0 +3.6 


2 From Figure 6 of Part I. 
b From Figure 7 of this article. 


These two dynamic factors tend to parallel one another.” This may 
explain why in boom. periods there can be a temporary equilibrium 
between saving and investment at levels materially higher than could 
be maintained at a continuing or static equilibrium. 

The dynamic relations between saving and investment can be further 
illustrated by comparing the two over a series of years of changing 
income levels, just as was done earlier for investment alone in Table C. 
Using the same series of changing levels of national income, the com- 
parison is shown in Table F (see page 298). 

Table F shows how widely both saving and private investment vary 
in a dynamic situation, and how the two tend to vary together. When 
the data are charted (Figure 9), this similarity of movement is again 
striking. As a result of the dynamic factors, private investment (under 
the conditions of the 1920’s) could apparently about keep in balance with 
saving all the way up to an 85-billion dollar income on a rising level, 
but if income had increased above that level saving would have ex- 
ceeded private investment even under dynamic conditions. Similarly, 


~The differences between the two columns of Table E are of doubtful statistical sig- 
nificance. They reflect in part the fact that a straight line was used in fitting the regression 
to Kao in Figure 6 of Part I, whereas a curve was used in Figure 7. Also, the 1934 


observation was excluded in the latter consideration, and not in the former. There is the 
possibility that both columns of Table E represent merely two measurements of the same 
thing—first viewed as saving, and then as investment. More detailed analyses, using quar- 
terly or monthly data and determining the extent and degree of lags present, if any, would 
help to resolve these doubts. 
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as income fell below the 60-billion mark, saving would shrink to less 
than the current investment. | 

These relations suggest that, under the conditions of the 1920’s, 
business cycles would be unable to carry income up above 85 billions, 
or down below 60 billions, without starting a reverse movement (if 
only private investment were present). This analysis of the dynamic 
factors in saving and investment may thus throw some light on why 
the turning points in business cycles have come where they did. In 
addition, there is some point at which the dynamic elements themselves 


TABLE F—PROPENSITIES TO INVEST AND TO SAVE AT VARIOUS Dynaanc LEVELS OF NATIONAL 
INCOME, UNDER CONDITIONS OF 1920’s 


(In billions of dollars) 


Year Gross Corresponding Corresponding 
in National Level of Private Level of 
Sequence Income Investment® Saving” 
1 90 — — 
2 80 10.65 12.15 
3 70 8.60 9.25 
4 60 6.75 6.65 
5 50 5.40 4.50 
6 40 4.15 2.65 
7 50 11.10 8.50 
8 60 12.45 10.65 
9 70 14.30 13.25 
10 80 16.35 16.15 
11 90 18.70 19.45 
12 (100)¢ (21.35) (22.95) 
13 (110) (24.10) (26.75) 
14 (110) (21.00) (24.75) 


a From Table C. 
b From Tables D and E. 
e Extrapolations, as in previous tables. 


will change. Once all the old inventories have been used up, or all the 
accumulated debts paid off, temporary investment cannot continue 
negative, no matter how rapidly business is still declining. This satura- 
bility of the change factors, as well as the relations mentioned above, 
may also be of importance in determining the timing of business cycle 
turns,”* 


3 In this comparison it has been assumed that national income would change from year 
to year as shown in the first column of Table F. A dynamic model of the type suggested 
earlier would be necessary to determine what sequence of incomes would be most likely 
to occur under the conditions assumed. All that is shown here is the probable saving- 
investment relation if the assumed sequence did occur. 
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C. Investment under Stable Economic Conditions 
Probable Investment 


The relations of investment and income which have been described 
to this point are those which occurred during a period of continuously 
and widely oscillating economic activity. We attempted to infer the 
probable investment under static conditions from the records of that 
period, by removing the variations associated with change. We could 
not be wholly ‘successful even then. If business men generally chose to 






SAVING AND NATIONAL 


INVESTMENT INCOME 
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25 100 
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3 N Private 
15 s s’ investment 60 
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YEAR, IN SEQUENCE 


Fic. 9—-Total Saving and Private Investment Expected for Given Levels of 
Income under Dynamic Conditions (and High Phase of Building Cycle). 


under-replace depreciation when activity was low, and to over-replace 
when activity was high, that would still be reflected in the “static” 
measure of investment at high and low incomes. When we note from 
Table A that at 60 billion dollars income we had (in the 1920’s) 4.65 
billions of investment in plant and equipment, and at 90 billion dollars 
we had 10.45, we can see that an acceleration factor must have in- 
fluenced the results. Surely it would not continuously take more than 
twice as much plant and equipment investment to maintain an income 
only 50 per cent greater. 

When we look to the future, and ask what the investment-income 
relation would be if economic activity in the post-war world could be 
made more stable, we wish to estimate investment under conditions 
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quite different from the recurrent booms and depressions of the past. 
Once we are through the immediate post-war period of rebuilding and 
restoring the war devastation, the object of economic policy should be to 
maintain continuously thereafter reasonably full employment and pro- 
duction. That does not imply a static economy operating at unchanging 
levels of income, but rather a steadily progressing economy. The na- 
tional income should rise steadily at the rate commensurate with both 
population growth and rising productivity per worker.” 

Our analysis of investment under the widely fluctuating conditions 
of recent years throws little light on the question of what annual in- 
vestment would be needed to sustain a steadily rising level of income. 
What is desired is to estimate probable investment under such more 
stable conditions. One approach can be made by using the average 
investment over the past period as a whole, rather than the year-to-year 
variations. From 1921 to.1940 we expanded our productive equipment 
from one capable of turning out about 75 billion dollars’ worth of goods 
and services a year (in 1923) to one capable of turning out 82 billions 
(in 1940), in terms of current dollars.*° If we take this average rate of 
progress as a reasonable estimate of probable progress during the fu- 
ture, we could use the ratio of average investment in plant and equip- 
ment during these two decades to average national income to estimate 
the normal investment required per dollar of national income. Gross 
expenditures for producers’ plant and equipment averaged 10.2 per 
cent of gross national income during this twenty-year period. Assuming 
110 billion dollars gross national income as the income which might 
represent full employment in the early post-war years,” this proportion 
indicates a probable investment of 11.2 billions as the gross plant and - 
equipment investment needed at that income with a stably rising rate. 
If we assume that the housing cycle post-war will average as high 
as during the twenties, and extrapolate the relation shown in Figure 6, 
we would estimate about 5 billion dollars expenditure for housing at a 
110-billion income level. (Note Table A.) Adding in the average in- 
ventory increase of 0.5 billion, and the average increase in consumers’ 
credit of 0.3 billion, gives a total estimate of private investment (ex- 
cluding foreign loans) of about 17 billion dollars a year. 

The estimate based on the past two decades can be checked against 


” Presumably real per capita income would not rise quite as fast as real productivity per 
hour, as some of the increased productivity would go into shorter hours and more vaca- 
tions, rather than entirely into higher consumption of goods and services. 


= Adjusting for the lower price level in the thirties, the increase in real product was 
much greater, In 1929 prices, the increase in productive capacities at successive peak years 
was from 74 billion dollars in 1923 to 90 billions in 1929, and to 97 billions in 1940. 


* This assumes a post-war reduction in price level to about the 1935-39 average. 
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TABLE IV—NATIONAL INCOME, CAPITAL FORMATION, POPULATION GROWTH, AND INCREASE 
IN Propuctivity, 1879-1938 





Average Real Change in Population Gross Capital 
Gross National Product Increase Formation in per 
Product, Per from Previous During the cent of Gross Na- 
Period Consuming Period? Decade’! tional Producta 
Unite X3 Xo Xı 
dollars per cent per cent per cent 
1879-88 463 — (23.2) — 
1884-93 490 5.8 20.9 21:2 
1889-98 536 9.4 18.9 21.2 
1894-03 569 6.2 18.6 20.9 
1899-08 633 11.2 19.1 20.4 
1904-13 688 8.7 16.8 20.2 
1909-18 735 6.8 14.2 20.6 
1914-23 816 11.0 13.9 21.2 
1919-28 951 16.5 14.2 20.2 
1924-33 948 —0.3 11.1 16.6 
1929--38 875 —7.7 7.2 14.6 


Source of data: All except population estimates (X2) from Kuznets, “Capital Formation, 
Past and Present.” (Paper presented at the meeting of the American Statistical Association, 
held in New York, December 29, 1941.) 

® Deflated values, as computed by Kuznets, in 1929 prices. 

b Based on preceding column, dividing each 10-year average by the average for the decade, 
5 years preceding. 

° Population in the last year of each 10-year period compared with that for the first year 
(9 years earlier). Statistical Abstract of the United States, 1940 (Washington, 1941), p. 11. 

d Based on data in current dollars, as given by Kuznets. 


the investment record over a more extended period. Kuznets’s study of 
capital formation since 1879% supplies a record of capital formation 
and gross national product over six decades. These data provide a 
series of observations of the average investment required to sustain 
various average levels of national income under varying rates of prog- 
ress, over periods long enough in each case so that the short-time ac- 
celeration and deceleration of investment due to business cycle changes 
has in large part been eliminated.” These long-period averages, shown 
in Table IV, are far more stable than the yearly data. The decade aver- 
ages vary between 14.6 per cent and 21.2 per cent of gross national 
income, whereas Kuznets’s corresponding annual estimates of gross 
capital formation (1919-35) varied between 28.1 per cent and 6.6 per 


2 Simon Kuznets, “Capital Formation, Past and Present.” (Paper presented at the meet- 
ing of the American Statistical Association, held in New York, December 29, 1941.) 


"= Average investment over low and high periods may exceed that required under stably 
rising conditions due to unwise and wasted investment encouraged under boom conditions. 
There is little present basis for judging how much of an overestimate of required invest- 
ment this would be likely to produce. 
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cent during the 1920’s and 1930’s.** Our estimate of 17 billions private 
investment at 110-billion national income, or 15.5 per cent of gross 
national income, falls near the bottom of the range shown by Kusnets’s 
decade averages. | 

The proportion of gross national income devoted to gross capital for- 
mation varied considerably during different decades. In general it was 
highest in decades in which the population was growing most rapidly, 
and in which the real product per capita was expanding most rapidly. 
(The data for these factors also are given in Table IV). After experi- 
mentation with these and other factors, it was found that over eight- 
tenths of the variation in the per cent devoted to capital formation from 
period to period could be explained by these two factors.” From this 
relation, based on American experience over a long term of years, it is 
possible to make at least a rough estimate of the requirements for capital 
formation under future conditions, assuming various future rates of 
population growth and technological progress. 

The estimates of population growth between 1945 and 1954 indicate 
a prospective population increase of 5.1 per cent during the decade.*® 
If we assume that technological progress will continue in the future at 
the average rate it has during the past, that would give a value for 


“Simon Kuznets, National Income and Capital Formation, 1919-35 (New York, Nat. 
Bur. Econ. Research, 1937) pp. 8, 40. His annual figures on gross capital formation are 
used for this comparison instead of the figures of offsets to saving shown in Tables 1 to 3. 
Kuznets’ classification differs in some respects from these investment items. 


2 In this analysis, the multiple regression equation determined was: 
X1 = 14,093 + 0.288X2 + .171Xs 
where 

Xı = gross capital formation, for each decade, in per cent of gross national income (in 
current dollars) 

X: = per cent increase in population during the decade, from the middle of the first 
year to the middle of the tenth 

Xs = per cent increase in real gross national product per capita, in the given decade over 
the average for the preceding period (half overlapping), as shown in Table 4. 


The multiple correlation was R’1.23 = 0.84, and the standard error of estimate S1.03 = 0.9. 
The fact that the individual observations represented decades half overlapping reduces 
slighty the significance of these results, as the successive observations were not completely 
independent. In effect, however, these 11 overlapping periods contain the record of what 
happened during the 12 periods of 5 years each which compose them, so there is not much 
exaggeration of the number of degrees of freedom involved in the analysis. 

Other measures might have been employed in stating Xs, such as determining the average 
annual growth of real product by fitting a trend line to each 10-year period separately. 
This cannot be done until the income estimates are available for individual years. It is not 
believed, however, that the use of such refinements would change the conclusions materially. 

The size of the constant in the regression equation, 14, indicates 14 per cent of the 
national product would be required for gross capital formation even with no change in 
population or productivity. This compares with about 11 per cent for depletion and 
depreciation estimated by Kuznets. 


3 Population: Estimated Future Population, by Age and Sex, 1945-1980. The United 
States, Series P-3, No. 15 (Washington: U. S. Dept. of Commerce, Bur. of the Census, July 
23, 1941.) 
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Xs of 6.8 per cent. (Since this measures the average increase in real per 
capita production from one 10-year period to another 10-year period 
beginning at the middle year of the first, or 5 years later, it is equiva- 
lent to an increase of 1.3 per cent per year. This is somewhat smaller 
than the long-time rate of growth in output per capita found by Carl 
Snyder,” just over 2 per cent per year.) At these rates of growth in 
population and in productivity, the previous experience indicates that 
gross capital formation of 16.7 per cent of gross national income would 
be required. For a level of 110-billion dollar national income, this would 
mean a gross capital formation of 18!4-billions, somewhat more than 
the private investment of 17 billions estimated by the previous simpler 
method.** 

Either of these estimates of probable investment differs materially 
from the estimate which could be derived from Table A. That table 
gives 20.5 billions as the probable investment at 110-billion income 
under static conditions, with the higher phase of the housing cycle. 
Adding on the 0.8 billions for average annual growth in consumers’ 
credit and inventories brings it up to 21.3 billions, or considerably above 
the comparable estimates of 17 billions based on the average relation for 
the 1920’s, or of 183% billions based on the longer series, with an as- 
sumed somewhat higher average rate of technological expansion. It is 
quite clear that, if we were to apply the relation of income and invest- 
ment observed under widely varying levels of income to estimate the 
amounts which could be privately invested under more stable but high 
levels of income, we would materially overestimate the probable amount. 


Saving versus Investment under Stable Economic Conditions 


The previous calculations may now be brought together to determine 
the probable gap between saving and private investment under stable 
conditions of full employment, on the assumption that the other institu- 
tional factors (distribution of income, tax rates, etc.) do not differ 
materially from those which prevailed during the past two decades. 

Our previous assumptions as to a steadily rising rate of national 
income are equivalent” to an annual increase of 1.9 per cent in national 
income (at constant prices) which would mean an increase of 2.1 bil- 


Carl Snyder, Capitalism the Creator (New York, Macmillan, 1940), p. 415. 

2 Gross capital formation, as defined by Kuznets, differs slightly from gross private 
investment as calculated here. The former includes capital formation by public agencies 
and by export investment, but excludes all consumers’ capital formation except housing. 
The latter excludes the first two items, but includes consumers’ capital financed through net 
increases in consumers’ credit. 

” Population was assumed to grow at an average rate of 0.6 per cent a year, and real, 
per capita production to rise at an average annual rate of 1.3 per cent. Real national 
income then must rise at an annual rate of 100.6 X 101.3, or 1.9 per cent. 
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lions upon reaching a 110-billion level. From the relations shown in 
Figure 6 of the preceding article, we estimate probable saving (say for 
1945) with gross income at a 110-billion level, increasing at 2.1 billions 
per year, at about 23.5 to 25.5 billions of dollars. This compares 
with a probable level of private investment, just calculated, of about 
17 to 18 billions of dollars, leaving a possible gap somewhere between 
5.5 and 8.5 billions of dollars.** Unless changes in tax structure, in 
industrial wage and price policy, or in other related factors, change ‘the 
habits of saving or of private investment significantly from those which 
prevailed prior to the war, it appears that after the war average annual 
expenditures of about 5.5 to 8.5 billions of dollars, in public offsets to 
saving or in foreign investment, would be required to keep the economy 
running at full employment and with a steadily rising level, at the time 
that gross national income was crossing the 110-billion level.” To the 
extent that changes in consumption habits, tax structure, or business 
policies and income distribution should lower the amount of saving 
made at given income levels, or force an increase in the amount of in- 
vestment above that hitherto required at the same income level, the 
average public expenditures necessary to maintain full employment 
would be reduced. 


D. Suggestions for Further Study 


The studies of saving and investment reported in this and the pre- 
ceding paper constitute only a reconnaissance study of a very broad 


* Assuming the trend of saving by 1945 to be at the average level shown in the lower 
section of Figure 6 in Part I of this article (which means refusing to extrapolate the rising 
trend into the future in the absence of more positive confirmation of this shift), and 
calculating the amount for an income of 110 billions and an annual increase of 2.1 billions, 
gives 25.6 as the actual estimate. (Of this 25 billions is the reading from the upper line of 
Figure 6 and 0.6 billion is read from the middle line, for the change in national income.) 
If the upper curve of Figure 6 had been extrapolated as a straight line instead of a curve, 
however, the estimate would have been about 23.6. In view of the considerable margin 
of possible error which attaches to estimates from any such extrapolation of a regression 
line beyond the data on which it is based, it is felt safer to give the estimate in terms of 
the range shown above. (For the reliability of such extrapolations, see the present author’s 
text, Methods of Correlation Analysis, pp. 347-49.) 


“In boom periods in the past, profits and upper-bracket incomes have increased out of 
proportion to wages and salaries. The estimated increases in saving assume that this same 
disproportion would prevail at high levels of national income in the future. Under condi- 
tions of high but stable production, as assumed above, it is quite probable that income 
would not be quite as unequally distributed as this assumes, even without any conscious 
modification in business price and profit policies. If that should prove to be the case, 
the level of saving and the size of the gap would be somewhat smaller than estimated here. 


“ This differs materially from the probable size of the gap in the years immediately after 
the war. Foreign rehabilitation and domestic replenishment of wartime depletion of both 
producers’ and consumers’ capital might temporarily raise investment to levels which would 
close the gap entirely or even threaten inflation. These estimates indicate the possible 
magnitude of the problem of maintaining employment after the boom of that post-war 
restocking is completed. 
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group of problems. In this preliminary exploration many problems have 
been encountered which it has been necessary to pass by or to subject 
to only superficial examination. They call for careful and exhaustive 
analysis, both theoretical and quantitative, before the basic relations 
can be fully determined. The control of business cycles and the pre- 
vention of periodic deep and sustained depressions have been among the 
most puzzling of all economic problems. Research in this field is impor- 
tant at this time as a background for post-war economic policy. 

Some of the more important quantitative studies which remain to be 
undertaken in the field of saving and investment are: 

1. Determination of the size, and study of the behavior, of sepa- 
rate components of savings, particularly of individual and business 
savings, in relation to national income. 

2. Further study of the influence of financial institutions, such as 
commercial banks, investment trusts, and life insurance companies, 
upon both saving and investment. 

3. Study of the distribution of income as a factor affecting saving 
and consumption. This requires extension of consumer expenditure 
studies, particularly with the purpose of determining what actually hap- 
pens to expenditures when people shift from one income level to another. 
In addition, attempts should be made to determine what consumer ex- 
penditures and saving patterns would be under different distributions 
of income, assuming stable levels of income or progressively rising levels 
of income in response to increases in population and to rising produc- 
tivity per worker. 

4, Determination from the standpoint of the foregoing study of a 
distribution of income which would so modify the consumption and 
saving habits of individuals that outlets in useful investment could 
easily be found for the saving which would be done. 

5. Studies of the probable effects of particular institutional changes 
upon consumption and saving habits. This includes among others con- 
sideration of the probable effects of specific changes in price, wage, and 
profit policies; in social security provisions; and in tax structure. 

6. Analysis of factors influencing investment decisions in individual 
industries, including determination of the relation between investment 
in plant and equipment, and profits, use of capacity, and other in- 
ternal and external factors. 

7. Further development of a stable relation between investment and 
income with a steadily but gradually rising level of income rather than a 
widely fluctuating level, as tentatively developed in Section C of the 
present article. 

8. Further study of the apparent private investment-income relation, 
developed from data for the past two decades (Figures 5 and 6 of this 
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article). In this connection a breakdown of investment expenditures 
into those for replacement and those for new investment, already sug- 
gested, would be useful. 

A great many research studies dealing with various phases of the 
problems developed here are now being planned in connection with the 
work of several federal agencies in the feld of post-war planning. Fu- 
ture students will need to develop more clearly the general relationships 
explored here. We must create a continuously more solid and factual 
basis for this important sector of economic knowledge. 


E. Conclusions 


The results of this general survey of the existing American data, in 
the present article and the preceding one (Part I), may now be for- 
mulated in terms of the hypotheses with which the study began. The 
results support the validity of the following propositions: 

1. The quantity of current income withheld from consumption ex- 
penditure (saving) is functionally related both to the current level of 
income and to the direction and extent of change of that level, increasing 
as the level of income and production increases. 

2. The quantity of current income spent privately for permanent 
capital goods under conditions of fluctuating activity has responded to 
previous profits, but has been conditioned by the current level of in- 
come, while the income spent for temporary private investment has been 
related to the direction and extent of ckange of the level of income (and 
hence to the anticipations of future returns which may be associated 
with those income levels and changes). No evidence could be found that 
reductions in interest rates stimulated investment during the period 
studied. 

3. The phase of the housing cycle is a major factor related to the 
amount of investment and is at least a minor factor related to the level 
of the saving function. The relation of saving to private investment was 
materially different in the 1920’s than in the 1930s, primarily due to 
the differences in the phase of the housing cycle. 

4. Because of the functional relation of the rate of change in income 
to both saving and investment, the static relation of the two is different 
from the dynamic relation. 

5. As between different static levels of national income, under the 
conditions of the 1920s; the increase in saving associated with a higher 
level of national income was larger than the increase in private invest- 
ment, and the point at which the two were in static equilibrium was far 
below full production or full employment. Under the conditions of the 
1930’s, saving was higher than private investment at all levels of na- 
tional income experienced, and large net additions from public expendi- 
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tures and foreign balances were necessary to attain an equilibrium, with 
the size of the gap increasing with the level of national income. Even 
in the 1920’s, material quasi-investments were necessary to maintain the 
levels of income then realized. 

6. With changing levels of income, both saving and private invest- 
ment ran relatively large on the way up, and relatively small on the 
way down, with private investment tending to fall below saving as soon 
as the rise In income passed about 85 billions on the way up, and to 
remain below until national income fell to about 60 billions on the way 
down (under conditions of the 1920’s). 

7. With employment maintained at a high level, and national in- 
come rising at a steady rate, the gap between saving and investment 
would probably be much larger than it has been in past peacetime pe- 
riods of high but transitory full employment. To maintain stable full 
employment in the post-war period, saving will have to be reduced or 
investment supplemented, to an extent averaging 514 to 8% billions a 
year, if full employment is to be maintained at a steadily rising rate 
around 110 billions of income. 


Washington, D.C. 


THE INFLATIONARY GAP 


I, MEANING AND SIGNIFICANCE FOR PoLicy MAKING? 


- By WALTER S. SALANT 


In economics, as in ladies’ fashions, the war has created a new 
vogue—the “inflationary gap.” Its measurement is the latest and per- 
haps one of the most popular of the increasing applications of statistics 
to-questions of national economic policy. Since the phrase is now break- 
‘ing into the newspapers economists are obliged, if only in self-defense, 
to have a clear understanding of it. 

The currency of the phrase is, of course, a reflection of the enormous 
wartime increase in government spending and the resulting danger of 
serious inflation. Although the phrase is new, the idea that it represents 
is familiar; namely,(the excess of demand over supply at a specified 
price, applied to total effective demand, aggregate supply, and some 
_ price level. The concept is most often used in connection with tax policy, 
specifically in calculations of what amounts of additional taxation are 
- required to prevent inflation: 

. Instead of considering first the meaning or rather the various mean- 
ings of the term “inflationary gap” and then considering estimating pro- 
cedures, it may be more instructive to reverse the order and to consider 
. two estimating procedures. first and then to compare their meanings. 


All procedures involve a comparison of estimates of the potential real 


output of goods and services with estimated demand, based upon as- - 
sumed levels of defense expenditures. In most cases some recent date is _ 


taken as a base. It is assumed that the prices of this base date are the 
ones to be stabilized and therefore that the gap at that date is zero. 


Consequently, the various supply and demand factors are expressed in. 


terms of changes from that base. 
1. The procedure used in a report soon to be published? compares the 


expansion of real output with the increase in, defensé expenditures ` 


(supposedly on the basis of deliveries of defense material) and obtains 
as a difference the necessary reduction of civilian output. It then esti- 
mates the independent change in: demand for civilian output that will 


1A paper presented in New York City, on December 29, 1941, to the Econometric 
Society at its annual meeting. 


*A report on the amount of taxes needed to avert inflation prepared by .Carl Shoup, 


Milton Friedman, and Ruth Mack for-the Carnegie. Foundation and the Institute of Public 
Administration. Since the report has not yet been made public, I am deliberately refraining 
from describing the estimating procedure in detail and also from appraising it:- 


” 
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occur if no new anti-inflationary measures are adopted. This is done 
by considering the changes in each component of capital formation (2.e., 
residential construction, inventory accumulation, plant and equipment 
expenditure, etc.) and the change in the propensity to. consume sepa- 
rately. In order to estimate the autonomous changes in the propensity 
to consume and in private capital formation it is, of course, necessary 
to work on certain hypotheses with regard to the distribution of income, 
the movement of prices, and so on. As a-first approximation the inde- 
pendent changes in the propensity to consume and in capital formation 
are estimated on the assumption that prices and disposable income of 
consumers are the same as on the base date. In estimating these changes 
an attempt is made to také into account the effects on demand of direct 
controls such as priorities and allocations and all other relevant factors. 
The estimated changes in the propensity to consume and in capital 
formation are then added to give the total estimated change in private 
demand for civilian goods.* This change in demand is then compared 
with the necessary change in civilian output. The difference is the 
amount of reduction in civilian demand that must be brought about by 
new measures of policy. 

If it is found that defense spending will increase by 15 and physical 
output will increase by 8, civilian output will have to decrease by 7. 
If it is found further that civilian demand at the disposable income of 
the base date will, independently of any new policy measure, increase 
by 2, then steps must be taken not only to prevent this increase of 
demand but actually to reduce demand by 7. In other words, a total 
reduction of demand by 7 ++ 2 or 9 is required. This figure, repre- 
senting the amount of reduction in civilian demand that must be brought 
about by special measures, is the inflationary gap according to one defi- 
“nition. l 

In computing the severity of the measures required to eliminate this 
gap, it is of course necessary to take into account their secondary ef- 
fects. It is also necessary to consider what steps are required to fulfill 
the assumption on which the estimates of change in demand were based. 
Since the gap was computed on the assumption that disposable con- 
sumer income remained unchanged, a gap of zero would still require new 
measures to be taken. It would still be necessary to keep disposable con- 
sumer income the same as it was on the base date, and this would 
require some kind of action. Thus the quantitative amount of special 
measures needed would differ from the gap itself on tbis definition of 
the gap. 

To be strictly correct each of these two components of civilian demand should be re- 


approximated to take into account the estimated change in the other component. The 
authors of the report found this to be unnecessary in practice. 
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This definition of the gap measures the amount by which investment 
plus the propensity to consume at base date prices and base date dis- 
posable consumer incomes exceeds the investment and the propensity 
to consume which would be consistent with equilibrium of demand and 
supply. This gap does not measure the increase of investment and total 
consumption that would occur if no measures were taken to preserve 
equilibrium, for if no measures were taken the excessive investment and 
consumption would have secondary effects which would further in- 
crease demand. These secondary effects are not measured. This pro- 
cedure tries to avoid dealing with the functional relationships which 
would be needed to estimate these secondary effects. For example, it 
does not deal with the curves of the propensity to consume. It deals 
with those points on the curves that correspond to the consumer dis- 
posable income of the base period. In other words, this method does not 
measure what would happen if equilibrium is not preserved. It simply 
estimates the conditions for equilibrium. 

2. A second method, developed in the Office of Price Administration, 
attempts to work with a logically complete system of interdependent 
quantitative relations representing the demand for goods. In using these 
relations, however, an attempt is made to take into account new factors 
that modify them, such as priorities, allocations, rationing, inventory 
control, etc. Beginning with independent estimates of government ex- 
penditures and exports and using certain multiplier relations, the total 
expansion of national income is worked out. The estimates of govern- 
ment expenditure are, however, first analyzed to see what quantity of 
various durable goods production they imply. These estimates are in 
turn compared with the capacity for producing the more important 
durable goods in order to estimate the limitations that will have to be 
placed on civilian durable goods expenditure by the allocation authori- 
ties. In solving the system, the demand for these goods i is not-permitted 
to rise above these limits. 

This restriction is an explicit recognition of a point often neglected 
in discussion of inflation: that allocations and price control limit not 
only the quantity of scarce goods that can be bought but also the de- 
mand for them. If firms cannot get materials required for capital ex- 
penditures they will not bid for them and the expenditures will not be 
made. Furthermore, if a business cannot make a capital expenditure, 
it is unlikely to divert the funds to any other purpose that will result 
in new spending and therefore no offsetting increase in demand is likely 
to occur. In the case of scarce consumer durable goods some diversion 
of expenditure is likely to occur. Allowance is made for this in the 
. calculations: Total consumer demand is reduced by less than the reduc- 
tion in demand for the scarce consumer commodities. 
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The solution of the system gives, simultaneously, ‘otal effective de- 
mand for all goods, net corporate saving, various types of tax receipts, 
consumer disposable income, consumer expenditure, etc. 

These results are then compared with the practically attainable na- 
tional product measured in the prices at which stabilization is desired. 
The excess of the calculated total effective demand over this practically 
attainable total supply represents an inflationary gap, which may be 
called the total income gap. The excess of consumer expenditure over 
the consumer expenditure that could be satisfied at the desired price 
level, which can also be obtained by this procedure, represents another 
inflationary gap which may be called the consumer expenditure gap. 
The calculated consumer expenditure implies a calculated consumer 
income after taxes. The level of consumer expenditure that can be 
satisfied at the desired prices of consumers’ goods also implies a certain 
level of consumer income after taxes. The difference between this calcu- 
lated and the equilibrium consumer incomes after taxes represents an- 
other inflationary gap, which may be called the disposable consumer 
income gap. There are still more inflationary gaps that could be enumer- 
ated, but further enumeration would add nothing. 

All the gaps that emerge from this second procedure differ from the 
gap obtained in the Shoup-Friedman-Mack procedure in being total 
gaps; that is, they are the excess of total income (or of consumer ex- 
penditure or of disposable consumer income) after allowance is made 
for the secondary spending. The reduction of investment which is re- 
quired to eliminate these gaps is a fraction of them. The Shoup- 
Friedman-Mack gap, on the other hand, might be called a primary 
or a saving-investment gap. It does not take account of secondary 
spending that would take place if it is not eliminated. It will always 
be less than the total income gap unless there are no secondary effects. 

Still another gap is the tax gap, or the amount of taxes that would 
have to be raised to eliminate the gap. Within this category there are 
two cross-classifications. 

(a) The amount of taxes required to eliminate one gap is not neces- 
sarily the same as the amount required to eliminate another. For ex- 
ample, the consumer expenditure gap might be eliminated by one 
amount of taxation while a higher amount might be required to 
eliminate the total expenditure gap. In other words, there are several 
tax gaps depending upon what excessive demand one wishes to elimi- 
nate. 

(b) The amount of additional revenue required to achieve any given 
reduction of demand depends on the nature of the new taxation. New 
revenues of 2 billion dollars raised by a sales tax may be equivalent 
to additional revenues of 4 billion dollars raised primarily from corpora- 
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tions and individuals with high incomes, so far as their effect in reducing 
consumption is concerned. For this reason there are any number of 
tax gaps corresponding to each desired reduction of demand. 


The relation between the many concepts of the gap can best be 
shown by setting up a system in which all the relevant factors are in- 
cluded explicitly, but I shall not here introduce a set of equations for 
that purpose. It is sufficient to emphasize that there are many variations 
of the inflationary gap and that a mere statement that some expert 
estimates the inflationary gap at so-and-so many billion dollars means 
nothing unless he specifies what concept he is using. Even that would 
be hard to specify until there is some standard terminology for the dif- 
ferent variations. It will usually be necessary to examine the statistical 
procedure to find out for oneself. Without such an examination both 
agreements and serious disagreements as to the prospects for inflation 
may be concealed. Two experts may come out with the same figure yet 
one may be estimating the primary gap and the other the total gap. 
The former estimate may actually imply a pressure of demand two or 
three times the magnitude of the latter, but without examination the 
two will appear to agree. Let me say that this is not merely a theoretical 
possibility. . 

Analyses of the gap type appear to assume that there is a unique 
supply curve for output as a whole, at least with any given composition 
of total demand: This follows from the implication that, with given 
physical productive capacities, rising prices can be prevented only by 
restricting demand. The problem is usually stated in terms of what 
amount of demand is consistent with maintenance of base date prices. 
The answer is usually found by comparing demand with the physical 
potential valued at those prices. When the problem is stated and an- 
swered in this way, there is an implication that the supply curve is not 
only unique but is infinitely elastic at the base date prices up to the 
point where this potential output is produced. — 

To avoid such an extreme implication, a more careful statement is 
required. The question might be asked in this way: What increase of 
demand is compatible with an increase of prices not exceeding a certain 
desired percentage? The answer.would then be found by solving for the 
increase which made demand equal the supply that could be produced 
at this maximum desired price level. If output is not infinitely elastic 
up to full capacity, this supply which determines the maximum per- 
missible demand is lower than that which the economy is physically 
capable of producing. In other words, before the gap can be measured 
it is necessary to decide what expansion of output is attainable with 

what price increase and it is further necessary to decide what com- 
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promise is to be made between rising prices on the one hand and sacri- 
fice of production on the other. 

It may be argued that no sacrifice either of price stability or of output 
is necessary, that demand should be permitted to rise to the maximum 
possible output, measured in base date prices, and that those prices 
can be maintained by direct price controls. If price controls are neces- 
sary before maximum output is attained, the supply curve must have 
a finite elasticity, and if it is a unique supply curve the maintenance of 
base date prices by direct controls would inhibit output. It follows, 
therefore, that those who believe both that direct price controls are 
necessary and that they will not prevent the attainment of maximum 
output do not believe that there is a unique supply curve. 


Let us turn now to the policy implications of gap analysis. It is usually 
applied in connection with tax policy in order to determine the desirable 
amount of additional taxation. Even if one accepts the assumption that 
price stability should be sought by restraining the growth of demand, 
one may measure the inflationary gap without getting any guidance 
whatever as to how far demand ought to be restrained by taxation. It 
must be remembered that increased taxation is only one of several 
methods of affecting demand. Its effects are distributed fairly generally 
over the objects of expenditures and it can be focused on particular 
types of goods only to a limited extent. The gap, on the other hand, 
does not necessarily imply a general excess of demand. The fact that 
it is usually derived and expressed in terms of global income and ex- 
‘penditure figures makes it easy to forget this fact. The gap is a sum- 
mary expression reflecting a total of many separate excesses of demand 
over supply at the desired prices for many different commodities. 

For the determination of policy it makes all the difference in the 
world how these separate excesses are distributed. If demand is gener- 
ally excessive in terms of potential output at the desired prices for all 
types of goods, durable and nondurable, producers’ and consumers’, 
general measures of the income tax variety are appropriate. If the 
total gap is composed only of excessive demand in the durable goods 
field, however, and not at all in the field of nondurable consumers’ 
goods, measures that affect primarily the demand for the latter are not 
particularly helpful. 

The basic economic fact here is that resources are not perfectly 
fluid. If the output and the productive resources that satisfy consumers’ 
demand for nondurable goods cannot be used to satisfy the excessive 
demand, as is the case with regard to the matériel component of defense 
expenditures, then no purpose is served by restricting demand for the 
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goods that are not scarce. Where this is the case it is far more appro- 
priate to use measures that restrict demand for particular services, 
for example, allocation and rationing. 

If the expert tells the policy maker only the amount of the total gap, 
he is not giving sufficient assistance in the formulation of policy. The 
very least that the policy maker ought to require of the expert is an 
estimate of the composition of the gap as between broad classes of 
output. For this purpose output should be classified according to the 
resources required in production. Theoretically, goods that require the 
same sort of resources should be in one class; other goods that cannot 
be produced with those resources should be in different classes. In 
practice some part of the resources required to make one product will 
almost invariably be of some use in producing some other, so no detailed 
classification can be perfect in practice. But a grouping into durable 
and nondurable goods is extremely useful. The gaps in each group 
should be estimated separately. Then the policy maker has some guid- 
ance as to what sectors of the economy his policies should be designed 
to hit. The measurement of the excess of total demand over the level 
desired is only a first step or a summary expression. If no breakdown 
of total demands and supplies is provided, the gap is merely a sum- 
mary measure of the aggregate inflationary pressure. If the existence 
of a total gap is carelessly assumed to imply the existence of a general 
gap, the concept may be more dangerous than helpful. 


Office of Price Administration 
Washington, DC. 


It. DISCUSSION OF THE INFLATIONARY GapP* 


By Mitton FRIEDMAN 


Driving along the beautiful Skyline Drive in Virginia recently, we 
passed Lands Run Gap, and then Compton Gap. A bit later another 
sign came into view. I expected it to read Inflationary Gap, but it was 
only Jenkins Gap. Again and again I was disappointed. Inflationary 
Gap never appeared. And this was entirely appropriate: Inflationary 
Gap is never of the past or the present; it is always in the future. 

The inflationary gap is one of those ex ante concepts with which 
recent theory has made us all familiar. Double entry books always 


* At the request of the editor, Mr. Friedman has contributed this discussion of the subject 
matter of Mr. Salant’s paper. 
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balance, aside from numerical errors. Expenditures by consumers must 
always equal receipts of sellers. But expected expenditures by con- 
sumers during some future period need not equal the value at some 
specified price level of commodities and services that will be available 
for sale. It is this difference between expected expenditures and the 
value of goods expected to be available that constitutes the inflationary 
gap—at least, in one of its variants. 

When the future has become the past, the books will still balance; 
expenditures will equal receipts; and the inflationary gap for that 
period will be no more. How does the gap between expected expendi- 
tures and expected value of goods available work itself out? How does 
it lead to the particular level of expenditures and receipts that is real- 
ized? Speaking loosely, how is the gap closed? 

The adjective “inflationary” implies one method whereby the gap 
may be closed; namely, through a price rise. But this implication is 
in many ways misleading. The mere revaluation of the goods available 
for sale does not by itself close the gap; it is the redistribution of 
income and the change in spending-saving habits accompanying a 
price rise that closes the gap. And a price rise is not the only way in 
which the gap may be closed. 

Suppose that, at some specified price level, the value of resources 
(including, of course, enterprise) expected to be employed in the forth- 
coming period is $100; that half of these are expected to be utilized, 
directly or indirectly, by government in producing goods that will not 
be available for sale, and the other half by industries producing con- 
sumer goods; that no consumer goods are available for purchase except 
from current production; that there are no taxes; and that all pay- 
ments for resources constitute individual income (ż.e., in the terminol- 
ogy of national income, that there are no “business savings”). Under 
these assumptions, the aggregate income of individuals would be $100, 
and the aggegate value of goods available for purchase (at the assumed 
price level) would be $50. Suppose, further, that at the assumed price 
level and with an income of $100, individuals would want to spend $70 
on consumer goods. The inflationary gap—or that variant of it desig- 
nated by Mr. Salant as the primary consumer expenditure gap—would 
be $20. 

With $70 trying to buy goods, and $50 worth of goods available, at 
the assumed price level, it may seem that a 40 per cent price rise would 
close the gap by making the aggregate value of the goods equal to 
$70. But if this were to happen, aggregate income would no longer be 
$100. If, for the moment, we assume other things unchanged, govern- 
ment would be spending $50, consumers would be spending $70, and 
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aggregate income would be $120. The increase in the price of consumer 
goods means an increase in payments to some resources and, hence, 
in their price. If government, to compete, should have to raise the price 
paid to comparable resources, total-income would rise even more—at 
this stage, to $140. But with a higher price level and a higher income, 
consumers will want to spend more than $70. Indeed, if the aggregate 
spending-saving pattern were unchanged, they would want to spend 
70 per cent of their unchanged real income, or $98. At the new, higher 
price level, then, there is a gap of $28, replacing the initial gap of $20. 
In short, if consumers were to insist on spending 70 per cent of income, 
and government were to insist on employing half the resources, the 
immovable object would be meeting the irresistible force. 

The answer to this dilemma is, of course, that a price change does 
not involve merely a revaluation of goods and of incomes. Because of 
frictions and lags, price changes lead to a redistribution of incomes and 
to a change in spending-saving relationships. The initial increase in 
income from a price rise is likely to be concentrated in the hands of 
recipients of profits, a group that tends to receive fluctuating Incomes 
and accordingly to save a disproportionately large part of any increase 
in income. Moreover, the receipt and spending of incomes are not 
simultaneous. All along the line, it takes time for recipients of higher 
incomes to readjust their spending patterns. Finally, competitive 
readjustments of resource prices take time. While employing, in some 
sense, half the real resources, government may not disburse half the 
money income. Under conditions like the present, of course, this last 
adjustment is likely to be concealed. The initiating impulse is arising 
from the government, not the private, sector. Government, in bidding 
away resources from the private sector, is raising the prices of re- 
sources. The share of money income it is disbursing may well be larger 
than the share of resources it is employing." The point is that the 
secondary changes in the private sector make this difference less than 
it would otherwise be. z 

A price rise will close the gap, therefore, by changing the ratio of 
saving to spending and by changing the ratio of the value of goods 
available for sale to the total value of goods produced. At the end of 
the period, the balanced books will show a percentage of income saved 
exactly equal to the percentage of income disbursed in the production 
of goods not available for sale. In our simplified example, if we assume 
that government throughout disburses half the income, the balanced 
books will show that individuals have saved half their income. 


” These are inexact statements, touching on the extremely troublesome problem of defining 
the volume of real resources in other than monetary terms. 
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How large a price rise will be required depends on the speed with 
which readjustments take place. If, for example, labor is quick in de- 
manding and successful in obtaining higher wages when profits rise, 
and consumers are quick in interpreting rising prices as a forerunner 
of further price rises and hence in increasing their expenditures, a very 
large price rise may be required, and conversely. The same primary 
gap may, therefore, be associated with a wide range of price changes. 

Even in the absence of direct government intervention, a price rise 
and the attendant redistribution of income is not the only way in which 
the gap might be closed. For example, to take a highly unreal extreme, 
sellers of consumers’ goods might simply refuse to raise prices despite 
the high level of demand, permitting, instead, their shelves to empty 
and bare-shelves rationing to replace price rationing. Consumers would 
then be forced to save $20 more than they wanted to. This type of 
behavior by sellers would, in practice, be rare; but to whatever extent 
it occurred it would help to close the gap. 

Again, aside from the increase in savings as a result of the redistri- 
bution of income, savings might increase because of a “buyers’ strike” 
—tnable to obtain the desired goods at accustomed prices, buyers might 
simply refuse to purchase at higher prices. This type of behavior is 
contrary to experience, which reveals a higher percentage of income 
spent on consumption goods, the lower the real income. But it is not 
entirely inconceivable under wartime conditions and psychology. 

Finally, the gap might be closed by changes arbitrarily ruled out in 
our simplified example. As Mr. Salant quite properly points out, aggre- 
gate output—at least “economic” output—is not unique. A price rise 
might mean a larger output than the $100 assumed in our example, 
and hence more goods available for sale. And goods can be made avail- 
able for sale not only from current production but also from capital. 
Such an increase in goods sold does not increase incomes; it merely 
substitutes one form of asset for another—-money for goods. 

Under these conditions, it may well be asked what significance can 
be attached to the number describing the primary expenditure gap— 
in our example, $20. The primary expenditure gap—the concept most 
frequently used in measurements of tke gap—is significant in only two 
ways: (1) It measures the amount by which the estimate of voluntary 
savings at the assumed income level would have to be in error in order 
that the gap should be the product of statistical error rather than of 
economic reality. If the statistician had underestimated voluntary sav- 
_ ing by $20, there would in reality be no gap. (2) It measures the task 
of one of the many public policies that might be used to close the gap; 
namely, a campaign to stimulate “voluntary” savings. In terms of our 
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example, such a policy, in order to succeed, would have to induce con- 
sumers with an income of $100 to save $20 more than they would want 
to save in the absence of such a campaign. 

The $20 that measures the primary expenditure gap does not, as is 
often mistakenly supposed, measure the amount that would have to be 
raised in taxes to close the gap. If, in our example, $20 were withdrawn 
in taxes, consumers would have available $80 for saving and spending— 
at the assumed price level. Out of $80 of income, they would presum- 
ably want to spend less than $70 but more than $5 0, since a reduction 
in income ordinarily reduces both saving and spending. In order to 
eliminate the gap, enough would have to be withdrawn in taxes to re- 
duce disposable income to a level at which consumers would want to 
spend $50. This would clearly require more than $20, how much more 
depending not only on saving-spending habits but also, as Mr. Salant 
has pointed out, on the kinds of taxes imposed. 

An analysis directed toward policy should not, therefore, stop with 
an estimate of the primary expenditure gap. It should take as its func- 
tion the evaluation of the quantitative aspects of the alternative meas- 
ures that might be taken to close the gap. Such an evaluation is essen- 
tial to an intelligent choice among measures or an intelligent combina- 
tion of measures. It is not enough to list the various measures that 
might be taken: direct stimulation of savings; reduction of consumer 
income through taxation or compulsory savings; indirect stimulation 
of savings by rationing some goods and thereby narrowing the range of 
goods freely available for purchase, or by imposing restrictions on con- 
sumer credit; rationing of over-all purchasing power; reduction of ex- 
penditures by industry on non-war capital formation, and by state, 
local, and federal governments on non-war activities; prevention of 
wage rises; elimination of overtime payments; etc. There is needed, 
in addition, quantitative estimates of the contribution that would be 
made by each possible variant of each measure, and by combinations 
of different measures. The ideal would be a series of indifference sur- 
faces, so to speak; ż.e., a list of the alternative combinations of poli- 
cies that would serve to ‘close gaps, however defined, of alternative sizes. 

The analyses that have so far been made fall far short of this ideal. 
In the main they have been directed at measuring either the primary 
expenditure gap—the measure appropriate for a policy of direct stimu- 
lation of savings; or the tax gap—the measure appropriate for a policy 
of reducing consumers’ disposable incomes through taxation. True, 
these studies have attempted to take into account the effect of other 
policies, in so far as these policies could be foreseen. But only to a 
minor extent have they attempted to state the consequences of exten- 
sions of the other policies—to say, for example, that this and this ex- 


1942 | FRIEDMAN: THE INFLATIONARY GAP 319 


tension of rationing would change the amount of taxes needed by this 
and this amount. 

Mr. Salant stresses the importance of a somewhat different elabora- 
tion of the estimates—a breakdown of the gap among broad classes of 
output. He considers such a breakdown vital for policy purposes be- 
cause, in his view, “general measures of the income tax variety are ap- 
propriate” primarily “if demand is generally excessive in terms of poten- 
tial output at the desired prices.” This apparently innocent statement 
conceals a joker—‘at the desired prices.” The composition of the gap 
is determinate only at specified relative prices for different classes of 
goods.° It can be anything at all if relative prices are permitted to vary. 
Mr. Salant’s policy conclusion is valid only if (1) stabilization of par- 
ticular prices as well as of the general level of prices is desired, or (2) 
relative prices are generally and necessarily rigid. Neither point seems 
to me to be acceptable. General measures of the income tax variety 
seem appropriate under almost any circumstances—certainly any that 
are at all probable in the United States. The price system seems the 
least undesirable method of allocating the limited resources that will 
be available for the production of civilian goods. If they could be con- 
structed, breakdowns of the type suggested by Mr. Salant would be 
desirable under alternative relative prices, not for determining basic 
policy, but rather for estimating the relative price changes that would 
be likely to occur. 

The present state of gap analysis is unsatisfactory not only because 
it does not go far enough, but also because the estimates that are made 
are subject to such wide margins of error. At the present stage of our 
knowledge of the functioning of the economic system, estimating the 
gap 1S a presumptuous undertaking. One of the main by-products of 
attempting to do so is a keener realization of how little we know about 
the quantitative interrelationships of the economic system, and how 
much there is to know. To estimate the gap, and the consequences that 
will flow from it, requires precise and quantitative knowledge of the 
process of economic change—of how impulses are transmitted through- 
out the economic system, of lags in adjustment, technical possibilities, 
and human reactions. 

Useful estimates are possible at all only because of the special cir- 
cumstances of the moment. The necessities of war require an ever- 
increasing stream of expenditures whose desirability is unquestioned. 
These expenditures constitute the dominant factor making for expan- 


*It should be noted that the aggregate amount consumers will want to spend out of a 
given income may also be affected by the relative prices of different classes of goods even 
if the general level of prices is, in some sense, fixed. But this effect would presumably 
be of secondary importance. 
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sion of money incomes. The direction of the change in expenditures is 
known: so long as war continues, expenditures will increase and not 
diminish. The magnitude of the change can be forecast with reasonable 
accuracy for short periods. Many factors that would be important to 
the estimator in ordinary times have no independent influence in war- 
time. For example, non-war capital formation is subject to direct con- 
trol and is determined by availability of materials rather than profit 
possibilities. The factors that determine capital formation in peace- 
time can be almost entirely neglected and attention concentrated on 
productive potentialities. Finally, possible discrepancies between the 
amount consumers want to spend and the value, at specified prices, 
of the goods available for purchase are so large that even substantial 
errors of estimate will not alter major policy implications. 

The development of methods for estimating the gap and the apparent 
usefulness of the resulting estimates for public policy during wartime 
have led many to suppose that a new technique has been developed for 
guiding public policy in peacetime. As the preceding paragraph indi- 
cates, this is an illusion. Gap analysis has added nothing to our under- 
standing of economic change. We know no more now about how the 
business cycle runs its course than we did before. The special circum- 
stances of a war period make it possible to use this imperfect knowledge 
to construct quantitative estimates that are useful for policy purposes. 
When these special circumstances have passed, the problems that 
plagued us before will plague us again. 


Washington, D.C. 


THE MEASUREMENT OF STATISTICAL COST FUNCTIONS: 
AN APPRAISAL OF SOME RECENT CONTRIBUTIONS’ 


By Hans STAEHLE 


“When you cannot measure, your knowledge is of a meager and un- 
satisfactory kind.” This famous statement of Lord Kelvin’s may be 
paraphrased to the effect that, whenever attempts at measurement of 
previously unmeasured quantities and relationships are made, under- 
standing and knowledge, if only of the complexities of the subject, are 
certain to be furthered. I shall pass in review, and appraise, a recent 
newcomer in the long series of efforts at quantification i in economics, 
the literature on statistical cost functions. 

The subject invites comparison ‘with a closely associated develop- 
ment, the measurement of demand functions. From Gregory King to 
Marschak’s most recent contribution, the process has been one of ever 
closer interpenetration of facts and theory. It is typical, for instance, 
that even to Marshall, aware though he was of the influence of factors 
other than price, elasticity of demand exclusively meant elasticity 
with respect to price, all other factors expressing their influence 
through either shifts or distortions in that price-quantity function. 
Marshall never used the concept of income-elasticity of demand. It 
was for H. L. Moore, the econometrician, to develop the idea of gen- 
eralized partial elasticity coefficients of demand. As to the particular 
dependence of demand upon income and its elasticity, a relatively 
recent, and essentially measurement-inspired addition to the econo- 
mist’s toolbox, its possibilities for the further development of theo- 
retical reasoning have already been exploited by Bowley and Alien, 
and have certainly contributed to shape Hicks’s ideas. In other words, 
Marshall, the theorist, could afford to be content with stating the “law 
of demand” ceteris paribus. But attempts at measurement very soon 
made it necessary to find out what exactly the more important ones 
among the “other things” really were. For measurement of the price- 
quantity function is possible only if the influence of the cetera is suc- 
cessfully eliminated, and in order to eliminate we must know what and 
how much. The devices invented for the purpose of isolating what to 
Marshall was tke law of demand have in turn proved stimulating to 
reasoning of a purely theoretical kind. 

Later I shall examine whether a similar development can be expected 


*A paper presented at a joint meeting of the American Economic Association and the 
Econometric Society, held in New York, December 29, 1941. 
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in consequence of past and present endeavors in the field of cost 
measurements. 

Similar in this respect to the theory of consumers’ choices, the theory 
of short-run producers’ behavior proceeds on the basis of a simple 
postulate of rationality. As Cournot put it in 1838, “the producer [he 
was speaking of a monopolist] will always stop [expanding his out- 
put] when the increase in expense exceeds the increase in receipts”; 
or, as we would say today, when marginal cost (increasing or con- 
stant) equals marginal revenue (constant or decreasing). Cournot 
then goes on to say that he will scarcely have occasion to consider 
directly the total-cost function, but only its derivative, 7.e., marginal 
costs, the shape of which exercises the largest influence upon the solu- 
tion of the principal problems of the science of economics.” 

It is not idle to quote these remarks, not only because it never can 
be idle to read and quote Cournot; they also directly apply to all the 
statistical work which has been done in our field. Although each one 
of the authors finds it necessary to start out by measuring the total- 
cost function, all their work aims in the end at determining short-run 
marginal costs as a function of output. All these studies, in other words, 
by endeavoring to find a numerical expression for the function con- 
necting marginal costs with output, are in fact, if not in intention, 
attempting to throw light upon the rationality of entrepreneurs’ be- 
havior. It would indeed be difficult to see why, if not for that reason, 
the measurements are undertaken. 

In reviewing the literature on the subject I cannot hope to be com- 
plete. I shall therefore first list what appear to be the main contribu- 
tions, and then briefly consider what methods were used to construct 
the relationship between output and costs; what concrete results have 
been reached, and what significance these results possess in relation 
to (1) the goal of the measurement itself, (2) business practice, and 
(3) cost theory. In a final section I shall try to speculate as to future 
possibilities. 

I 


Every field has its pioneers. With due reservation regarding the 
probability that Professor Viner will soon discover, if he has not al- 
ready done so, a still earlier contribution, I wish to discuss as the first 
item in my list a brief article by an Austrian writer, Wilhelm von 
Nordling, on “Le Prix de Revient des Transports par Chemin de Fer” 
(Cost of Production of Transportation by Railroad”).° That article 


7A. Cournot, Principes Mathématiques de la Théorie des Richesses (Paris, 1838), p. 65; 
Bacon’s translation, p. 59. 


? Published in the Annales des Ponts et Chaussées for 1886 (1° sémestre), pp. 292-303. 
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must not be considered as a curiosum only. Its scientific value, even 
for the present day, will become apparent in the summary that I shall 
give of it later. May I merely mention that I found it quoted in an 
important lecture delivered by Emile Cheysson, the well-known French 
social reformer and pupil of Le Play, under the title of La Statistique 
Géométrique, Méthode pour la Solution des Problèmes Commerciaux 
et Industriels (“Geometrical Statistics, A Method for the Solution of 
Commercial and Industrial Problems”) in which Cheysson not only 
evolves a scientific program which sounds very much like Frisch’s in- 
troductory address at the first meeting of the Econometric Society at 
Lausanne in 1931,° but also attempts to determine the Cournot point 
in a concrete statistical case. It is of interest to note that, in the article 
devoted to Cheysson in the Encyclopaedia of the Social Sciences’ it is 
said that he “contributed nothing new to sociology or economics.” 

My second item is a contribution by Ehrke and Schneider published 
in 1933, in the former’s book on Overproduction in the Cement In- 
dustry. 

I shall further consider the studies by Yntema,® and Ezekiel and 
Wylie, on the United States Steel Corporation, both published in 1940, 
and, of course, Dean’s various studies, the first of which appeared in 
1936.*° 

I shall have no time to consider the various studies dealing with 
farm management problems,” nor the so-called break-even charts de- 


In the Annales, the author’s name is, with typically French neglect for “umlaut,” given 
as “W. Nordling, ancien directeur général des chemins de fer au Ministère du Commerce 
a Vienne.” There is no doubt, however, that W. Nordling is identical with Wilhelm von 
Nordling, k.k. Sectionschef und General-Director des österr. Eisenbahnwesens a.D., who 
in 1885 published a book Die Selbstkosten des Etsenbahn-Tranusportes und die Wasser- 
strassen-Frage in Frankreich, Preussen und Oesterreich, Vienna. This book, though full of 
statistical data, contains no study of cost functions, 

*Paris, Publications du Journal Le Génie Civil, 1887. 

5 Econometrica, vol. 1, no. 1, pp. 74-76. 

° Vol. 3, p. 371. 

*Kurt Ehrke, Die Uebererzeugung in der Zementindustrie von 1858-1913 (Jena, 1933), 
especially pp. 276-310. 

* United States Steel Corporation, T.N.Z.C. Papers, vol. I, pp. 223-302, also printed in 
Hearings before the Temporary National Economic Committee, Pt. 26, Iron and Steel 
Industry, pp. 14032-82. 

°’ Kathryn H. Wylie and Mordecai Ezekiel, “The Cost Curve for Steel Production,” 
Jour. of Pol. Econ., vol. XLVIII, Dec., 1940, pp. 777-821. See also by the same authors 
“Cost Functions for the Steel Industry,” Jour. Am. Stat. Assoc., vol. 36, March, 1941, 
pp. 91-99. 

Joel Dean, Statistical Determination of Costs, With Special Reference to Marginal 
Costs (Chicago, 1936); and Statistical Cost Functions of a Hosiery Mill (Chicago, 1941); 
and The Relation of Cost to Output for a Leather Belt Shop (New York, Nat. Bur. Econ. 
Research, 1941). See also Am. Econ. Rev. Suppl. vol. XXX, March, 1940, pp. 400-03. 

™ See, e.g., the studies quoted by E. H. Phelps Brown, Econometrica, vol. 4, pp. 123-37. 
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veloped by, e.g., Bolza”? and Rautenstrauch,* nor finally the impor- 
tant work of Schmalenbach* and his school.” I also shall have to omit 
consideration of one attempt to measure a long-run cost curve (or 
envelope function) which Dean has produced but not yet published. 


II 


Granting these limitations of the subject, the great similarity in the 
problems encountered by the various authors, and in the methods they 
chose to solve them, suggests something of a necessity inherent in 
their task. 

It is the aim of each one of these writers to isolate, from among the 
many factors that influence costs, the wef influence of changes in the 
rate of output. In order to do this, each one attacks the problem by 
studying total costs, though they all are also, if not mainly, interested 
in marginal costs, Each one (with the exception of Ezekiel-Wylie and 
Ehrke-Schneider) runs up against the problem of measuring the vol- 
ume of a diversified output. Each one has to face the problem of “tech- 
nological change,” and of possible change in the size of equipment, as 
one of the major factors to be eliminated. Finally, each one is com- 
pelled to consider the separation of costs which are not in the most im- 
mediate sense direct ones into those which depend on the lapse of 
time, and those which depend on utilization. 

Von Nordling definitely sets out to obtain the relationship between 
costs and output when equipment is given. He carefully points out 
that what matters is not average cost, but only “the increment in ex- 
penditure necessary to transport one ton-kilometre more or, which 
amounts to the same thing, the saving that would be consequent upon 
the transportation of one ton-kilometre less.” “Interest on invested 
capital,” he goes on to say, “will not be part of costs thus understood, 
for interest is a permanent, invariable charge, independent of tonnage.” 
He is aware of the problem involved in measuring output, consisting 
as it does of both passenger and merchandise traffic, and he adopts, 
after detailed justification, the convention of giving equal weight to a 
ton-kilometre of merchandise and a passenger-kilometre. Among the 
reasons for the adoption of this weighting system are considerations 
of the relative variable costs per unit. He then chooses from among 
the various railway systems existing in Austria at that time those for 


” Hans Bolza, “Kostenstudien mit Erfahrungszahlen aus der Praxis,” Nordisk Tidsskrift 
for Teknisk Økonomi, June, 1937, pp. 97-109. 


2 Walter Rautenstrauch, The Economics of Business Enterprise (New York, 1939), pp. 
303-09. 


“E. Schmalenbach, Selbstkostenrechnung und Preispolitik (Leipzig, 1934). 
** Reinhard Hildebrandt, Herbert Peiser, and others. 
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which in at least two, not necessarily consecutive, years the length of 
line operated remained as nearly constant as possible while at the same 
time large variations in the volume of transportation occurred;** and 
from the cost information available for the years thus chosen he then 
determines the total number of ton-kilometres supplied during the 
year (x) and the total variable costs (ż.e., other than interest on 
bonds) (y) per kilometre operated. He shows himself surprised and 
delighted—and both these emotions are fully justified—to find that 
these points, though relating to various different enterprises, when 
plotted in a single graph, very closely approximated a continuous 
function, showing when extrapolated a small intercept with the cost 
axis, and a constantly decreasing slope. He correctly identifies the 
slope of the radius vector as average cost per unit (y/x), and the slope 
of the tangent to his function as marginal cost (dy/dx). And then he 
does something very surprising: he writes the ratio of marginal and 
x dy 


y dx 

Though unwittingly, von Nordling thus seems to be the first man to 
have printed the celebrated elasticity formula. For although Marshall 
found it on a Palermo hotel roof in 1881," he did not publish it until 
1890, in the first edition of the Principles. As to von Nordling, he 
merely uses it to study the fluctuation of the ratio of marginal to 
average costs over the observed range of output (where he finds it 
to be consistently less than unity) and to predict that it would increase 
to unity if observations for larger output rates were available. 

This brief summary of von Nordling’s article is far from exhausting 
all that is of interest in it. But it is sufficient to show that his results 
are far from negligible, that he saw and successfully solved each one of 
the major problems above listed, and that in at least one important 
respect he went beyond what has since been done in this field: he 
attempted a comparison of cost conditions in firms belonging to the 
same industry, a suggestion which seems full of promise, as I shall 
mention in my concluding section.” 

It is now necessary to pass to a brief consideration of later con- 


average cost thus: 





1 Compare this to Dean’s Leather Belt Shop study, p. 11: “The period . . . was chosen 
because it fulfilled the following conditions most satisfactorily: (1) The rate of output 
and other measurable cost determinants varied sufficiently to yield observations over a 
wide range... . (3) The plant and equipment remained unchanged during the analysis 
period, permitting the observation of short-run adjustments uninfluenced by long-run 
changes... .” 


A.C. Pigou, ed., Memorials of Alfred Marshall (London, 1925), p. 45. 

8 The only other attempt in this direction, though seriously imperfect in other respects, 
is a hitherto unpublished paper by Ernest M. Doblin who investigated costs in different 
steel companies. 
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tributions. A detailed description, however, seems unnecessary, since 
the relevant publications are easily available and I therefore assume 
that they are known. 

The common basic material seems to consist of data taken from the 
accounting records either as published, or directly. In some cases, ad- 
justments were made to redistribute depreciation charges in what 
seemed to be a more rational way. Efforts were also made to ensure 
that costs and output data related to the same unit period. Finally, 
wherever possible and necessary, the cost data were corrected for 
changes in factor prices, a practice on which I shall make some com- 
ments later. All this, however, though obviously of great consequence 
for the results, is neither very startling nor very interesting. I have 
nothing worthy of mention to offer in these respects and had better 
refer for a thorough treatment of some of them to a recent article by 
C. Reinold Noyes.*® The two real problems in all this seem to be the 
measurement of output when production is diversified, and the elimina- 
tion of technological change, and/or of changing size of the firm when 
that sort of thing occurs. 

First, as regards measuring output (a problem absent in Ehrke- 
Schneider’s case, but present everywhere else), the tendency often is 
toward solving it by weighting the quantity ratios relating to the 
various commodities by the relative direct, or variable, costs to which 
they respectively give rise. This practice seems highly objectionable, 
though it is difficult to see what other solution could be suggested. It 
indeed amounts to determining output by costs, z.e., to introducing a 
spurious dependence where measurement of an independent relation- 
ship is really wanted. Nor could that problem easily be solved, as far 
as I can see, by any sort of correlation set-up. 

Secondly, concerning technological change, the difficulties are truly 
insurmountable. There comes into being, of course, a new cost, if not a 
new production function, whenever such change occurs, and no amount 
of assuming, or fitting of trends to residuals will really do. Yntema has 
attempted the latter, and, without now going into a detailed criticism 
of his procedure, I merely wish to announce the appearance in a 
forthcoming number of the Review of Economic Statistics of a very 
thorough appraisal of both this and other aspects of Yntema’s study 
by Caleb Smith. 

Similarly embarrassing is the problem of changes in the size of the 
firm. Yntema, as well as Ezekiel-Wylie, did not do much, if anything, 


“Certain Problems in the Empirical Study of Costs,” Am. Econ. Rev., vol. XXXI, 
Sept, 1941, pp. 473-92. The same study also appeared as a “Memorandum on Costs in 
Relation to Output” as an appendix to Joel Dean’s study of a leather belt shop, above 
quoted. 
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about it. And yet it is important. For, even though technique may 
remain constant, Schneider’s “law of harmony’ will apply. That law 
states that full harmony in the structure of the enterprise only exists 
if an increase in fixed costs produces no more than a proportional 
increase in the rate of output possible without running into Increasing 
average costs, Or, in other words, minimum average costs may still be 
lowered, given marginal costs, as long as full harmony is not realized. 
Graphically, if in the adjoining diagram AB/BO < EF/BD, where 


TOTAL COSTS 
ve) 


O 


OUTPUT 


BD = AE, harmony has not been reached. Yntema, to the extent that 
he failed to take account of variations in the size of U. S. Steel during 
his period of observation, thus obviously runs the risk of overstating 
his marginal costs. Whether U. S. Steel during the relevant years was 
increasing or decreasing, Yntema’s results may well be of the nature 
of points G and H in the graph. 

As to Ezekiel-Wylie, they mostly have used percentage of capacity 
as the independent variable. But though satisfactory in that it seems 
to settle everything, this device is. very doubtful, in the light of Ter- 

2 See Ehrke, loc. cit., where Schneider (p. 290, footnote) attributes the first formulation 
of this law to Ivar Jantzen. A German translation of the most relevant parts of Jantzen’s 


original article is available in Erich Schneider, Theorie der Produktion (Vienna, 1934), 
pp. 83-92. 
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borgh’s excellent remarks” on the measurement of capacity even in 
ordinary plants. His reasons apply a fortiori to U. S. Steel. Moreover, 
the device does not do away with the point mentioned in the previous 
paragraph. 

Most other authors solve this problem by carefully avoiding it, t.e., 
by choosing their firms and periods such that both technological change 
and variations in size are absent, which indeed also is a solution, 
though not a very satisfying one. 

I may conclude this very sketchy review by mentioning the very high 
quality of the statistical work done by Dean. This, however, by no 
means exempts his results from the criticism which I shall later direct 
against the significance of all these studies. 

Now as regards the results, I already mentioned von Nordling’s. 
Yntema, Dean, and Ehrke-Schneider end up with linear total-cost func- 
tions, Ezekiel-Wylie with a function which exhibits a decreasing rate of 
increase. The latter result, I would not take too seriously. As Mosak” 
and others” have pointed out, plausibility is not one of its outstanding 
features. 

It is, finally, worth mentioning that Ehrke-Schneider are the only 
ones to have secured observations on those extreme reaches of the 
total cost curve where average costs decidedly increase. But it took 
the maximum maximorum in relative cyclical position to make that 
possible, Their cement factory worked beyond optimum capacity during 
two months out of a period of about fifty years, at the top not only of 
the Juglar, but also of the Kondratieff, in 1873. 


HI 


There is no reason, on grounds of theory, to be particularly upset by 
the conclusion which several of our authors have reached, namely, 
that marginal costs, instead of being U-shaped, seem to be constant 
over the whole of the observed range which, however, admittedly stops 
short of the probable point of optimum utilization of plant. All that 
this means is that an economic system in which such a condition holds 
rather generally, will be less stable than another in which U-shaped 
marginal costs predominate. And not one of the more competent 
theorists would need more than a moment’s notice to invent and build 
into a “model” the compensating stabilizers required to approximate 
that model ever more intimately to “reality” which (as it well known) 
does not show uninterrupted series of explosions but some sort of 


* George Terborgh, “The Problem of Manufacturing Capacity,” Federal Reserve Baul- 
letin, July, 1940, pp. 639-46. 


2J, L. Mosak, “Some Theoretical Implications of the Statistical Analysis of Demand and 
Cost Functions for Steel,” Jour. Am. Stat. Assoc., vol. 36, pp. 100-109, especially p. 104. 


2 Eg., G, J. Stigler, Am. Econ. Rev., Suppl., vol. XXX, March, 1940, p. 402. 
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stability. From under that old top-hat we may, to use Hick’s own 
image, confidently expect to be blessed with many more generations of 
lively rabbits. Economic theory, in short, cannot, quite apart from the 
Mises position, so easily be uprooted by any facts. In the particular 
case of constant marginal costs we are, thanks to Stigler,” in a position 
to look with equanimity upon any case of total-cost linearity that 
future measurements may grind out. 

This, however, does not exempt us entirely from a consideration of 
the validity of the results so far presented. In fact, there is considerable 
room for doubting precisely their linearity aspect. An i impressive array 
of arguments may be marshalled in this connection. I shall mention only 
a few points. 

1. As Ruggles” has shown, very slight deviations from linearity in 
the total-cost function would be sufficient to impinge curvature upon 
the marginal cost curve. 


2. Such deviations from linearity may easily occur for a inter of - 


reasons. For instance, the practice of straight-line depreciation fails to 
allow for the dependence of physical wear and tear upon output, thus 
understating costs at high, and overstating them at low, output levels. 
And negligible though that may appear, it might be just enough. to 
confer upon the total-cost function that small amount of inverted 
S-shapedness which would suffice to bend marginal costs into their 
conventional U-shapes. 

Furthermore, as Smith brings out in his forthcoming paper already 
quoted, in the event of a fairly long, say one-year, unit period, if the 
output is not spread evenly over each unit period, the use of the average 
rate of output during the period assumes a linear cost function and by 
this assumption biases the statistically determined cost function toward 
linearity, since the midpoint of a secant connecting any two points on 
a curve whose second derivative does not change sign lies closer to a 
straight line connecting the endpoints of the curve than does the 
corresponding point of the curve itself. 

As Smith also shows, if costs are adjusted for changes in factor 
prices to any given period, this runs counter to the fundamental 
assumption of rationality in entrepreneurs’ behavior and indeed de- 
stroys what evidence there may be of it in this important respect. If, 
in other words, the combination of factors used in the given period 
(to the prices of which the adjustment is made) was the most efficient 
one possible at the prices of that period, then costs in all other periods, 
when relative factor prices were different, would be overstated. This 

“G. J. Stigler, “Production and Distribution in the Short Run,” Jour. of Pol. Econ., 
vol. XLVII, June, 1939, pp. 305-27. 


SR. Ruggles, “The Concept of Linear Cost-Output Regressions,” Am. Econ. Rev., vol. 
XXXI, June, 1941, pp. 332-35. 
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point of Smith’s is, I believe, quite realistic in that, in addition to 
Stigler’s type of flexibility built into a plant which would flatten out 
the average cost curve, possibly at the price of a higher minimum level, 
there may be present another sort of flexibility by which an identical 
output may be obtainable with different factor combinations, choice 
between which would be guided by the relative factor prices. This 
would, after revaluation of the real cost elements at constant factor 
prices, lead to a maximum and a minimum level of costs for each level 
of output, thus making for a zone, rather than a single-valued cost 
function, in the statistical results. The width of that zone would depend 
upon (1) the “flexibility” of this special sort of which the plant was 
capable, and (2) the amount of variation in relative factor prices that 
occurred during the period of observations. 

3. If the total-cost function, even after allowance for the above and 
any other conceivable points, should still insist upon being linear, it 
would not yet follow that marginal costs must be constant. For, as 
Barone”? remarks in.connection with Pareto’s law of income distribu- 
tions, “it is not safe to draw, by means of analytical transformations, 
other laws from an empirical law obtained by interpolations because 
one may in so doing end up with results completely divergent from 
reality.” To his unsophisticated mind that still seemed to matter. This 
point of Barone’s has been elucidated by Haavelmo in a recent paper.” 

Arguments of the above type are plentiful and to be found in almost 
any treatment of our subject. To the extent that they apply to any 
special case they, of course, damage not only the linearity of the 
function derived but also the function itself. More particularly with 
respect to theory, this whole situation is very interesting. On the one 
hand, many reasons may be given why the statistical results, however 
carefully elaborated, may be spurious. On the other hand, however, 
there is also the tendency on the part of theorists, exemplified by 
Stigler, to build up a defense against possible future confirmation and 
consolidation of what, though itself still but shakily established, seems 
to contradict an assumption conventionally made in non-statistical 
reasoning. It is an interesting example of the inner workings of scientific 
progress. 


IV 


The discussion so far has been in terms of the reliability of the 
statistical results.in relation to the functions which they claim to 


*6 Enrico Barone, “Principi di Economia Finanziaria,” now available as vol. III of Le 
Opere Economiche (Bologna, 1937), p. 55. 

* Trygve Haavelmo, On the Theory and Measurement of Economic Relations (Cam- 
bridge, 1941, multigraphed), especially pp. 19 ff. 
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represent, and also in relation to the conventional representation of 
such functions in non-statistical reasoning. The following remarks 
will bear upon the significance of these results in a somewhat wider 
sense. | 

The final aim of both cost theory and measurement is, of course, 
and could not be anything else but a better understanding of entre- 
preneurs’ behavior. There is no room for doubting that every entre- 
preneur perfectly realizes that, as long as he can increase his receipts 
more than he increases his costs by expanding his rate of output, it 
will be in his interest to do so under any given set of conditions which 
is likely to remain unchanged for some time to come. There is, how- 
ever, considerable room for suspecting in the first place that, even 
abstracting from expected changes, entrepreneurs do not use marginal 
costs as we measure them in the application of that rationality principle. 
If that were so, it would not take long and painstaking research to 
discover marginal costs. | 

In the second place, even if actual objective marginal costs were 
known to entrepreneurs (as they quite probably are not), it might not 
be good policy to work at a rate of output which would maximize 
profits in the classical short-run fashion. For, although it is quite true 
that “in the long run we are all dead,” that strictly applies to the long 
run only, and the likelihood of relief from duty through death does 
not normally enter an entrepreneurs’ business calculations. Provision 
must therefore be made for the period of time which presumably lies 
between the present and the date of death. There is, for instance, the 
question of overhead costs. We tell our imaginary enterprisers not to 
worry about overhead costs in making current business decisions. But 
real entrepreneurs know that overhead cannot all be handled by mere 
balance sheet adjustments: interest must be paid in hard cash at stated 
dates. And although to economists it may appear as perfectly obstinate 
to refuse to accept so obvious a distinction as that between costs which 
are a function of output and costs which depend only on the lapse of 
time, there is some wisdom in a policy which attempts to keep cash 
ready for the moment interest charges are due. So much wisdom, 
indeed, that even the venerable principle that no production really 
ought to take place unless at least variable costs are covered by ex- 
pected receipts might break down under the stress of its weight. 

I should not, however, if I were asked for it, give the advice to 
handle the problem by a mathematical analysis of the conditions that 
would maximize profits over time (pace Tintner). I would rather be 
inclined, in this particular respect as well as more generally in relation 
to the determination of cost functions, to look for another type of 
solution. I often wonder if statistical theories and techniques whose 
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admirable development cannot fail to impress anybody qua intellectual 
exploit have not brought about a propensity to employ refined methods 
of inference where direct and complete knowledge would be readily 
available. Why go to all the trouble of measuring cost functions for 
an individual firm when it would be quite feasible to obtain from 
entrepreneurs (at any rate from those who open their books to the 
econometricians) the very best of information concerning the reasons 
for their decisions? Why not ask them directly, with all the caution 
required to avoid suggested answers, rather than try to infer in a most 
clever, but certainly roundabout, and probably incomplete way from 
dead records what probably is going to be a result irrelevant to actual 
business men’s decisions? 

I am not overlooking that the whole distinction between objective 
and subjective marginal costs and rationality would vanish in the 
“event that private business men were replaced by government man- 
agers. The latter, being, I presume, less urgently concerned with the 
making of profits and the avoiding of losses, may possibly find the 
necessary leisure and be possessed of sufficient detachment to study 
marginal costs as they really are. And it is quite conceivable that the - 
possibility of hinging price policies upon actual objective marginal costs 
would represent one of the major trumps in favor of socialism. 


V 


In this section, I wish to say a few words as to Eocene for future 
development in this line of inquiry. 

In the study of demand, actual individual behavior is the deepest- 
lying level to which we can dig. Everything beyond is largely in the 
nature of speculation. I say largely, and not completely, remembering 
Thurstone’s valiant attempt” to measure indifference curves by means 
of psychological experimentation. Nevertheless, it remains true that 
in that field, where the basic postulate of rationality is strictly analo- 
gous to the one which underlies supply theory, the greater part of the 
operation of this rationality takes place in regions where direct meas- 
urement is at least difficult. And being in a position to measure, so to 
speak, only one end of it, we are free to reconstruct the rest in 
agreement with any desired schema, e.g., our own conventional con- 
sumers’ equilibrium, without much fear of contradiction. 

The situation is wo¢ the same in the theory of supply. Costs here, 
as expenditures there, represent only one of two pillars of the short-run 
rationality principle. But the other, receipts, or revenues, is observable, 
at least in principle. And being observable, it has to be observed if we 


SL. L. Thurstone, “The Indifference Function,” Jour. of Soc. Psych., vol. TI, 1931, 
pp. 139-67. 
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wish to avoid the absurdity of results obtained through application of 
our rationality principle to information on costs alone, a point which 
has so strikingly been shown by Leontief.”® 

Now I do not mean to say that any statistical approach to total, 
average, or marginal revenue functions for the firm is advisable. On 
the contrary, the doubts above uttered as to the significance of statis- 
tical cost functions fully apply to similar analyses of receipts. In addi- 
tion, there are excellent reasons on the theoretical level which speak 
against any such venture. I am referring to the articles by Hall and 
Hitch? and Sweezy,** the simultaneous appearance of which again 
offers an example of ideas which are in the aiy and find independent 
and similar expression. And Sweezy’s contribution in particular has 
the virtue of not being written in adaptation to, or in defense against, 
any previous findings which more or less explicitly claimed to disable 
preéxisting theoretical expectations. In consequence it may safely be 
said that there are excellent reasons why the subjective, z.e., actually 
operative, demand curves should have a kink at the level of the current 
price. I should therefore again advocate some method of inquiry 
similar to that used by the Oxford economists, and be inclined to expect 
significant results. These results might be even more valuable if they 
could be expanded horizontally, following von Noérdling’s suggestion, 
so as to cover conditions, both cf cost and revenue, for firms operating 
in the same or immediately related markets. 

Finally, there are no reasons why at the cost end of the matter we 
should stop at the cost function. Two years ago, Stigler’ proposed 
another approach to cost functions, z.e., via production functions, such 
as might be established by engineers. While that still remains a useful 
suggestion, there are reasons to hope that another type of. production 
function, more diversified than Douglas’s, may soon become available, 
and from these it would be possible to derive cost functions typical for 
particular industries. The literature on statistical cost functions so 
far produced has certainly, as all measurements are bound to do, 
enhanced understanding and awareness of the complexity of the subject. 
But I cannot help thinking that it also represents a case which bears 
out just that, and not much else. 


Harvard University 

2” W. Leontief, “Elasticity of Demand Computed from Cost Data,” am Econ. Rev., 
vol. XXX, Dec., 1940, pp. 814-17. 

"R. L. Hall and C. J. Hitch, “Price Theory and Business Behaviour,” Oxford Economic 
Papers, No. 2, May, 1939, pp. 12-45. 

“P, M. Sweezy, “Demand under Conditions of Oligopoly,” Jour. of Pol. Econ., vol. 
XLVII, Aug., 1939, pp. 568-73. 

e Am. Econ. Rev., Suppl., March, 1940, vol. XXX, pp. 402-03. 


MODERN ECONOMICS AND THE 
INTRODUCTORY COURSE 


By RICHARD CLEMENCE and FRANCIS S. Doopy 


I 


The repercussions of events which shake the whole çivilized world 
eventually make themselves felt in the economics classroom. Students, 
in larger and larger numbers, are looking to the teacher of economics 
for an explanation of the great changes that are everywhere taking 
place: 

In quieter times students begin their study of economics without 
a great deal of enthusiasm, and the first few meetings of the class often 
succeed in putting an end to whatever small interest in the subject they 
_ may originally have had. In days like the present, however, the teacher 
of economics, in his annual retreat from reality, finds it increasingly 
difficult to take his students with him. He is brought face to face with 
responsibilities which become no easy matter to evade. Not that most 
teachers are particularly anxious to evade their responsibilities to their 
students, but in more peaceful days they may easily do so without being 
aware of the fact. This is no longer possible in periods of rapid and 
violent change, and the teacher of economics finds himself in a difficult 
and embarrassing position. The teacher himself, we hope to make clear, 
is not wholly to blame for his predicament. It is but one of the 
symptoms of the generally unsatisfactory state into which the course 
in introductory economics has fallen. Indications are not lacking that 
there is a growing appreciation of the inadequacy of much of our teach- 
ing, and the time may well have been reached for a clear formulation 
of the issues. 

The teacher of economics has accepted a position carrying with it 
great responsibilities, for he claims to possess both an understanding 
of the course of events beyond that of ordinary men, and the ability to 
impart this knowledge to others. The results of current teaching in 
most courses in general economics, however, make it difficult to believe 
that most teachers are living up to their claims. Economists, of course, 
do not pretend to be able to explain everything important that is 
happening in the world of reality. Yet, nearly every competent teacher 
of economics knows vastly more of vital interest to his students than 
he ever tells them. Our students need all the help we can give them 
toward an understanding of the forces shaping the future of America 
and of the world, but we seem obstinately determined to talk about 
anything and everything else. 
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Although dissatisfaction with the teaching of general economics is 
widespread, attempts to improve the situation have not been notably 
successful. The fundamental nature of our difficulties has not been 
generally appreciated, and attention has been too largely focused upon 
obvious, but superficial, defects. For our efforts at reform to be effective 
it is necessary to recognize the character of our troubles, and to deter- 
mine the causes of them, before we undertake a course of action. No 
attempt will be made here to review the numerous shortcomings which 
have been widely discussed elsewhere, and of which most of us are 
sufficiently aware. Instead, we shall deal with the broader aspects of 
contemporary courses, and try to discover the more basic inadequacies, 
and the reasons why they continue to exist. 

Courses in general economics utilize materials which may be crudely 
classified into two divisions: theory and descriptive matter. Most of the 
theory taught in introductory courses is the sort usually called static 
theory. This kind of theory is ordinarily applied to beginning students . 
far beyond the point of diminishing returns. The study of the deter- 
mination of value and price in perfect commodity and factor markets 
while dynamic forces are locked up in ceteris paribus can be significant 
to students only if it is frequently emphasized that these forces have 
been impounded, and only if they are eventually released. If theory is 
to make a major contribution to the students’ understanding of reality, 
the dynamic forces ought to be freed at the earliest possible moment. 
This, however, is not usually done. The discussion of value theory goes 
on in a vacuum, and complications are often introduced which produce 
a spurious and very confusing illusion of reality. Monopolistic competi- 
tion, for example, is much more like reality than the purely competitive 
analysis, but it is not a complete explanation of the real world and is 
not intended to be. Nevertheless, the refinements of monopolistic com- 
petition are often pursued in the classroom until a definite impression 
has been created that static analysis is much more powerful than it is 
in fact. 

The inadequacy of the customary treatment of theory appears most 
clearly in those courses which devote some time to what are known as 
“economic problems.” A glance at nearly any textbook of economic 
problems is sufficient to show that such books contain not merely state- 
ments of problems, but also what purport to be solutions of them. 
Here is implicit recognition of the fact that students cannot actually 
analyze economic problems, even after the issues have been defined and 
oversimplified for them. It is not to be wondered at that this should be 
true. They have learned methods of analysis that apply almost ex- 
clusively to stationary states, whereas the problems are those of a 
dynamic world. It might be supposed that an attempt to apply theory 
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to reality would make clear to students the extent to which static 
theory can explain actual situations and the extent to which it cannot. 
This is rarely true, however, for most discussions of problems make 
little or no attempt to apply the theories previously taught. Indeed, 
the problems very often degenerate into long and detailed discourses 
on the history, present condition, and future prospects of as many 
different entities as classification can produce. 

The use of problems is, in any case, open to serious-objection. To 
reduce the difficulties of the real world to a number of separate issues 
is to make it almost impossible to impress upon students the concept of 
an evolving system of interrelated and interacting elements. Anyone 
who is taught to think of the difficulties of the world as consisting of 
a number of clear-cut problems to each of which he has a proper solu- 
tion is being poorly prepared to live in a real world so vastly different. 

The attempt sometimes made to mix theory and problems together, 
instead of dealing with the two separately, is liable to no more tem- 
perate criticism. The root of the difficulty is the inadequacy of the 
static method for the analysis of dynamic problems, however intro- 
duced, and both the virtues and the limitations of the static method 
are hopelessly obscured by the combinations of economic principle, 
native cunning, and shrewd observation employed in reaching the 
standard solutions. | 

Static theory possesses squatter’s rights in the introductory course 
which have been little disturbed by recent advances in the field of 
business cycle analysis. Even this tentative approach to reality is 
customarily postponed until the dying moments of the course, and it is 
then dismissed without any suggestion that it constitutes the principal 
body of theory applicable to most practical situations. The explanation 
for this peculiar condition is somewhat obscure. Certainly few of us 
feel that we have nothing to say to our students about cyclical fluctua- 
tions. Nor is it true that students cannot understand business cycles 
until they have explored all the ramifications of static theory. Indeed, 
prosperity and depression mean more to students at the beginning of 
their study of economics than do the topics ordinarily first discussed. 

Strangely enough, the excuse usually offered for our failure to in- 
corporate business cycle theory into the introductory course is that 
there are still too many differences of opinion concerning it among 
economists themselves. The weakness of this argument is evident when 
we consider the far-reaching changes which have recently been made 
in equilibrium theory, and the acrimonious discussions which have 
taken place concerning them. Yet it has not been seriously proposed 
that we stop teaching value theory in the classroom until everyone 
is as well satisfied with it as was John Stuart Mill. 

While we are occupied in perfecting our defenses against the en- 
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croachment of business cycle theory upon the static analysis in our 
elementary courses, the battle against realism is in danger of being 
lost through the activities of enemy agents behind our lines. Nothing 
in recent years has aroused more controversy among economists than 
the publication of Mr. Keynes’s General Theory and the literature 
associated with it. Since the principal work of the Keynesian group 
has been the analysis of a long-run equilibrium accompanied by less 
than full employment of the factors of production, their treatment has 
impinged upôn our traditional teaching at one of its most vulnerable 
points. This is not the place to consider the accomplishments of the 
Keynesians in detail; opinion is still divided concerning the significance 
of their work. Our interest is in the contributions which the use of the 
Keynesian methods and materials may make to the teaching of eee 
tary economics. 

From this standpoint the use of the Keynesian analysis dries a 
means of supplementing the traditional static theory with the study of a 
model closer, in some respects, to reality. The concepts developed in this 
analysis may also be applied to short-run phenomena, and some teachers 
are doing this with a good deal of success. It seems likely that the 
teacher of general economics who himself likes to think in Keynesian 
terms will find their use in the classroom effective. Others may be more 
impressed by the ease with which false issues, such as the equality or 
inequality of savings and investment, may be pursued, and the facility 
with which students may be led to an uncritical acceptance of economic 
panaceas. Those teachers who have doubts concerning the use of the 
Keynesian system in the introductory course may eventually find them- 
selves forced to accept much of it unless they are able to propose a 
more satisfactory alternative. 

There is little novelty in the charge that much of the theory taught in 
elementary courses is sterile. It is not so generally recognized that a 
great part of the descriptive material ordinarily presented is liable to 
the same indictment. Obviously some discussion of current economic in- 
stitutions is essential in any course in general economics. If a serious 
effort is to be made to teach useful methods of economic analysis, de- 
scription must supplement the theories to give them their proper sig- 
nificance. All too often, however, an exhaustive account of the con- 
temporary scene is undertaken with little or no attempt at theoretical 
analysis. Many courses in general economics have become so cluttered 
with descriptions of petty business practices, production policies of 
individual firms, personnel management, marketing techniques, and 
the like, as to give the impression that an attempt is being made to 
divert attention from fundamental inadequacies by talking loudly about 
things which are hardly economics at all. 

Even when description is confined to economic entities, students are 
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frequently asked to learn much more than their teacher himself can 
remember from one year to the next. Large masses of facts and figures 
tend to be taught without any clear conception of their relevance and 
probable permanence. They are, of course, descriptive of reality but, 
as commonly used, they contribute very little to the students’ under- 
standing of it. It does not constitute an improvement in the course to 
make the wrong assignments longer and more difficult. Increasing em- 
phasis on the particular and the trivial can only further obscure the 
general and the significant. i 

Descriptive matter, of course, is not confined to contemporary insti- 
tutions, but includes historical material as well. It must be said that 
the treatment of history in the introductory course is more often than 
not a complete failure. A principal difficulty is that the discussion of 
history is seldom focused upon anything at all, to say nothing of the 
central problems of economics. The aim often seems to be to render to 
the student a factual account of such phenomena as the development of 
banking from the goldsmiths to the latest change in reserve require- 
ments. Even when the origins and development of capitalism are ex- 
plored, students very often fail to acquire the evolutionary point of 
view. This objective the study of history in the course in general eco- 
nomics ought always to achieve. One cannot expect that students will 
long remember the facts and dates they are taught, but they should 
always be left with a general conception of dynamic change and a 
feeling for the historical process in which their own present world is but 
a stage. Very often, however, the study of history leads rather to the 
belief that the process of history has culminated in the American capi- 
talist system under which we may expect to live the remainder of our 
lives. i 

Another weakness of the ordinary treatment of history is that it 
fails to bring out the essential relation between theory and historical 
fact. Students are not shown how theory suggests ways in which to 
classify the facts of history, or how the apparently random facts of 
existence are brought into order through the use of explanatory models. 
It is not our view that history should be deleted from the course in 
general economics. Rather, we should seek to develop a method of inte- 
grating history and theory in order that the returns from both may be 
maximized. If historical material is to contribute, as it should, to the 
students’ understanding of a world in motion, the forces making for 
economic change must not be allowed to lie unperceived under a blanket 
of meaningless generalities. l 

Another type of descriptive material commonly introduced into the 
elementary course has to do with current events and issues. Many 
courses end, for example, with a discussion of the New Deal, giving par- 
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ticular attention to the N. R. A., the A. A. A., and the abrogation of 
the gold clause. Apparently an annual revision of the subject-matter 
to include the latest bits of economic trivia is conceived by some as a 
method of making a static course dynamic. A daily reconstruction of 
the course to incorporate such changes as may have taken place during 
the night would seem to be the ultimate ideal. The treatment of current 
issues in the classroom is fruitful only if the students have sufficient 
background to see the issues in their proper perspective, and enough 
facility in economic analysis to formulate intelligent judgments for 
themselves. The fact that teachers often hesitate to raise controversial 
questions in class for fear they will bias their students is evidence 
enough that their students have not been properly trained. The reasons 
why students are not better prepared to deal with such matters have 
already been discussed. The situation is serious, for it is one of the 
functions of a course in economics to enable students to distinguish 
reason from prejudice. If we are not teaching them to do this in the 
cloistered atmosphere of the classroom, they are being poorly prepared 
to live in a world inhabited by increasingly clever pressure groups. 

Perhaps the most conclusive evidence of our shortcomings is a 
simple truth of which nearly every teacher of economics is painfully 
aware. Intensely interested though he is himself in a subject inherently 
interesting, the economist has difficulty in arousing and holding the 
interest of his students from beginning to end of the course. He is forced 
to resort to all sorts of cunning devices in order to preserve the illusion 
that something is actually going forward in the classroom, and to keep 
his students from falling asleep. If some of us succeed in deceiving the 
unsophisticated, and leading them to believe that trivial things are 
important, it is small cause for congratulation. The plain fact is that 
we are not teaching our students what they want to know, and what 
they have a right to expect us to teach them. 

It is somewhat easier to point out the nature of our difficulties than 
it is to discover the causes of them. The question would be less per- 
plexing if economists were generally less competent, and if we could 
simply admit that they have nothing significant to say. But the study 
of economics has made considerable progress during the last half- 
century, and economists have reason to claim that they understand 
the world about them better than their predecessors of fifty years ago. 
The same claim, however, can hardly be made for many of their stu- 
dents. In spite of the progress our study has made, the teaching of 
general economics remains fundamentally what it was in Marshall’s 
time. 

One reason for this is that some of us are afraid our students can- 
not understand the things we know. It takes long years of study to 
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make a competent economist, and a beginning can hardly be made in a 
single year. It should be clear enough that a course in general economics 
will never make an economist out of anyone, and that a great many 
things economists find it helpful to know are of no use whatever to 
their students. But students do not have to learn all the useless things 
before they can comprehend the significant ones. If we insist upon our 
students starting over again where we began, we are imposing upon 
them a handicap which is totally unnecessary. It is the function of the 
teacher to teach his students that part of what he now knows that will 
be most valuable to them. There is no reason to think that they will be 
any less apt to learn the things they want to know than they are to learn 
those we are now trying to teach them. 

A major cause of our difficulties is that a good deal of uncertainty 
exists concerning the proper aim of a course in general economics, Some 
would hold that we ought to teach our students how to make money. 
Another group takes the position that we should teach them how to 
spend it. There are also those who insist that our principal objective 
should be to teach our students a technique of thinking. With this 
technique they can perform what is called economic analysis, and solve 
economic problems. Opinion is again somewhat divided, however, as 
to whether the major aim should be to teach students to solve the prob- 
lems encountered in advanced courses in economics, or the problems 
of the real world. Finally, a considerable number hold that the para- 
mount consideration must be to teach our students about our economic 
institutions. If we can succeed in getting enough factual knowledge into 
their heads, it will never again be necessary for them to consult an 
encyclopedia. 

The absence of a single definite objective has the unfortunate re- 
sult that, in practice, we are often trying to do too many things at once. 
We attempt to prepare students for advanced study in the field of eco- 
nomics, for successful careers in the world of business, and for life as 
intelligent American citizens, all in one brief course. Obviously, so much 
simply cannot be done; the attempt can result only in failure. We would 
better concentrate all our time and energies on the achievement of some 
one of these ends instead of leaping into the saddle, like Leacock’s 
horseman, and riding off in all directions. 

But even when some single objective is precisely formulated the dead 
weight of tradition usually prevents its realization. Unless we can free 
ourselves from this burden at the outset, our attempts to modernize the 
teaching of general economics simply break down the integration of our 
subject-matter without disturbing the traditional outlook. 
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IT 


It is our conviction that reform in the field of economics teaching 
must begin with a restatement of the whole problem. The course in 
general economics requires a complete reorientation which cannot be 
achieved so long as we are dominated by an archaic point of view. 

The general problem, briefly stated, is to determine the most effective 
methed of teaching general economics to beginning students. Since a 
course in economics is only a part of the larger education of each stu- 
dent, it is unlikely that any single solution could be entirely satisfactory 
to everyone. Some students, for example, regard the introductory course 
as a preparation for more advanced studies in the field of economics, It 
may be that the tools and methods of economic analysis should receive 
more emphasis in a course designed for them than would be profitable 
for the rest. Whenever special courses can be offered to fit such special 
needs, or tutorial instruction can be used to supplement the work of the 
classroom, it is obviously desirable that these things be done. Unfortu- 
nately, however, they are seldom practically possible. 

We are concerned throughout the present discussion with those stu- 
dents, forming the majority in most American colleges and universities, 
who take only one course in economics, and who must be taught in one 
year as much about the subject as they will ever learn in the classroom. 
It seems to be generally agreed that the provision of a satisfactory 
course for these students is one of our most pressing problems. Yet, 
it is not unfair to say, special attention is too often paid to the needs 
of some particular minority, while the majority are left to pick up such 
crumbs as may fall to them from the high table. 

Our aim, then, is to determine how best to teach economics to stu- 
dents who will never study the subject systematically again. In only a 
few hours, constituting at the most a fourth of the students’ time during 
a single academic year, they must be taught that part of what we know 
about economics that will be most valuable to them during the remain- 
der of their lives. Necessarily, the choice of subject-matter will involve 
the rigorous exclusion of everything not of vital importance. The 
criteria of importance must be both relevance and permanence. Students 
are wasting their time if anything other than economics is permitted to 
occupy any considerable portion of the course, or if they are required 
to memorize data having only transitory significance. 

There is no general consensus even among economists themselves 
concerning what is economics and what is not. Our science is still grow- 
ing, and there is naturally some difference of opinion regarding its 
bounds. Indeed, it is open to question whether economics is properly 
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a science at all. We propose here to make use of a definition of our sub- 
ject which departs somewhat from tradition. We define economics as 
the study of the structure and operation of economic systems. 

Before we make use of this formulation as a basis for the choice of 
subject-matter in the introductory course, we shall say something con- 
cerning its advantages. It represents an attempt to give concreteness to 
the definition of economics, in order that it may be more meaningful to 
beginning students than those in common use. Experience in the class- 
room has shown that it does possess certain valuable attributes as a 
teaching device. In the first place, the definition may be introduced 
early in the course with some confidence that it will make a positive 
contribution to the students’ understanding of the character of the sub- 
ject they are going to study. Furthermore, the definition distinguishes 
between institutional and theoretical materials, and it leads to a ready 
appreciation of the relation of the more specialized divisions of the sub- 
ject to the whole. Finally, the inclusion of an undefined term is pur- 
poseful; it focuses attention on the question of the nature of an eco- 
nomic system. 

An economic system is defined as any set of arrangements by means 
of which a group of people attempt to satisfy their wants for scarce 
goods and services. This definition makes it easy to impress upon the 
student the complexity of the relationships between economic and social 
and political elements in the real world, and the necessity for abstrac- 
tion involved in the very concept of an economic system. It is also 
possible to emphasize the fact that any economic system has definite 
boundaries only in our minds and never in reality, so that economic 
analysis alone cannot explain real phenomena without qualification. 
These highly important considerations are, of course, an old story to 
every economist, but it is very difficult to impress them upon beginning 
students, Definitions may often be developed for teaching purposes 
which, though imperfect from some points of view, are peculiarly useful 
in the educational process. 

We return now to the choice of subject-matter. Any material is of 
some relevance if it contributes to an understanding of the structure 
and operation of economic systems. But to make the greatest contri- 
bution in the limited time available, it will be necessary to devote our 
principal attention to the American economy, and to study only the 
most important elements in its structure and operation. Further than 
this, the elements we select must be most important, not only at the 
present moment, but also in accounting for the changes in American 
capitalism which modify its structure and operation over time. 

It has always been difficult enough to achieve any considerable in- 
tegration of the subject-matter in the elementary course. If we deliber- 
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ately set for ourselves a task more ambitious than that traditionally 
undertaken, we run the risk of losing even such small continuity as still 
remains. It becomes more than ever essential to seek some unifying 
principle which can be made the focus of attention throughout the 
entire course; a core around which the study of economics can be built. 
What is most important, it must be, not a static element, but a dynamic 
one; an element, if possible, in relation to which the whole process of 
economic evolution can be significantly explained. 

The one concept which best meets these requirements is, we believe, 
the national income. The entire course may be regarded as an attempt 
at the solution of a single economic problem. That problem is to explain 
the forces which determine the size and composition of the national 
income, its fluctuations over time, and its distribution in both space 
and time. To some extent this involves a return to the older view of 
economics as “political economy”; indeed, we are inquiring into the 
nature and causes of the wealth of nations. But we are no longer dealing 
with the economics of stationary states, and the analysis is more than an 
aggregative one. We are not proposing that the elementary course sim- 
ply be made into a course in business cycles. Though business cycles 
necessarily occupy a more important place in our analysis than in the 
traditional one, they are far from being the sole topic of discussion. 

We proceed now to a description of the course we are proposing. Our 
discussion is intended to be suggestive of what may be done, but the 
details are not of paramount importance and we would not insist that 
those we admit here are necessarily the best. It is evident that adequate 
support of our proposal would require the preparation of a textbook 
embodying the ideas we are putting forward here. We therefore wish 
to emphasize the fact that most of the necessary materials are already 
available, and that the principal objective is the development of a new 
point of view. 

The national income is viewed as the resultant of the operation of 
the economic system over time, and reflects the changing structure of 
the system as it is modified by its own operation as well as by factors 
not purely economic. The explanation of the course of the national 
income and its distribution is made the object of economic analysis, 
and this explanation involves the study of the structure and operation 
of the American economic system. 

We believe that statistical materials concerned with the national in- 
come of the United States since the early period may well be presented 
at the beginning of the course. The most effective method of introducing 
such materials is to provide the students with the necessary data and 
have them draw the simple graphs, using semi-logarithmic scales when- 
ever rates of change are significant. The data first used are total 
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monetary and real national income, total population statistics, and 
per capita income figures. With graphs of these data before the class, it 
is remarkable how many significant questions are immediately raised 
by the students themselves. The study of economics has begun with 
facts from the real world, and these facts clearly require explanation. 
That student is dull indeed whose interest is not at once aroused. 

At this early stage it is desirable to treat the data in general terms, 
calling attention to significant trends—explaining what is going to be 
attempted in the course, and how it is going to be done’ Students not 
uncommonly pass a course in economics of the traditional sort without 
once having any clear conception of the relation of the parts to the 
whole or, in general, what all the commotion has been about. The diffi- 
culty with most discussions of these important matters is that they take 
place in a vacuum, and the students can do little more than try to 
memorize a number of abstract statements. 

We suggest that the next step in the treatment be in terms of the 
concept of equilibrium, and that the student be given a clear compre- 
hension of the limitations of the analysis, as well as an appreciation of 
its value for the understanding of many actual situations. There is con- 
siderable difference of opinion concerning the extent to which tradi- 
tional theory contributes to an understanding of reality. It is our view 
that it does not accomplish nearly so much in the usual course as it can 
be made to do. To place the theory in its proper setting the question may 
be raised: Under what conditions would the national income remain 
constant over time, in composition, in size, and in distribution? The 
carefill analysis of this problem serves to indicate the naturé of equi- 
librium tendencies in the real world, and the conditions under which 
they may be expected to exert most influence. At the same time the 
basis is laid for the later treatment of the reasons why, in fact, a condi- 
tion of equilibrium is never achieved by the whole system. 

The discussion of equilibrium tendencies in the economy begins with 
a brief description of the principal institutions forming the structure 
of a capitalist system, with emphasis upon the free market. The relation 
of households and firms to the market is shown, and the forces which 
tend to bring them into equilibrium are analyzed for the customary time 
periods. The forms of business organization may be discussed here with 
particular reference to the meaning of a firm. The aim is to indicate 
the general character of the structure of the economy at the same time 
that its operation under given conditions is studied. It may be desirable 
to limit the scope of the discussion at this stage to the institutions of 
pure capitalism, and postpone the question of institutional change until 
the discussion of dynamic forces is undertaken. 

The static analysis is developed for group equilibrium and for equi- 
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librium of the whole system. Value and distribution should be regarded 
as a single problem here, with no separate treatment of the different 
distributive shares. Emphasis upon the conditions necessary to the 
achievement of full system equilibrium forms the basis for the identifi- 
cation of frictions, which make ideal equilibrium impossible to reach, 
and of dynamic forces, which may set up cumulative movements away 
from such approximations to equilibrium as actually exist. 

Only enough time should be spent on the static analysis to solve the 
problem with which it was introduced, and the discussion should move 
on at once to the treatment of dynamic change. This will involve the 
study, not only of business cycles in the ordinary sense, but of longer 
movements as well, We have found that a very effective method of 
treating these phenomena is in terms of the real and monetary national 
incomes and the interactions between them. With the introduction of 
movement into the system, the question of changes in the price level 
becomes significant, and this should be regarded as merely a part of 
the larger problem. Instead of introducing some one or several of the 
usual price-level formulae, we define the price level simply as the ratio 
of the monetary to the real national income. Price-level data now form 
the connecting link between these magnitudes, and the long-period 
rises and falls in the price level are related to the movements in output 
and the monetary circulation. This treatment has a number of ad- 
vantages ‘in teaching introductory economics. The analysis is simple 
enough to be readily understood, and at the same time it does not pre- 
vent the introduction of any complications that may be thought desir- 
able. It also makes it impossible to divorce monetary theory from the 
real phenomena with which money is associated, and issues such as 
price-level stabilization are seen to involve the whole functioning of a 
capitalist economy. 

Fluctuations in the monetary national income are explained in terms 
of investment and consumption, with data supplementing the theoretical 
treatment, and the function of credit in a capitalist system is developed. 
This leads to a study of credit institutions, the banking system, and 
central banking policies and controls. At no time are such institutions 
discussed as important in themselves, but an understanding of them is 
always seen as relevant to the principal problem. 

The rôle of profits in a private enterprise economy is stressed and 
related to the incentives to invest. Here the relation of profits to fac- 
tor prices may be shown, and the different distributive shares sepa- 
rately analyzed. The treatment makes full use of the shifting demand 
and cost curves developed in the short-run static analysis, and at the 
same time data are used to show the functional and personal distribu- 
tion of income. 
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It is now desirable to deal with certain aspects of the institutional 
structure, such as trade unionism and collective bargaining, public 
finance, and international trade, in order to support the theoretical 
treatment and place it in its proper setting. These topics are often 
treated as a series of special problems, but their real relevance is devel- 
oped by relating all of them to the national income. Fluctuations in 
trade union membership, for example, are seen to be associated with 
business activity and levels of employment. Public finance is seen to 
reflect the changing rôle of government with the evolution’of capitalism, 
and international trade is related to levels of economic activity within 
the trading countries. 

The discussion of international trade leads naturally to some com- 
parison of the American economy to others. This may be done by pre- 
senting comparative data for the different aspects of their national 
incomes, and an examination of the resources of various economies may 
be undertaken. The resources of the United States cannot be made sig- 
nificant without reference to their relative importance in the world pic- 
ture, and some indication of their influence upon the relative magnitude 
of our national income, as well as upon its composition. 

The study of fluctuations in the levels of output, employment, and 
income could be profitably pursued during the remainder of the 
course. It is important, however, to make such use of the explanations 
developed as will contribute most to the students’ understanding of 
reality. We believe this can best be done by applying what has been 
taught to a study of the historical process, and attempting to achieve 
a synthesis of economic theory and history. 

The economic history of the United States consists essentially of a 
commentary upon the trends in the data already introduced into the 
course. History is therefore taught, not as an end in itself, but as 
necessary to the solution of the problem defined at the outset as the 
object of economic study. History should not be permitted to encroach 
upon the principal analysis, but should be subordinated to it, and only 
those historical facts introduced which have most significance for the 
explanation of the changing trends observed in the data. The dates to 
be emphasized are those associated with major changes in the behavior 
of the time series, and attention should be focused upon these series 
throughout the discussion. The changing character of the American 
economy should be related to the longer trends in the data, and the 
broad stages of capitalist development identified. 

The concluding note of the course may well be a discussion of the 
relation of an economic system to the whole of society, and of the rela- 
tion between capitalism and democracy. Capitalism will then be recog- 
nized as involving, not merely an economic organization, but a way 
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of life, and the various stages in the evolution of capitalism will be seen 
as phases in the development of our whole civilization. The teacher 
should make use of everything that has been taught by leading his 
students to think about the future of the United States and of the 
world, and about the important forces that are tending to shape that 
future. He should face his responsibilities with courage, and demon- 
strate that the study of economics can contribute to an understanding 
of life in a changing world. 


Massachusetts Institute of Technology 
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Silvio Gesell’s Monetary Theory of Social Reform 


In spite of the attention which has been given to the writings of Silvio 
Gesell,1 the stamped money reformer, the unifying basis of his work has, I 
think, been neither clearly stated nor satisfactorily elaborated. The relation 
between the theoretical and practical aspects of his analysis has been either 
ignored, misunderstood or distorted. 

Gesell’s objective as a social reformer was to attack rentier capitalism and 
to substitute in its place an interest-free society. To fortify his reform posi- 
tion Gesell developed a system of economic theory in which he tried to demon- 
strate that the nonutilization of resources and the presence of nonfunctional 
income are the inevitable accompaniments of prevailing financial institutions. 
The most important single phase of his theory as a whole is his theory of 
interest. In its critical aspect this theory represents an attempt to show that, 
in a system of conventional money, interest income is a payment to prevent 
the hoarding of money. In its positive aspect the theory is an attempt to 
show that the introduction of stamped money would eliminate “basic interest” 
and thus pave the way to an interest-free economy. The purpose of this note 
is to show that Gesell’s theory in general and his theory of basic interest in 
particular represent an argument for his stamped money proposal. This may 
best be shown by indicating that the practical insight which led Gesell to 
propose a tax on money was chronologically as well as logically prior to his 
theoretical system, 

That the practical aspect of Gesell’s thought was chronologically prior is 
not difficult to demonstrate. In 1886, at the age of twenty-four, Gesell mi- 
, grated from Europe to the Argentine to engage in foreign trade and small- 
scale manufacturing. There he witnessed one of the most speculative episodes 
in the history of modern capitalist development. The great boom from 1885 
to 1890 preceded a long and severe depression which lasted for the duration 
of Gesell’s stay in the South American republic. The frustration of industrial 
activity produced a strong current of resentment against the speculating 
financiers, brokers, stock jobbers and mortgagees. As one whose interests 
were directly affected, and as one whose indignation was aroused by this 
financial debauchery, Gesell participated actively in the opposition to the 
group interests which appeared to be responsible for the chaotic state of 


CH. J. M. Keynes, General Theory of Employment, Interest and Money (New York: 
Harcourt Brace, 1936), pp. 32, 353-58, 379; Irving Fisher, Stamp Scrip (New York: 
Adelphi, 1933), pp. 60-68, and Stable Money (New York: Adelphi, 1934), esp. pp. 141-44; 
Margaret Myers, Monetary Theories of Social Reform (New York: Columbia Univ. Press, 
1940), chap. II; H. T. N. Gaitskill “Four Monetary Heretics,” in What Everybody Wants 
to Know About Money (New York: Knopf, 1933), G. D. H. Cole, editor, chap, VIII; 
Arthur O. Dahlberg, When Capital Goes on Strike (New York: Harper, 1938); Franz 
Haber, Untersuchungen über Irrtuemer Moderner Geldverbesserer (Jena: Fischer, 1926); 
Hans Langeliitke, Tauschbank und Schwundgeld als Wege zur Zinslosen Wirtschaft (Jena: 
Fischer, 1925), 
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affairs. His first publication, Die Reformation im Muenzwesen als Bruecke 
zum Sozialen Staat, contained the kernel of his ideas on monetary policy. 
Between 1891 and 1898, Gesell published five other works on monetary 
policy,® but nothing specifically on monetary or general economic theory. 
These were the formative years of his career. 

When Gesell returned to Europe in 1900 to reside in Switzerland and 
Germany, his practical reform proposals had already been worked out and 
published in all their essentials. The formulation of his theory came later. In 
1911 he published Die neue Lehre vom Geld und Zins, which formed the 
theoretical basis for his system of social reform.* 

A more detailed discussion is needed to indicate the logical, as EE 
from the chronological, relation of Gesell’s program to his economic theory: 
first, because it has been the source of more misinterpretation of his position, 
and second, because of the somewhat more complicated nature of the prob- 
lem. Keynes, for example, has reversed the relation between Gesell’s theory 
and program. In discussing Gesell’s theory of interest, Keynes says Gesell 
“carried his theory far enough to lead him ... to the famous prescription of 
‘stamped’ money.’® Keynes conveys the impression that Gesell arrived at his 
practical suggestion in spite of a “great defect” in his theory, whereas it would 
be more accurate to say that Gesell’s theory is not, in some important respects, 
an adequate explanation of his practical suggestion. His theory is a refine- 
ment of his insight that money should be forced to circulate by means of a 
periodic tax which would offset the preference of wealth owners for “hoard- 
ing” money rather than spending it for some form of consumable or produc- 
tive wealth. 

Gesell’s contention that interest is a payment to prevent the “hoarding” of 
money classes his interest theory with the “exploitation” doctrines of other 
socialists. He regards the share of total social income represented by interest 
as a deduction from the income created by laborers, including industrial capi- 
talists. His theory of interest is not, however, the same as the exploitation 
theory of Marx. Gesell’s position is both anti-classical and anti-Marxian. Al- 
though he avowed himself a socialist and professed to be attacking capitalism 
as a whole, his anti-capitalistic position must be interpreted in terms of his 
definition of capitalism as “the interest exploiting system.’’* In this particular 


* Buenos Aires, 1891. 

° Nervus Rerum, Fortsetzung zur Reformation im Muenzwesen (Buenos Aires, 1891); 
Die Verstaatlichung des Geldes (Buenos Aires, 1892); El Sistema Monetario Argentino, 
Sus Ventajas y su Perfectionamento (Buenos Aires, 1893); Die Anpassung des Geldes an 
die Bedürfnisse des modernen Verkehrs (Buenos Aires, 1897); and La Cuestion Monetaria 
Argentina (Buenos Aires, 1897). 

‘This is incorporated in Die Natuerliche Wirtschaftsordnung, which has been translated 
by Philip Pye into English from the sixth German edition as The Natural Economic Order 
(San Antonio: Free Economy Publishing Co., 1936), in two parts, “Money Part,” and 
“Land Part.” References cited below are to the “Money Part.” 


5 General Theory, pp. 356-57. 


€ Gesell’s more technical definition of capitalism is, “An economic condition in which 
the demand for loan-money and real capital exceeds the supply and therefore gives rise 
to interest.” Natural Economic Order, p. 110. 
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connection Gesell’s position is similar to that of Gottfried Feder, who in 1923 
was appointed by Hitler as the final judge of all doctrinal questions of the 
National Socialist Party. In Hitler’s famous list of twenty-five points, one of 
the two points in bold-faced print calls for the “Brechung der Zinsknecht- 
schaft,” ż.e., for the abolition of “interest slavery.” Although this anti-finance 
capital outlook is significant, care must be taken not to identify the liberal, 
humanitarian premises of Gesell’s program with the fundamentally different 
totalitarian premises of the Nazi party. 

In order to explain how unemployment, crises and unearned income could 
be remedied, Gesell employs a threefold classification of interest rates: the 
basic rate (a theoretical rate), the rate of return to real capital (an estimated 
rate), and the loan rate (a contractual rate). Basic interest is described as a 
purely monetary phenomenon which has nothing to do with time-preference, 
waiting, or the so-called “productivity” of capital. It does not represent any- 
thing which exists in the real world, or at least there are no direct outward 
manifestations of its existence. Gesell says, for example, “Basic interest has 
up to the present escaped observation because it was concealed behind its 
offspring, ordinary interest upon loan-money. . . . Basic interest is a unique 
phenomenon which must be considered by itself; it is a fundamental economic 
conception.”’® Attempts to apply the test of correspondence between the con- 
cept “basic interest” and the object signified by it are certain to yield nega- 
tive results because there is no signification of object. The concept has mean- 
ing, but there is no question of its (immediate) truth or falsity. There can be 
no appeal to facts on this level of analysis. 

Gesell attempts to clarify “basic interest” by contrasting it with the “rate 
of return on real capital,” z.e., with the hire price paid to the owners of assets 
other than money. In comparing this rate with the basic rate, he hastens to 
add: “We ought to cease designating two such fundamentally different things 
` by the same word, interest.’ This is the reference of Keynes’s statement that 
Gesell distinguishes clearly between the rate of interest and the marginal 
efficiency of capital.*° 

This same distinction between basic interest and interest on real capital is 
also used to contrast the declining rate of return on real capital assets with 
the constant rate of return on money. In this way Gesell points out that it is 
the money rate of interest which checks accumulation and impedes production. 
The accumulation of capital assets in no way reduces the independently de- 
termined money rate of interest. On the other hand, the accumulation of 
capital assets does lower the rate of return on real capital. When the latter 
falls below the basic (money) rate, accumulation ceases because it is now 
more profitable to hold money than to invest. This forces those who need 
money as a medium of exchange to pay the (now) higher basic rate. This basic 
rate, according to Gesell, corresponds to the “difference of efficiency between 


* Gottfried Feder, Hitler's Oficial Programme (London: Allen and Unwin, 1934), p. 40. 


8 Natural Economic Order, pp. 265-66. Gesell’s concept “basic interest” is similar to 
Keynes’s “own-rate” of interest on money. Cf. General Theory, chap. 17. 


° Natural Economic Order, p. 263. 
1 General Theory, p. 355. 
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money and the substitutes for money (bills of exchange, barter and primitive 
production) as media of exchange.’ If it were not that money has a rate of 
interest of its own (basic rate), accumulation would continue without inter- 
ruption and the rate of return on real capital would fall and soon become 
zero.” 

Gesell did not contend that the introduction of stamped money would cause 
interest on loans to disappear immediately.* His explanation of this is facili- 
tated by the distinction between loan interest and basic interest. Loan interest 
is used in the ordinary sense, referring to the amount of money paid by bor- 
rowers to the lénders of liquid funds, According to Gesell, the loan rate must 
always equal the rate of return on real capital assets, whether the loan be 
made in conventional money or stamped money. Loans contracted in stamped 
money will bear (loan) interest as long as the demand for loan capital exceeds 
the supply at a zero loan rate.** A zero loan rate must await the day when 
unimpeded accumulation causes capital assets to lose their scarcity value. 

In saying that basic interest would disappear with the introduction of 
stamped money, Gesell means that the consequences which flow from the use 
of conventional money would be eliminated and processes set in motion which 
in time would reduce the loan rate and the real rate to zero. When this has 
come about, interest income will disappear, and rentier capitalism will be at 
an end. 

In this respect Gesell’s ideas on long-run social reform are closely analogous 
to Keynes’s “euthanasia of the rentier.” The secular decline in the marginal 
efficiency of capital is another expression for Gesell’s long-term reduction in 
the rate of return on real capital. Keynes tells us he believes that, within a 
period of a generation or two, unchecked accumulation would make capital 
assets so abundant that they would cease to yield a return in excess of their 
cost.‘ Both Keynes and Gesell maintain that pure interest can be made to 
disappear without socializing the instruments of production. In the new sò- 
ciety individuals would still be free to accumulate, but their wealth would 
not grow automatically through interest accruals. Nevertheless, skilled risk 
takers would be free to venture their capital in new and uncertain enterprises, 
and if successful, would get a return in excess of their original investments. 
Thus the advantages of individual initiative and enterprise would be retained, 
while nonfunctional income and other undesirable features of the capitalist 
system would disappear. 

The immediately significant difference arising from the substitution of 
stamped money for conventional forms is that all resources would be con- 
tinuously employed. Basic interest would not exist as a barrier frustrating new 
capital formation. ‘The “natural” forces of competitive production would 
adjust to a level of output at which resources would be fully employed. This 


u Natural Economic Order, p. 263. 

“In the case of naturally scarce factors, z.e., land, Gesell advocated nationalization. 
13 Natural Economic Order, p. 262. 

* Loc. cit. 

% General Theory, pp. 221, 376. 

1 General Theory, pp. 220, 377. 
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is the meaning, in terms of practical consequences, of Gesell’s distinction be- 
tween basic and loan interest. 

Thus, the peculiarity of Gesell’s position as a theorist is to be discovered 
in his attitude toward social reform. Only by referring to his general position 
as a reformer can his theory be understood. The leading concept, basic in- 
terest, takes on meaning in terms of the modified behavior of the economic 
system which Gesell anticipated would follow from the imtroduction of 
stamped money. In some important respects his analysis is not fully devel- 
oped, but in general the pattern is clear. Gesell’s theory is primarily an argu- 
ment for his program, 

DupLEY DILLARD 

University of Delaware 


War Financing and the Distribution of Income’ 


It is commonly asserted that one advantage of borrowing over taxation in 
the present juncture is that taxes enacted now will distribute the burden less 
equitably than would later peacetime taxes collected to pay off the bonds.’ 
This assertion does not seem to me at all to reach the real issues involved. It 
has little relevance for the distribution of the current war burden, and it 
seems as likely as not to be incorrect in viewing the distribution of income by 
classes over time. 

It is surely well established by now, though unfortunately not yet recog- 
nized by some of our congressional leaders, that the burden of the present war 
effort cannot be sloughed off by this generation onto later ones, by borrowing 
or otherwise. Thus the argument that future peacetime taxes may be more 
equitably allocated than present ones is largely irrelevant for discussion of an 
equitable distribution of the current war burden, even assuming that future 
taxes actually can be more equitably distributed (which is far from certain). 
In considering the allocation of the burden of war financing, the real com- 
parison must be between the distribution of the tax burden now and the bond 
burden now (including the price inflation which will probably come with bor- 
rowing), rather than between present and future taxes. And if it is true that 
the very low income groups lose especially from inflation—and there is con- 
siderable truth in the statement—then even the fact that the rich buy the 
bonds does not necessarily mean a more equitable distribution of the present 
burden through borrowing, since borrowing from the rich is especially likely 
to draw on otherwise “idle” funds and speed price inflation. 

The question of the relationship of war financing and income distribution 
over time (as distinct from the distribution of the war burden) is a much more 
subtle one than has been generally recognized. It is by no means clear that 
the low income groups are better off if we borrow now than if we tax, even 
though future taxes are assumed to be more progressive than present ones 


*T am indebted to Dr. R. A. Musgrave for suggestions and criticisms on this note. 

*See, for example, J. P. Wernette, “Financing the Defense Program,” Am. Econ. Rev., 
Dec., 1941, p. 761. In accordance with common practice, I shall take “equity” to mean 
roughly a progressively heavier burden relative to income going up the income scale. 
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would be. Three simple cases, depending on the type of borrowing and the 
taxes displaced, may elucidate this point. In these cases by “progressive bor- | 
rowing” J shall mean borrowing primarily from the higher income groups and 
by “regressive borrowing” that which comes more than proportionately from 
the lower income groups, to correspond with the tax terminology in describing 
revenue sources. In all cases, the assumption that future taxes are more 
progressive than present ones is accepted. For the moment it is convenient to 
abstract from the question of individual time preferences. 

Case I. In the first case, let us assume that the present borrowing is regres- 
sive (perhaps compulsory along Keynes plan lines), and that such borrowing 
is an alternative to regressive taxation. In this case, the low income groups 
appear to be better off with borrowing now, since with borrowing they have 
a claim in a future period on bond redemption income which by assumption 
will be raised by more progressive taxes. However, a given amount of com- 
pulsory saving will almost certainly reduce consumer spending less than the 
same amount of taxes, Therefore, with the present large inflationary “gap,” 
more price inflation may be expected under borrowing than under correspond- 
ing taxes; and, to the extent the lower income groups lose relative to other 
groups from inflation, any possible long-period gain to them from borrowing 
is thereby reduced or eliminated. 

Case II. In the second and probably more likely case, let us assume that the 
present borrowing is progressive, and that such borrowing is an alternative 
to regressive taxation. It is useful to subdivide this case, depending on whether 
the progressive borrowing correspondingly reduces private spending or comes 
out of “idle funds.” 

(a) If the progressive borrowing correspondingly reduces the spending of 
the lenders, it is approximately as noninflationary as taxes. In this case the 
low income groups will be better off with present borrowing so long as future 
taxes are more progressive than those at present would have been if used. 

(b) But if, as seems far more likely, the progressive borrowing fails to 
reduce correspondingly the spending of the lenders, the borrowing is infla- 
tionary, and the question of the present redistribution of income and the 
allocation of the war burden becomes a highly complex one. In judging the 
effects on the low income groups over time, the question is then whether the 
future tax system is sufficiently more progressive than the present would have 
been to more than offset the special losses which major elements of the lowest 
income groups suffer through inflation. The answer in this case is uncertain; 
quite possibly the lowest income groups would be worse off with present in- 
flationary borrowing than with present regressive taxes. 

Case III. In the third case, let us assume that the present borrowing is pro- 
gressive, and that such borrowing is an alternative to progressive taxation. In 
this case the low income groups are clearly worse off under borrowing, unless 
it be assumed that future taxes to pay off the debt will be even more pro- 
gressive than those at present would have been if used. This conclusion holds 
even under the assumption that the present progressive borrowing is non- 


? Tf the contrary assumption is made, obviously the basis for the argument under dis- 
cussion vanishes. 
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inflationary. If the present borrowing is inflationary, as is more likely to be 
the case, the likelihood of loss to the lowest income groups is correspondingly 
increased, as noted under Case II (b). 

The introduction of time preferences complicates the matter further. 
Whether one should assume it is more important for a poor man to have a 
dollar now as compared to the future than for a rich man is not clear. The 
answer depends not only on personal preferences (where the poor probably 
place more emphasis on present income), but also on the absolute level of 
national real income and its distribution. . 

G. L. Bacu 

Washington, D.C. 


A Note on Price Discrimination in Steel 


In Price Discrimination in Steel (T.N.E.C. Monograph No. 41) it is argued 
that the steel industry offers very large quantity discounts to the buyers of 
its products. From this statistical conclusion the authors make numerous 
inferences, among them that the competitive position of small buyers of steel 
is endangered and that the federal government pays too much for steel (p. 
27). These inferences may be true, but this note attempts to show that the 
statistics on which they rest are quite unsatisfactory. 

The basic data consist of prices and freight charges (actual and charged) 
on various steel products by size of shipment, in February, 1939. These data 
are converted to a per ton basis and then summarized by classes. The most 
striking case is reproduced in the table below as an illustration of the results. 
The authors conclude that “the price concessions to the big [automobile com- 
pany | buyers can be seen to be very substantial” (p. 23). 


Price or COLD-ROLLED STRIP? 





Size of Shipment Mill Net Base 
(in tons) Net Extras Price 
Under 3 $138.63 $73.21 $66.51 

3 to 10 145.41 72.21 74.37 
10 to 30 104.84 45.77 60.25 
30 to 100 92.67 32.64 60.78 
100 to 300 92.23 34.27 58.51 
300 to 1,000 70.88 11,14 59.55 


a Taken from T.N.E.C. monog no, 41, p. 23. 


There is one basic defect in the procedure. The “extras” explain almost all 
of the difference in the mill net receipts. These “extras” were actual charges, 
not quoted prices. It is impossible to discover from the monograph whether 
the decline in charges for “extras” as size of shipment increases is due to 
lower quoted prices or to reductions from quoted prices secured by bargain- 
ing power. Moreover, if this separation were made, it would be impossible for 
the non-expert to decide which of the two, actual or quoted prices, was more 
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appropriate to the cost differentials of the “extras.” If the “extras” were 
charged at rates justifiable on cost grounds, there was little discrimination in 
the pricing of steel. Subtracting “extras” from mill net leaves a mill net for 
products of standard specification which falls from $65.42 to $59.74, or about 
9 per cent, and not the 50 per cent suggested by the mill net figures. This 9 
per cent decline could also be due to cost differentials, of course. 

The authors meet this point by saying that “quality demands on large 
orders are frequently very exacting” (p. 23). If this comment is not irrelevant 
it implies that the charges for “extras” are not proportional to their costs. 
Since this is a crucial question in the interpretation of the statistics, it would 
have been reassuring to support it with evidence. 


; GEORGE J. STIGLER 
University of Minnesota 


The Economists’ Tariff Protest of 1930 


The economists’ statement in opposition to the Hawley-Smoot tariff bill was 
a unique document. No pronouncement by American economists has ever at- 
tracted the public attention that this received. It seems desirable, while 
memories are reasonably accurate and some of the correspondence relating 
thereto is still available, to give a brief history of this protest. Since my friend, 
Professor Clair Wilcox of Swarthmore, who was the leading spirit in the 
matter, declines to tell the story, I take the liberty of doing so. 

With the sharp division of economic opinion in recent years on so many 
issues of public policy, it is hard today to realize the almost unanimous op- 
position of economists, in the spring of 1930, to the tariff bill then pending 
in Congress. Economic faculties that within a few years were to be split 
wide open on monetary policy, deficit finance, and the problem of big busi- 
ness, were practically at one in their belief that the Hawley-Smoot bill was an 
iniquitous piece of legislation. What later developed into a statement backed 
by over 1,250 economists originated in a very modest way out of the desire 
of Wilcox and some of his associates at Swarthmore to voice their protest. At 
the suggestion of Wilcox, Professor Paul Douglas of the University of Chicago, 
who was then temporarily at Swarthmore, drafted a statement in March that, 
with some changes in phraseology, was the one given to the press five weeks 
later. It was decided to ask an economist at each of various eastern uni- 
versities to sponsor the statement, and then to send it to a member of the 
economics faculty at each American college, with the request that he solicit 
signatures from his colleagues. Professors E. M. Patterson of Pennsylvania, 
Frank D. Graham of Princeton, Henry Seager of Columbia, Irving Fisher of 
Yale, and F. W. Taussig of Harvard, were asked to join Wilcox and Douglas 
in sponsoring the statement. This they all agreed to do. As a result of the 
comments of these men a few changes were made in the text, and at the sug- 
gestion of Fisher a paragraph was added pointing out the significance of 
tariff policy in connection with America’s creditor position. 

Fisher also made the suggestion that the entire membership of the American 
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Economic Association be circularized, and offered to pay the difference be- 
tween the cost of this and the estimated cost of the original plan. This was 
done at a total cost of $137, of which Fisher contributed $105. With the 
clerical assistance of Swarthmore students, the statement was sent out to over 
2,500 members of the American Economic Association with a request for 
signatures. The response was an amazing one. Inside of ten days nearly a thou- 
sand signatures had come in, including those of most of the leading figures 
in American economics. What had started on a simple scale had snowballed 
into what promised to be a document of national significance. . 

Wilcox delivered a copy of the text and signatures to President Hoover, 
Senator Smoot and Congressman Hawley, and gave the material to the press 
in Washington for release on Monday, May 3. Political opponents of the bill 
and newspapermen who sensed the news value of the statement took care of 
the publicity. Senator Pat Harrison had the statement and the list of signers 
read into the Congressional Record of May 5. 

Veteran newspapermen, to whom the nation-wide attention that the state- 
ment received seemed to indicate a high-powered publicity campaign, backed 
by ample appropriations, were almost incredulous when they learned that the 
protest had been organized and carried through at an expense of less than 
$140. This was possible only because of a virtual unanimity of economic 
opinion on an important issue and the release of the statement to the press 
at a particularly opportune moment. 

FRANK WHITSON FETTER 

Haverford College 


Correction. 


An obviously erroneous statement appears in my recent article, “Tax 
Shifting in the Market Period,” in the American Economic Review for 
March, 1942. The error fortunately does not affect the validity of any of my 
arguments or conclusions. The incorrect statement appears on the lower 
half of page 74. It runs as follows: “It is a familiar fact that under both 
pure and monopolistic competition the individual seller is in market equi- 
librium when his reservation price is equal to marginal revenue.” The state- 
ment is correct in the case of pure competition but incorrect in the case of 
monopolistic competition. 

ELMER D. FAGAN 

Stanford University 
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Economic Theory; General Works 


The Theory of Consumer's Demand. By Rusy TuRNER Norris. (New Haven: 
Yale Univ: Press, 1941. Pp. 220. $3.00.) 


The recognition of the phenomenon of product differentiation, and its ex- 
plicit introduction into economic theory, has wrought a substantial change 
in modern price and market analysis. So far, however, only those implica- 
tions of differentiation which affect the conditions of supply have been thor- 
oughly explored; it remains to consider its implications for the theory of con- 
sumers’ choice. It is to the rewriting of the latter theory subject to the assump- 
tion of ubiquitous differentiation of products that The Theory of Consumer’s 
Demand is primarily devoted. 

The book, involving as well a general critique of the theory of choice as it 
has come to us from the Austrians, from Walras, from Marshall, and more 
lately from Hicks, is divided into two main parts. The first of these, prepara- 
tory to the main thesis, is a straight-forward exposition and evaluation of the 
indifference curve analysis recently popularized by Hicks. This presentation 
is wholly in geometric, arithmetic, and literary terms, and serves as a good 
interpretation of Hicks for the nonmathematical reader. Hicks’s principal 
conceptions of substitutability, complementarity, etc., are investigated; his 
basic assumptions are explored; and the indifference and marginal utility 
analyses are carefully compared. While the contribution of this section is 
largely expository and critical, it should be particularly useful as an intro- 
duction for graduate students to the ideas of Mr. Hicks. 

The second and principal section is devoted primarily to a theory of choice 
and demand in terms of related goods or differentiated products. The theory 
involves the development of three main, related propositions. Of these the 
first is that people’s consumption habits are such that they never consider 
their expenditure patterns in a “general equilibrium” sense; that all problems 
of choice are necessarily “partial equilibrium” in character; and that there- 
fore a realistic theory of choice should be primarily concerned with partial 
rather than with general equilibrium problems of choice. Rejecting the idea 
of a highly hedonistic individual, the author argues that the individual’s con- 
sumption pattern is derived not from a conscious calculus of choice among all 
the items in his budget, but rather from his cultural heritage. This inherited 
budget pattern is conventional, inflexible, and changes only slowly. Such de- 
liberate changes as are made affect only a limited area of consumption, and are 
necessarily successive rather than simultaneous. Hence the necessity of shift- 
ing theoretical emphasis from the general to the partial equilibrium type of 
choice decision. 

The second main proposition is that the sort of theory of choice indicated 
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needs first to be differentiated into a long-run and short-run theory, a con- 
spicuous omission on the part of contemporary writers. To this end the author 
develops first a short-run theory of demand, concerning consumer response to 
price changes in “a period of time so short that no changes in income and 
no changes in established consumption rates? occur.” In such a period con- 
sumer reactions to price change consist of the hoarding or dishoarding of 
money, the building up or depletion of stocks of goods, and experimental pur- 
chases on items outside the normal budget. Previous commitments have a 
rigidifying effect on the expenditure pattern, and calculations of marginal 
utility (or of marginal rates of substitution) have no valid application. The 
author holds that the short-run theory of demand is particularly distinct from 
the long-run for the great mass of differentiated, non-staple products which are 
particularly likely to be stocked in responsè to price changes, and for “petty 
goods” purchased experimentally in the short run. Although such a theory 
is suggested rather than fully developed, the suggestions are penetrating. 

The third main proposition is that the basic (long-run) theory of choice 
must be rewritten to emphasize the primacy of partial equilibrium choices 
within groups of close substitute. differentiated products. A simple non- 
mathematical theory is developed along this line, and recognizes two main 
categories of differentiated groups. The first includes groups of out-and-out 
substitutes, within which the consumer makes a choice, as, for example, 
among various makes of automobiles. The discussion of this problem, empha- 
sizing the phenomenon of a single choice from multiple alternatives variously 
priced, is well handled. The second category of groups is that of complementary 
substitutes, an innovation of the author. Complementary substitutes are groups 
of differentiated goods each member of which is specialized to a particular 
subdivision of a general want—as, for example, tennis shoes, walking shoes, 
and dress shoes—and which have an aggregate utility when possessed in groups 
greater than the sum of individual utilities when possessed separately. The 
establishment of this category is obviously no mere terminological innovation, 
but a recognition of a real phenomenon heretofore largely neglected. For such 
goods, which the author. believes to be a dominant category, she devises an 
appropriate theory of choice. 

In sum, therefore, what is suggested and developed is a major shift in em- 
phasis in the theory of consumer choice toward choices by the consumer among 
clusters of competing substitutes and complementary substitutes, as they arise 
out of the ubiquitous phenomenon of product differentiation. This work con- 
stitutes a definite contribution to the theory involved, not primarily on the 
technical level, as it is argued largely in terms of arithmetic and geometric 
examples and never in a highly general form, but rather on the level of a 
revision of basic assumptions and of an exploration of the general implications 
of these revisions. The major propositions concerning human psychology and 
habit and concerning the occurrence of products in differentiated clusters are 
smoothly fused into a consistent major argument. 

A final aspect of the work involves some suggestions concerning the impli- 


* Italics mine. 
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cations of the modified theory of choice for:the demand curves of the sellers of 
differentiated products, The phenomenon of discontinuity of demand curves at 
conventional prices, the effect.of an increase in the number of products in a 
cluster on the elasticity of demand for each of them, and other issues raised 
in recent price literature are discussed, although this treatment does not 
progress far beyond the expository level. This portion of the work suffers from 
a limitation common to a considerable portion of literature in the Chamber- 
linian tradition (not implicit in Chamberlin’s own work)—~a preponderant 
emphasis upor the effect of product differentiation on the demand for the 
individual seller, and an insufficient emphasis on the importance of fewness 
of sellers within a “cluster.” 

It would have been appropriate if this highly realistic treatment of consumer 
choice could have been capped by an equally realistic explicit recognition of 
the fact that in modern markets pure oligopoly and especially differentiated 
oligopoly, as opposed to monopolistic competition in the sense of product 
differentiation plus large numbers, are the dominant categories. All cases of 
markets involving large numbers are peripheral to these dominant categories 
in the same sense that the author holds unrelated homogeneous goods like 
wheat and cotton to be peripheral to the dominant clusters of complementary 
substitutes. The various subdivisions of the oligopoly category should be ex- 
plicitly the concern of such a work as this in so far as it touches on sellers’ 
demand. 

This limitation, however, in no way affects a substantial merit and nov- 
elty of the bulk of the work, which is concerned primarily with the theory 
of consumer choice. On this level the author has made a substantial contribu- 
tion to contemporary theory. 

Jor S. BAIN > 
University of California ' 


A Theoretical Analysis of Imperfect Competition with Special Application to 
the Agricultural Industries. By Wittiam H. NrcaorLLs. (Ames: Iowa 
State Coll. Press. 1941. Pp. xiv, 384. $3.75.) 


This excellent volume is addressed primarily to the large body of agri- 
cultural economists. It should, however, prove useful not only to the 
specialists but also to most economic students who will find in it an extremely 
readable review of a large sector of current economic theory. 

The title is indicative of the dual nature of the book’s contents. It is chiefly 
a theoretical study, but it contains at the same time a great deal of empirical 
material about agricultural processing and distributing industries. Dr. Nicholls 
has tried to achieve two goals. First of all, he attempts to demonstrate that 
agriculture is not, as is so often implied, a sort of sanctuary for the theorists of 
pure competition. The processing agricultural industries must be studied in 
terms not of pure, but of monopolistic competition. As it now stands, however, 
the analysis of imperfect competition may be too complex or ill adapted for 
practical use in agricultural research. Dr. Nicholls has also set about to remedy 
these defects. 
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The small scale of farming operations coupled with the relatively standard- 
ized nature of their products appears, at first glance, to fulfill the strictest 
requirements of purely competitive theory.. This is not so, however, for the 
buying side of the market does not conform to the necessary assumption of 
atomistic behavior. The three largest buying firms of livestock account for 57 
per cent of the total volume handled; the percentage is 46 per cent for 
tobacco leaf, 38 per cent for wheat, 30 per cent for canned vegetables, 21 per 
cent for milk. Pure competition among sellers is matched with oligopsony, not 
pure competition, among buyers. These departures from purely competitive 
standards are further enhanced by the geographical barriers between local 
submarkets. What is needed by the agricultural economist, therefore, is a 
thorough understanding of imperfect competition among buyers and, especial- 
ly, of the nature and functioning of oligopsonistic markets, Since imperfect 
competition has been developed mainly with reference to the selling side of the 
market, the first task is to reinterpret it in terms of imperfections in the 
buyers’ market. Dr. Nicholls’s book is largely devoted to the problem of 
putting into reverse gear the familiar Chamberlinian analysis of monopolistic 
competition. In a good two hundred and fifty pages he discusses, from this 
point of view, the various cases of monopoly-monopsony, oligopoly-oligopsony, 
bilateral monopoly, service and product differentiation, and price discrimina- 
tion. 

The theoretical problem is handled skillfully and in a very readable form. 
Dr. Nicholls disclaims any ambition to be a “tool-maker” and clings tenacious- 
ly to the useful, if ungrateful, task of a “tool-adapter.” I cannot help feeling, 
however, that he is, at time, somewhat too faithful to his models. Although he 
recognizes explicitly the limitations of particular equilibrium methodology, he 
makes no effort to escape its fetters and the analysis runs, throughout, in 
Chamberlinian and Robinsonian terms. The discussion of derived demand, in 
Chapter 2, would have gained enormously if the now familiar tools of in- 
difference analysis had been resorted to. Only in this way is it possible to make | 
any sense out of the concept of the elasticity of substitution. As used by Mrs. 
Robinson and Dr. Nicholls, the “elasticity of substitution” is a mere re- 
christening of the problem which confronts us. It does not bring its solution 
one step nearer. 

The otherwise excellent discussion of oligopoly-oligopsony suffers from a 
certain hesitancy, on Dr. Nicholls’s part, to choose between pure and applied 
theory. The first half of the analysis is little more than a rehash of Chamber- 
lin’s Chapter 3 with hardly any relevance to real agricultural markets, (In- 
cidentally, Dr. Nicholls seems to identify Bertrand’s and Edgeworth’s solu- 
tions of oligopoly. Edgeworth’s solution, although starting from Bertrand’s 
model, introduces highly restricted assumptions and concludes that the price 
will oscillate between the monopolistic and the competitive level, while Ber- 
trand argued that the equilibrium price would be the same as under pure 


competition. Dr. Nicholls’s objections apply to Edgeworth’s scheme rather 


than to Bertrand’s.) 
The discussion begins to be interesting when Dr. Nicholls takes leave of his 
authorities and investigates the more realistic situations where one or a few 
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firms dominate the market. The argument explaining how, under such condi- 
tions, the influence of entry is likely to bring about competitive profits, but 
with excess capacity rather than with competitive prices, is a model of clarity. 
On the other hand, his assertion that where a few firms dominate the market, 
we should expect “that prices throughout the industry would tend to be estab- 
lished at such a level as to maximize the profits of the most efficient of the 
dominant firms” because “. . . in their relationship to each other, a few 
dominant firms must recognize the most efficient of their number as their. 
leader” (p. 143) seems to me rather gratuitous. Larger size, or superior 
financial and research means, may——“regardless of efficiency” be the decisive 
factor in enforcing leadership among the dominant firms as well as between the 
dominant firms and the others. In the steel industry, for instance, is the U.S. 
Steel Corporation the most efficient of the dominant firms? 

The section on price discrimination includes a brief discussion of empirical 
supply and demand curves. I doubt whether this will be of much help to most 
readers. A disproportionate emphasis is placed on the influence of time-lags 
upon the shape of the curves, but other fundamental difficulties are hardly. 
touched upon. Indeed, outside of pure competition, it is difficult to give any 
precise meaning to industrial demand and supply curves. Moreover, would not 
the supply of many agricultural products depend, not so much on their own 
prices in isolation, but rather on the relation between that price and the prices 
of other agricultural commodities to which production might be shifted? Nor 
does Dr. Nicholls discuss the primary statistical problem of isolating shifts of 
demand from shifts of supply. I think it significant that, in recent years, the 
attention has shifted largely from the study of statistical supply curves to the 
investigation of statistical cost curves, 

Having shown the pervasive influence of monopsonistic factors in agricul- 
tural markets, Dr. Nicholls sets about answering a second objection to the 
extension of imperfect competition analysis to the agricultural field. “The 
fact that processor-distributors do not directly control the short-run supply of 
the farm product has .. . frequently been interpreted as precluding the ex- 
istence of imperfect competition among them” (p. 1). “The natural reaction... 
is that, since there is no control over the supply (hence none over price), there 
can be no monopoly” (p. 353). Dr. Nicholls points out that this lack of control 
over the short-run supply of farm products is not relevant to the position of the 
processor. The latter’s monopoly rests upon the control, not of the farm prod- 
uct, but of his processing-distributing services and of their price, .e., of the 
spread between the price paid to the farmers and the price received for the 
processed product. Concentration of control among the processors-distributors 
need not, however, result in constant spreads. If the dominant firms were able 
to forecast future supplies accurately, imperfect competition would, just as 
pure competition, lead to relatively flexible margins. Margin inflexibility 
should be associated, not with mere concentration of control, but with the 
uncertainty of the dominant firms as to the responses of producers and con- 
sumers to price changes. Personally, I would stress as equally important the 
uncertainty of each processor as to the reactions of his rivals, and the resulting 
tendency to price—or, in this case, to margin—stickiness. Finally, it is re- 
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marked again that in so far as the control of competition and entry is imper- 
fect, profits may fall to the competitive level while the margins remain high, 
due to the wastes and costs of excess capacity. 

This brief summary does not do justice to the book, Dr. Nicholls has made 
excellent use of his empirical data in illustrating the theoretical analysis. This 
close interpenetration of theory and facts is, to me, the most valuable part of 
his work. Those who are looking for an agricultural Burns’s Decline of Com- 
petition will only regret that he did not do more in this direction. Indeed, 
outside of meat packing and milk marketing the empirical material is rather 
scanty and comes in mainly by way of examples. In view, however, of the 
difficulty of the task and of the limitations of space, Dr. Nicholls should be 
commended for what he did, rather than blamed for what he has not yet done. 

My main criticism would rather be directed toward his heavy reliance on a 
few standard works in the fields which he covers. This is especially apparent 
in his discussion of economic dynamics and in his treatment of oligopoly. 
With relation to the latter, the literature reviewed is nearly exclusively Cham- 
berlinian, and no mention is even made of such names as Kahn, Sweezy, 
smithies, etc. As a result, the solutions offered are unnecessarily narrow and 
arbitrary. To a certain extent, this is, of course, unavoidable in dealing with a 
problem which admits of an infinity of solutions. Much could have been 
gained, however, by shortening: the discussion of the traditional Cournot- 
Edgeworth controversy, and devoting some attention to more significant 
models such as cut-throat competition, price stickiness, etc. 

As it is, though, Dr. Nicholls has performed brilliantly a most useful service. 
He has disposed very effectively of the old shibboleth that imperfect com- 
petition is inapplicable to the agricultural field. In addition, he has retooled 
many of the current weapons of monopolistic competition and short-run 
dynamics in such a way as to simplify their mastery and to adapt them for 
ready use in the study of agricultural markets. The readers of the present 
volume will undoubtedly await with high expectations the future writings, 
alluded to in the Preface, in which Dr. Nicholls will apply his own theorizing 
to further problems of practical research. 

ROBERT TRIFFIN 

Harvard University 


Introduction to Responsible Citizenship. By WILLIAM E. MOSHER and Asso- 
clates. (New York: Holt. 1941. Pp. viii, 886. $3.25.) 

Responsible Citizenship is designed as a textbook for an introductory 
course in social science or human relations. This intent should not blind 
one to the fact that it can also serve as a highly literate survey for the mature 
scholar who wishes to sink his teeth into an exercise in perspective and syn- 
thesis. The contents represent the equilibrium attained by the faculty of the 
Maxwell School of Citizenship of Syracuse University after some sixteen years 
of experiment with various subject matters. The reviewer knows from per- 
sonal experience the extent to which the detail has been hammered out and 
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constantly revised in weekly conferences of the representatives of the various 
social sciences who have shared in the teaching. 

The book is a compromise between the compartmentalized, capsule survey 
course in the social sciences and the integrated fusion course in social science. 
It starts bravely as a general study of human behavior grounded in social psy- 
chology and expressing itself in various aspects of life. This view of social 
behavior in general is followed by a survey of its peculiar expression in gov- 
ernance. However, the behavioristic approach is almost totally absent in the 
subsequent treatment of economics and is muted in the history of democracy 
which follows the economic section. It is again resumed in Part V, under the 
title “Rival Social Philosophies.” 

All textbooks and courses aim to promote understanding and social insight, 
and this is no exception. On the other hand, this particular book belongs to the 
minority which have the courage explicitly as well as implicitly to motivate 
their readers toward a given course of social action, With all their hearts, the 
authors favor the democratic, positive state, and raise alternatives largely to 
refute them. It is, however, no paternal bureaucracy which is the authors’ 
utopia. At every point the student is exhorted himself to participate in demo- 
cratic activity, and arguments therefore are given in full. The title is well 
chosen. 

Dean Mosher opens the book with a reasoned essay on the meaning and 
challenge of responsible citizenship in contemporary society. This is followed 
by Professor Haring’s section on “Social Behavior.” In this section, the funda- 
mentals of social psychology are outlined and their expression in society 
indicated. The Iroquois and Japanese cultures are used as examples, with the 
obvious and successful intent of leading the student to see institutions in his 
own culture, not as permanent and God-given, but as the product of time 
and place. The parts of this section which deal with cultural analysis are better 
done than those concerned with social psychology. One suspects that the 
author’s desire not to be vulnerable to criticism from the profession may have 
made him reluctant to commit his views to print with that clarity and pre- 
cision which is desirable in an introductory course. The result has been a 
certain blurring in the subject matter. 

Professor Beyle’s section on “Governance” is clear and interesting, and 
makes full use of the approaches of the earlier portions. It is abstract in its 
premises and conclusions, but each abstraction is buttressed by a wealth of 
concrete illustrations drawn in many instances from the experience of uni- 
versity students. Government is pictured as social control with an ever- 
varying range of activities. These activities express themselves through insti- 
tutions, but the latter are pictured realistically, and not as mystical entities. 
Issues are treated as the outgrowth of motivational differences, and these are 
traced to their origins. 

The section on economics suffers somewhat from the fact that it is not well 
integrated with the other parts of the book. Considered as a unit by itself, 
however, the reviewer has nothing but praise for it. In a scant two hundred 
pages of clear and interesting writing, Professor Ross has packed all of the 
main features of contemporary institutional economics. By the author’s device 
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of constantly raising questions the student is or should be safeguarded from 
the temptation of superficiality. The major issues raised include capital forma- 
tion, monetary control, cyclical variations, capacity for production, state 
control, and. remedies for maldistribution, exploitation, and unemployment. 

Professors. Galpin, Harlow, and Mosher share the responsibility for Part IV, 
which in effect is a history of democracy. The contributions of Greece, Rome, 
the Renaissance and Reformation, the American and French Revolutions, Jef- 
ferson and Jackson, and the Progressive Movement are passed in review, The 
material is compact and closely knit. It succeeds in illuminating the demo- 
cratic way as cumulative and ever-developing. 

The final section treats democracy, communism, and fascism as alternative 
ways of life. Considering the magnitude of the respective subjects—each as- 
signed but a chapter—a reasonably clear and objective picture emerges. The 
picture occasionally sacrifices accuracy to the necessity for a measure of 
oversimplification; and omits altogether certain important aspects, such as 
the corporatism usually associated with fascism. The contrast between theory 
and practice in communism is well brought out by Mrs. Fisher, as are also the 
similarities and differences between communism and fascism. Dr. Mosher con- 
tributes the conclusion, which restates the introduction in the light of what 
has gone between. 

In a work purporting to cover the whole field of human relations, a reviewer 
is almost certain to look for more than it is humanly possible to cover. Never- 
theless, the work is not merely a study of democracy, but it is also a tract 
urging its preservation. Hence one would expect to find pointed out in the 
contemporary scene the connection between religions which hold the indi- 
vidual sacred and the preservation of human rights, Instead there is a studied 
avoidance of this approach, and individual rights are discussed either as 
merely expedient or at the most as in some fashion biologically grounded. 
Moreover, Professor Haring seriously weakens even this approach when he 
assumes (p. 172) that democracies are inefficient as compared to dictatorships 
and tyrannies. However, criticisms of this sort must not obscure the fact that 
the work succeeds in its avowed purpose. My recollection is that for a num- 
ber of years the course on which this book was based was consistently voted 
the “most valuable” by a majority of the students taking it. 


ERNEST §. GRIFFITH 
Washington, D.C. 


Economic History 


Burlington West, A Colonization History of the Burlington Railroad. By 
Ricwarp C. Overton. (Cambridge: Harvard Univ. Press. 1941. Pp. 
xviii, 583. $4.50.) 

Mr. Overton’s study, following the pioneer researches of James B. Hedges 
for the Northern Pacific and the Canadian Pacific and of Paul W. Gates for 
the Illinois Central, deals with the organization, methods, and results of the 
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colonizing activities of the Burlington and Missouri River Railroad. The 
sources are so abundant that they have provided almost an embarrassment of 
riches. The records of the land department in the Baker Library at Harvard 
are supplemented by the official records and archives of the road, various 
collections of correspondence, public documents, newspapers, and local his- 
tories. The only potentially important sources not utilized are German and 
Scandinavian newspapers published in the United States. The bibliography is 
too inclusive and indiscriminative. Superficial popular books that can con- 
tribute nothing to the subject are included with works of original scholarship, 
and thirteen textbooks, including one of high-school grade, are listed. The 
narrative is generously documented and embellished by quotations, pictures, 
maps, and graphs, and supplemented by an extended documentary and 
statistical Appendix. 

Mr. Overton’s historical contribution would have been increased by greater 
unity of treatment. In the possession of such ample stores of interesting and 
often highly picturesque material, he is led to turn aside from his monographic 
labor to consider collateral topics and colorful episodes not pertinent to his 
theme. Background details, legislative and administrative policies, and de- 
scriptions of changing types of rolling stock—however significant and inter- 
esting in themselves—could well have been compressed or omitted for the 
purposes of this study. 

The slips and omissions that have been noted are due mainly to carelessness 
in checking background facts and local details. William J. Sparks was Com- 
missioner of the General Land Office not “Secretary of the Interior.” The same 
James Harlan is given two separate entries in the Index as Secretary of the 
Interior and Senator. The noted Massachusetts lawyer “Edward R. Hoar” 
obviously refers to E[benezer] Rockwood Hoar. James Thorington, the first 
_ free-soil member of Congress from Iowa, should be mentioned in connection 
with the railroad land-grant of 1856, for which he received contemporary 
credit and discredit. Fairfield, Iowa, is in Jefferson not “Henry” County. — 
Experience has not shown that the dry-farming system of Hardy W. Campbell 
has been “very satisfactory.” The extension activities of the Burlington 
described in the concluding chapter should not be confused with colonization 
policies. 

The author makes an obvious effort to maintain a judicial attitude but he 
does not disguise his feeling that the historians have overemphasized the 
gains and underrated the services of the railroads in the disposal of their lands. 
With the full record at hand, the case is strongly presented for this particular 
road. 

The Burlington was no doubt somewhat exceptional in the standard of its 
leadership and in its foresighted and enlightened policies in dealing with 
settlers. None the less the road and its officials were not apart from their time 
and its business methods. Threatened repudiation to force a certain class of 
bondholders to convert presses hard the general interest argument. The 
manipulations of “town site companies” of railroad officials is too easily 
justified as a safeguard against irresponsible speculation, The extensive inter- 
mingling of church and denominational college establishment with settlement 
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promotions often conducted by ministers, as well as the subsidizing of clergy- 
men and “professors” for various types of “oblique advertising,” suggests the 
curious interrelations of God and mammon characteristic of Jay Cooke. But. 
it should be said for the Burlington associates that their frankly avowed 
motive was always that of straight business. Incidentally, the opinion held at 
the time and since that certain Secretaries of the Interior were, for whatever 
reasons, partial to the claims of the railroads is given considerable justification 
by the rulings here recorded. 

Of necessity the roads followed much the same techniques and practices; 
they were all a part of the “system” which was often one of trial and error. 
The B. and M. drew on the experiences of the Illinois Central and even more 
directly of the Hannibal and St. Joseph and frequent interchange of officials 
tended to standardize organization and methods. 

Considering the limitations, public and private, under which the companies 
operated, definite conclusions as to relative “soundness” and expediency of 
particular policies are difficult to reach. What does stand out, in this as in 
other policies of land disposal, is the lack of definite information and reasoned 
plan by the government, the corporations, and the settlers. Mr. Overton 
observes that the question as to whether the development of the country in 
this way was premature is beyond the scope of his investigation—but it is an 
issue that cannot be ignored by the student of the economic and social history 
of the nation. 

EARLE D. Ross 

Iowa State College 


Economic Systems; National Economies 


Russia’s Economic Front for War and Peace, An Appraisal of the Three Five- 
year Plans. By A. Yucow. Translated by N. I. and M. Stone. (New York: 
Harper. 1942. Pp. ix, 279. $3.00.) 


In spite of a large number of books, pamphlets and articles on various 
aspects of the Russian development which have appeared since the outbreak 
of the Russian-German war, there has been no serious publication dealing 
with the economic problems of the Soviet Union. This gap has now been 
filled in a very satisfactory fashion by the appearance of the excellent study 
by Dr. Yugow. Although a political emigré—he is one of the foremost leaders 
of the Russian Social-Democratic Party. (Mensheviki) which has been sup- 
pressed in the Soviet Union ever since the early twenties—the author was 
able to present a highly objective and unbiased history of the three five-year 
plans, The volume acquaints the reader with all the salient facts in the field 
of Soviet economics and thus provides a handbook which is particularly valu- 
able at the present time. 

The handbook character of this work, however, is responsible for some 
of its shortcomings. The treatment of the vast subject is organized in a rather 
infelicitous manner, and the individual chapters—dealing with industrializa- 
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tion, agriculture, internal commerce, foreign trade, finances, and so forth— 
tend sometimes to become repetitive and a little dreary. It is a pity, 
furthermore, that the author never refers to any writings except the ones 
in Russian, and it certainly would increase the usefulness of the book if its 
second edition included a bibliography comprising publications-in the English 
language which—whatever their value—are more easily accessible to the 
reader in this country. Moreover, taking into account and discussing such 
non-Russian work (e.g., Colin Clark, Dobb, Reddaway, Hubbard, the articles 
of Chossudovsky in the Review of Economic Studies, etc.) would have in- 
duced Dr. Yugow to broaden the scope of his investigations and to pay more 
attention to some theoretical issues which are of considerable interest to the 
non-Russian economist. ; 

For example, the problems arising in connection with the determination 
of the size of the national income in an economy in which prices are fixed 
and goods allocated by a planning authority are not even mentioned by Dr. 
Yugow. Nevertheless, he uses the figures referring to the changes of the 
national income and hardly ever questions their significance, 

In the same, rather uncritical way he speaks frequently about costs. “The 
cost of production in Soviet industry is much higher than that of foreign 
countries or of Russia before the First World War” (p. 39). If it is money 
cost which he has in mind, then everything would depend on the way in 
which he evaluates the Soviet ruble in terms either of the Czarist ruble or 
in terms of a foreign currency. As such a unique relationship between Soviet 
money and other exchanges certainly does and did not exist, and as the ex- 
pression “ruble” has in reality always been an abbreviation for quite a 
number of legal tenders of different purchasing power (depending on the 
station in life of its possessor, the rations which he was entitled to claim, 
etc.), it appears doubtful whether it is useful to compare costs in the Soviet 
economy in monetary terms either with the pre-war costs in Russia or with 
costs abroad. The comparison would appear somewhat more justified, if the 
“real costs” (in the Marshallian sense) could be studied and confronted with 
“real costs” in other countries. But Dr. Yugow does not and presumably 
could not do this, as data on “real costs” are not easily construed, especially 
not for Russia. 

Speaking of the turnover tax which plays a very significant part in Rus- 
sian public finance, Dr. Yugow remarks that this tax is highly anti-social 
(p. 132). That is true, however, only if the inequality of income is very 
great. He believes, indeed, that such is the case (p. 258) but hardly tries to 
prove this contention. The degree of inequality and how it compares with 
other countries could be measured with the techniques of the Pareto or 
Lorenz curves, but such a research has—to this reviewer’s knowledge—never 
been undertaken? and it appears rather uncertain whether it would yield 
meaningful results corroborating Dr. Yugow’s opinion. 

But all these more or less important drawbacks are fully compensated by 
the admirable clarity with which Dr. Yugow analyzes the main issues of the 


* With the exception of a doctoral dissertation of A. Bergson filed at Widener Library 
(Harvard University) but unfortunately unpublished. 
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economic policy of the Soviet Union. The decision to devote about half of 
the national income to Investment and armament resulted by necessity in 
privations to the civilian population. Shortages of all kinds and tremendous 
difficulties of administration were unavoidable. Disproportionalities in the 
growth of individual industries, troubles with respect to agriculture, hitches 
of various importance were the necessary concomitants of the terrific strain 
to which the economy of a backward country was submitted by political 
decision. Form and. content of planning are interdependent. Planning for 
abstinence has to resort to different means from planning for welfare. The 
information which Dr. Yugow supplies shows what could have been accom- 
plished, if houses could have been built instead of tanks and roads instead 
of fortresses. One can heartily concur with his hopes that after this war the 
Soviet Union, freed from the permanent threat of invasion, will be able to 
use the powerful mechanism of rational utilization of resources in order to 
secure a steady increase of welfare for her population and thus create the all- 
important condition for the growth of a free and democratic society. 
PauL A, BARAN 


Washington, D.C. 


Ekonomika Sotzialisticheskoi Promyshklennosti (Economics of Socialist In- 
dustry). By E. L. Granovsxu and B. L. Markus, editors. (Moscow: 
Akademiya Nauk, Institut Ekonomiki. U.S.S.R. 1940. Pp. 598. 10 
rubles.) 


This textbook on economics was written by a group of economists con- 
nected with the Institute of Economics of the Academy of Science of the 
U.S.S.R., and is intended for students in institutions of higher learning who 
already have had some background in economics and the history of national 
economy. 

In the Introduction, the problems and tasks of socialist industry in Soviet 
Russia are discussed. The chief problems of the economics of socialized in- 
dustry are those of an increase in the rate of capital accumulation and the 
development of factors which will bring about a change from socialism 
to communism. The solution of these problems will require a further extensive 
development of socialist industry as a whole and of its separate industries. 
The direction of capital formation is closely related to the selection of the 
size of industries, specialization and coöperation, combination, location of 
industries, and allocation of resources. The economics of socialist industry 
deals also with the most advantageous combination of large, average and 
small enterprises and relationships between them, as well as the achievement 
of equilibrium between industry and related fields. Among other tasks 
of the economics of socialist industry is that of studying the struggle of the 
party against the restoration of private capitalism, and to “struggle against 
bourgeois theories and opportunistic distortions in the field of science” (p. 13). 

The material of the text is discussed in the following order: 

1. Stages in the development of socialist industry. 


1942 | BOOK REVIEWS 369 


2. Industrial program of socialist production, dealing with the volume of 
production; per capita production; comparisons with foreign countries, par- 
ticularly the United States; the development of new industries; planning of 
the production program; allocation of resources; and distribution of goods. 

3. Development of the technical bases of socialized production, including 
technical reconstruction and improvements. 

4. Concentration, specialization, coöperation, and combination in indus- 
tries. 

5. The geographical location of industries and the distribution of raw 
materials, This is the most interesting part of the book, from the point of 
view of the reviewer, since it describes the location of the main industries, 
the state of their development and plans for their future development. 

6. Capital formation in industries, that is, the amount of capital allocated 
to the development of various industries. The elements composing these funds 
consist of capital equipment. 

7. Basic funds of socialized production. The process of production requires 
labor and means of production; the latter are the means of labor (capital 
equipment, buildings, etc.) and objects of labor (raw materials, semi-finished 
goods, etc.). The methods of valuation used are: (a) cost of production, 
(b) cost of replacement, and (c) cost less depreciation. 

8. Productive capacity of industries, its use and seasonality. 

9. Cost of production and quality of production. In the U.S.S.R. “the 
price of an article does not represent a monetary equivalent of the cost of 
its manufacture. Price is the basic lever for the redistribution of the na- 
tional income and is determined in accordance with definite political and 
economic policies carried on by the Party and Government in relation to the 
stage of economic development of the U.S.S.R.” (p. 498). For instance, be- 
fore 1936 prices of metal and coal were below cost of production and the 
difference between cost and price was covered by the state. 

10. Finances of socialized production and their control by the state. The 
sources of funds needed by industry come from: (a) income and savings 
of these industries, (b) credits granted by the state and industrial banks, 
(c) grants from the state budget. Part of the surplus realized from the 
sale of goods by an industry is turned to the state in the form of turnover 
tax. In 1937, the turnover tax from industry amounted to 60.6 per cent of 
the total revenue of Soviet Russia. The state bank grants credits only for 
(a) seasonal needs, (b) goods in transit, (c) temporary needs, and in some 
cases for capital repair. Credits granted by the bank represented 37.2 per 
cent of the total turnover funds of the industry on January 1, 1938. 

11. The last part is devoted to administration and planning. The plan 
of every industry is actually a part of one over-all national plan. This plan- 
ning is performed by several agencies which receive directives from the Cen- 
tral Committee of the Party. 

The book contains a large amount of valuable material and statistical in- 
formation depicting the enormous industrial development of the country 
within the last decade or so. However, its value is much impaired by criti- 
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cisms and attempted but impossible comparisons with the economic structure 
and operations of the capitalist countries. 
M. V. CONDOIDE 


Ohio State University 


Canadian War Economics. By J. E. PARKINSON, editor. (Toronto: Univ. of 
Toronto Press. 1941. Pp. vii, 191. $1.75.) 


This compact and interesting little volume gives us the story of the Canadian 
war economy through the middle of 1941. Among the contributors are Pro- 
fessor A. F. W. Plumptre (Organizing the Canadian Economy for War); Mr. 
Henry Borden, general counsel to the Department of Munitions and Supply 
(The Work of the Department of Munitions and Supply); Mr. J. D. Gibson, 
editor of the Review of the Bank of Nova Scotia (Financing the War); Pro- 
fessor K. W. Taylor, secretary of the Wartime Prices and Trade Board (The 
Wartime Control of Prices); Mr. B. M. Stewart, deputy minister of the De- 
partment of Labour (Wartime Labour Problems); Mr. L. Rasminsky, assis- 
tant to the chairman, Foreign Exchange Control Board (Foreign Exchange 
Control); and Mr. Tom Moore, president of the Trades and Labour Congress 
of Canada (Organized Labour and the War Economy). It is striking that 
practical men of business and academic economists coéperated so successfully 
in this venture. That they did also reminds one of their coöperation in the 
administration of the current war economy. In the Canadian war economy, 
however, the business men seem to be in control more than they are on this 
side of the border. 

This volume is of particular interest to Americans because the Canadian 
war economy’s shift to high gear precedes the American shift. We can learn 
much, As Professor Plumptre points out in his excellent introductory chapter, 
Dunkirk was the signal for an intensification of the Canadian effort as it was a 
warning to Great Britain that she must turn to Canada for more than merely 
educational orders in the armament field. Unfortunately, in the brief compass 
of this review, I cannot do more than refer to the excellent chapters of Pro- 
fessor Plumptre and Mr. Borden. 

We turn then to Mr. Gibson’s essay on finance. Approximately 40 per cent 
of the national income (1941-42) is required by the government. The ex- 
pectation is that roughly one-half of the outlay by the treasury will be pro- 
vided by taxation. This compares with an estimated outlay by the federal 
government in the United States of a little more than one-half of the national 
income in the fiscal year 1942-43, and the provision of two-fifths of the 
total expenditures or somewhat more than one-fifth of the national income 
by federal taxation. Total taxation (all governments) will, however, yield 
about 30 per cent of the national income. 

Mr. Gibson presents a rather ingenious criticism of the point that in 
periods of unemployment the country should rely on sales of securities paid 
for out of additional money. Any failure to impose heavy taxes at this point 
encourages purchases of consumption goods with money earned in the out- 
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put of war goods. The effects are bound to be inflationary or (when diversions 
of resources to consumption goods industries follow) to result in a re- 
duction of war output. 

On two points, Mr. Gibson’s presentation requires correction or amplifica- 
tion. First, he does not make it clear that the payment of taxes out of ac- 
cumulated balances does not contribute toward a reduction of inflationary 
pressure; and, second, that the continued rise of production is not an 
infallible guide of the absence of inflation. Is a rise of output of 5 per cent 
and a rise of prices of 50 per cent noninflationary? 

The next issues are raised by Mr. Taylor’s essay on wartime control of 
prices. The Wartime Prices and Trade Board has ample power to deal with 
prices: licensing of middlemen, control of distribution, establishment of 
monopoly buying practices, fixing of prices, etc. In general, the Board has 
tended to keep prices down through improvements in the distributive process, 
control of margins, fixation of prices and deals with British buying monopolies. 
In the case of cod liver oil, however, the Board confronted with the loss 
of its most important source of supply, encouraged a large mark-up in prices 
in order to stimulate the saving of fish livers. 

Mr. Taylor recognizes the functions of price changes in the economic 
system. He, therefore, objects to price freezing; but, on the other hand, 
he realises that, when demand arises rapidly and supply is inelastic in the 
short run, a rise of prices will not contribute greatly to the provisioning of 
markets. In the reviewer’s opinion, Mr. Taylor overemphasises the contribu- 
tion to price stability that may be made by adequate monetary and fiscal 
measures. At least, he fails to note that general measures (¢.g., a rise of 
taxation) directed toward specific scarcities, are wasteful, in that the required 
dose must be large relatively to the effect to be obtained. It is much better 
to cut prices and demand in each particular market where scarcities prevail. 
Then particular controls can be supplemented by general measures. 

It is too bad that Mr. Taylor does not discuss the Canadian export price 
policy. Why are exports exempt from ceilings? Why are American purchasers 
of Canadian newsprint, for example, forced to pay what the traffic will 
bear? If the answer is the shortage of dollars, then it would still be better to 
keep prices down and provide Canada with Lease-Lend aid. It is particularly 
unfortunate that Canada encourages a high export price policy when the 
United States applies domestic ceilings to the export field. Finally, it is un- 
fortunate for American policy makers that this book was written too late 
to enlighten us on the price freeze. I, for one, would like to know whether, 
because all prices are thus kept down and purchasing power continues to 
rise, the raids on markets are intensified; or whether the announcement of price 
stability drives potential buyers off the market. If both factors are relevant, 
which is the more important one? 

Two chapters on labor problems, one by the deputy minister and the other 
by an important trade union official, reveal a difference of viewpoint on the 
all-important issue of the wage ceiling. Mr. Stewart seems to approve the 
limitation of wages to the 1926-29 level, Labor was treated well, for the 
cost of living had fallen 12 per cent since that period. It is provided, more- 
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over, that although wages do not automatically respond to a rise in the cost 
of living, adjustments will be made whenever the cost of necessaries of 
life rise. In this manner, labor is compensated for unavoidable increases in 
expenditures and yet the rise of wages is kept down to a minimum. Mr. Moore 
frankly says that the tie-up of wages with the cost of living (the quasi- 
freeze) was introduced despite the opposition of organized labor. 

Perhaps the most brilliant and. most helpful chapter in the whole volume 
is Mr. Rasminsky’s contribution on foreign exchange control, Here we have 
an excellent statement of the Canadian balance of payments, pre-war and 
war; of the peculiar difficulties of the Exchange Control Board; and of 
the measures taken to protect the Canadian dollar. Canada’s dollar pool be- 
came one of its most pressing war problems because it lost many of its 
former markets; because the United Kingdom, which could pay in free 
currency or gold only in part, increased its share of Canadian exports; 
because Canada, which launched on an all-out program long before the 
United States, had to increase its imports of raw materials at a dispropor- 
tionate rate; and, finally, large economies in exports to non-sterling countries 
were required. The Canadians imposed severe restrictions on imports from 
non-Empire countries; introduced special measures to stimulate imports from 
sterling countries (thus saving dollars); stopped exports of capital in a much 
“more vigorous fashion than the United Kingdom had; and finally, through 
the Hyde Park agreement, solved its dollar problem. Under this agreement, 
the Canadians agreed to provide large amounts of war materials to the 
United States; and the latter agreed to finance raw materials purchased by 
the United States for conversion into war orders of the British. 

Professor MacGregor’s chapter on “The Standard of Living” gives the 
reader some idea of the extent to which the Canadians have increased out- 
put and consumption and to what extent they have relied on capital consump- 
tion. A careful study of consumers’ budgets suggests where they may be 
cut, As in the American case, it seems clear that the Canadians will have 
to take strong measures to curtail consumption and capital formation— 
as further expansion of output meets increasing obstacles. 

This is a very helpful little volume, both because the problems faced are 
similar to our own and because we can profit from Canadian experience. They 
have faced many of the issues that now confront us. 

SEYMOUR E. Harris 

Harvard University 


The Structural Basis of Indian Economy, By H. VENKATASUBBIAH. (London: 
Allen and Unwin, Ltd. 1940. Pp. 156. 7s. 6d.) 

Critics of British rule in India, and particularly of Britain’s economic policy 
in India, differ according to the angle chosen, the particular problem under 
consideration, and the intensity of the consequent result. They fall into three 
groups. One holds that the policy of the British in India has been definitely and 
naturally pro-British and anti-Indian. The second contends that they have 
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done much, but finds fault for their not having done more. The third school of 
critics who have lost faith.in the existing economic order accuse the British for 
not only being anti-Indian but also as aligning their forces with the reaction- 
ary Indian elements—as the princes, the landlords, and the capitalists—and 
exploiting the poor millions. While Mr. Venkatasubbiah defies classification, he 
leans toward the second school of thought. 

The present study is perhaps the first of its kind in discussing certain 
selected aspects of Indian economic development, bringing out the inherent 
conflict between the British imperial interests and those of the Indian people. 
The introductory chapter discusses the nature of Indian economic development 
in the light of and as shaped by India’s peculiar cultural, institutional, and 
political forces, The second chapter analyses the occupational distribution of 
the people. Here the author has gone on the wrong track of assuming, without 
even attempting to define overpopulation, that India is overpopulated, and 
argues that in agricultural countries like India the problem of population 
should be studied more in the Malthusian sense than in the Marxian sense. 
While pointing out that the population problem in India is pressure on land, he 
ignores the importance of the twin remedies—the need for rapid industrializa- 
tion and the extension of cultivation. The author maintains on insufficient data 
that population pressure exists because environmental conditions are limited 
in relation to the needs of these remedies. 

The third chapter presents an original and interesting discussion of the basic 
agricultural economy of India. In tracing the historical evolution of the land 
revenue policy of the government of India, he brings out all the contradictions 
of the varied systems of land tenure that the vagaries of the British administra- 
tors have forced upon the country. In concluding this section the author points 
out that all these different.types of land tenure were “historically created by 
imperialism for its dual need—progressive cultivation and regular flow of 
revenue.” In practice the former objective has failed, but the latter has been 
realized to an abnormal degree. 

The fourth and final chapter discusses the absence of progressive indus- 
trialization and traces the slow and tardy growth of a few Indian industries. 
Here is an excellent discussion of the problem of British capital in India. 
According to the author, “The British conquest of India was not of course the 
result of monopoly capitalism seeking markets, though the basis of earliest 
armed conflicts with native powers, particularly in Bengal, was economic 
exploitation. But when the mother country developed an industrial capitalism, 
its task was only made easier, since it possessed an already conquered territory, 
thus avoiding the necessity of fighting to gain a market.” 

In Appendix A there is a “Note on India’s Industrial Potentialities in 
Relation to Her Mineral Resources.” It opens with a highly surprising state- 
ment: “India is not so rich in minerals as she is usually boasted to be. A 
general impression has been created by which India’s ‘enormous mineral 
wealth’ is assumed and ‘the lack of enterprise to exploit them’ is pitied.” Any 
student familiar with the wealth of India’s resources—potential and ex- 
ploited—will disagree with this sweeping statement. Were this not a brief 
review, one could paint a factual picture of India’s enormous resources on the 
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one hand and the failure and neglect to industrialize the country on the other. 
The reviewer is compelled to wonder whether the author is familiar with the 
publications of the Geological Survey Department of the Government of India. 
This statement of the wealth or poverty of India’s industrial resources can at 
best be relative and can never be so absolute as the author states. It depends 
upon whether one is comparing India’s resources with those of Japan or China, 
Canada or Cuba, Great Britain or Guatemala, the United States or Uruguay. 

On the whole, Mr. Venkatasubbiah’s book is original and well written. The 
author, who is a graduate in economics of an Indian university, is an associate 
of the New Fabian Research Bureau in Mysore. This study is a welcome 
addition to the meagre literature on this subject and should find a place in 
libraries of American colleges and universities. 

S. CHANDRASEKHAR 
New York 


This Age of Fable, The Political and Economic World We Live In. By GUSTAV 
STOLPER. (New York: Reynal and Hitchcock. 1942. Pp. xx, 369. $3.00.) 


In an impressive volume, which proposes to “be brutally intolerant of 
lies and insincerity” and whose “ambition [it] is to be popular but also 
to live up to exacting scientific standards” (p. xix), Dr. Gustav Stolper, 
formerly editor of Der deutsche Volkswirt, sets out to destroy the fables 
engulfing the minds of an unenlightened public, which in his opinion are 
responsible for the ordeals and disasters which have befallen our society. 
Fables, it may be said at the outset, are such theories, views, or arguments 
which do not happen to find the approval of Dr. Stolper. As there are very 
few pieces of equipment in our ideological arsenal which are acceptable to 
him, the number of fables which he is anxious to refute is almost legion. 
An amazing variety of subjects are treated in rather pompously written, but 
highly entertaining chapters, so entertaining, indeed, that for the uncritical 
reader they may disguise a host of fallacies, misrepresentations, and super- 
ficial half-truths potentially more dangerous than all the fables which Dr. 
Stolper desires to destroy. 

Reducing his far-flung discussion to its simple and comprehensible kernel, 
we discover that the entire campaign against the fables boils down to the 
not wholly unfamiliar assertion that government should keep out of eco- 
nomic affairs. This fundamental contention is corroborated at some length 
by theoretical arguments and by a few “‘case-studies” of which the ones on 
the Soviet Union and Germany are the most outstanding. The digression into 
the “theoretical field [is] for the benefit of those readers who wish to enrich 
their knowledge on matters on which everyone talks so glibly and to im- 
munize them against the writers whose fascination thrives on their brilliant 
ignorance” (p. 146). 

Let us see how Dr. Stolper enriches and immunizes his reader. “Economic 
crises” —we learn——“are to modern society what sicknesses are to the human 
body. They are not the normal condition of our society, but they are a na- 
tural event in the same sense as sickness is natural in the life of a man” 
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(p. 146). Whereas most people would agree that prophylaxis and therapy 
have eradicated many sicknesses, Dr. Stolper thinks differently of the sick- 
ness with which he is concerned: “Alternation of better and poorer times can- 
not be helped and should not be helped” (p. 159). Omitting the question why 
it should not be helped, we may inquire why such alternation cannot be 
helped. The author does not leave us without answer. “As long as total 
investments (direct or indirect) are equal to our total savings the flow of in- 
come may go on undisturbed. The decline of business sets in as soon as 
investments shrink and a part of savings becomes unemployed” (p. 157). 

What is the conclusion to be drawn from this statement which, while not 
“living up to exacting scientific standards,” is at least approximately cor- 
rect? That government should undertake expenditures to such an extent as 
to offset the deficiency created by the lack of net investment and provide 
thus for full employment of resources? Not according to Stolper. “Public in- 
vestment,” he says in his usual apodictic fashion, “cannot bring about a boom 
or, for that matter, full employment...” (p. 160). Because “the reduction in 
the income flow through oversaving cannot be remedied simply by creation 
of new money, as is popularly believed. Only if the new money induces new 
investments will its effects be salutary” (p, 159). The present economic situa- 
tion, however, permits even the man in the street to study the influence of 
governmental spending on the level of output and employment, but Dr. 
Stolper has expected this argument and has his answer promptly at hand: 
‘., . the fact that the Government was so easily able to create boom con- 
ditions and full employment by a vast expansion of armament must not 
_ mislead to the fallacy that a peace boom is easy to achieve. The crucial 
difference is that an armament boom is something extraneous, imposed on 
a peace economy without competing with private business. ... The amounts 
spent on defense might suffice to rebuild the American cities. But were this 
technically feasible and not in its early phases handicapped by shortages 
of certain categories of labor, it would create such a wholesale destruction 
of real-estate values that the effect would possibly be a depression ex- 
ceeding in severity even that of the early 1930’s” (p. 162). What does all 
this amount to? It amounts, at best, to the observation that if deficit spend- 
ing, increase in public debt, etc., continue to play the rôle of bogey-men in 
the minds of some economists and business men, they are likely to be per- 
manently counteracted by investment-strikes. The task of the government in 
that event will certainly become greater and the solution of the problem more 
difficult. The only lesson to be learned, however, is not that economists should 
increase the confusion by adding muddled “theories” about “crushing burdens 
of gigantic debt service” to the existing fallacies but should try hard to study 
the real implications of a fiscal policy directed at achievement and mainte- 
nance of full employment,’ and help liquidate the fables which are peddled 
under the name of economic science. 

While Dr. Stolper’s resentment toward the New Deal and all progressive 


1 The reviewer is well aware of the difficulties and limitations inherent in such a fiscal 
policy and treats them in a forthcoming article. 
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economic thought is couched in forms of “scientific” arguments, his disgust 
for centralized planning in Russia breaks through in the form of unre- 
strained distortions. A few examples of the way in which he disposes of all 
the intricate problems presented by economic experience in Russia may suffice. 
“The result of twenty-five years of socialist Utopia is in supreme degree just 
what the socialists accuse the capitalist system of being: chaos and dis- 
order, poverty, a total production at about the level achieved by 1914 before 
the First World War started, and this at the price of a lowering of the living 
standard (because of the enormous military expenditures), at the price of 
the enslavement of a great nation, of the degradation and humiliation of 
human dignity the like of which the world has not known since the days of 
Jenghiz Khan” (p. 65). 

Does he really believe that a country sighing under the impact of chaos, 
disorder and poverty is able to wage a total war for nearly a year against 
the most powerful military machine the world has ever seen? And does our. 
author, “brutally intolerant of lies and insincerities,” expect that the reader is 
going to take what he says seriously if he maintains that Russia has today 
a “total production at about the level achieved by 1914”? That is said in 
spite of the existence of 500,000 tractors working on Russian soil and en- 
tirely produced at home, an airplane construction which makes it possible to 
withstand a German air offensive on a front of 2,000 miles, an output of 
steel which amounted to 18 million tons in the year 1940 as compared with 
4.2 million tons in the year 1913, and coal mining which yielded 165 million 
tons in the year 1940 as against 29.1 million tons in the year 1913. 

But Dr. Stolper is unimpressed. There was no necessity to increase pro- 
duction, no necessity to build up a powerful armament industry. “After 1921, 
once Czarist Russia’s former allies had definitely given up their attempts 
to change the revolutionary Russian system by armed intervention the 
Soviets might have settled down peacefully inside their own sphere” (p. 281). 
Instead of behaving in such a prudent fashion, “. . . the Red Army has been 
served and pampered throughout” (p. 307). In addition the planners in- 
dulged in “transplanting of existing basic industries from the western parts 
of Russia to the center [the Urals, Western Siberia] and to the Far East” 
(p. 282).2 In order to carry through such devilish—and superfluous!— 
projects the Bolsheviks disturbed the peasant, who before the First World 
War “quietly and contentedly .. . tilled the soil and fed himself and the 
cities .. .” (p. 280), and imposed unnecessary privations upon the popula- 
tion. “Soviet Russia chose without necessity to impose on her people that 
plight of initial accumulation over again, for now cheap capital from abroad 
was to be had” (p. 290). Certainly! Loans to Russia were, as everybody 


? No existing industries were ever “transplanted.” In addition to the development of the 
existing industrial districts, natural wealth of other regions was tapped, partly for strategic 
reasons, partly because iron ore can only be mined where it is available. On page 268, Dr. 
Stolper remarks indignantly: “. .. we look at the Siberian vastnesses whose hidden riches 
were exploited or neglected according to the selfish whims first of the Czarist, then of 
the Bolshevist Great Russian imperialists.” Then it was not “transplantation” after all? 
And according to whose “whims” should these riches have been exploited? And since 
when is development of the natural resources of one’s own country called “imperialism”? 
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knows, an especially attractive feature on the capital markets of the financial 
centers of the world, particularly at 24 to 36 per cent per annum. 

Yet Dr. Stolper is not entirely against armament. “Under any system, it 
would seem, Russia could have afforded a first-rate army. But under a decent 
system it could, goodness knows, have afforded popular affluence as well” 
(p. 307). That is indeed an assertion which, if true, would heavily indict 
the policy of the Russian five-year plans. Unfortunately, there is nothing 
either in Dr. Stolper’s book or in the historical experience of other countries 
to support this contention. France and England living under “decent 
systems,” to use Dr. Stolper’s terminology, had certainly more affluence than 
Russia. The fate of France is well known and England owes her survival 
to the existence of the Channel more than to any other single factor. Where 
would Russia, enjoying no such natural protection, be today had the Russian 
government followed Dr. Stolper’s suggestions? It would seem that Dr. Stolper 
would not mind if the Germans were to replace the Communist regime. Since 
according to his theory of imperialism there is no such thing as colonial 
exploitation, the Russians ought, instead of fighting, to be grateful for the 
privilege of experiencing the benefits of the German “organizational genius.” 

since Dr. Stolper’s competence in matters economic and Russian appears, 
to say the least, rather dubious, let us turn to his discussion of Germany. 
There is a field where he is regarded as an authority. “Central Europe, in fact, 
has been socialized or nationalized ever since 1914” (p. 25). “. . . National 
Socialism in Germany and Fascism in Italy never were anything but socialist 
orders ...” (p. 133). Everybody is perfectly free to define socialism and 
nationalization in any way he pleases. But the definition which is used has to 
be clearly stated, consistently applied, and, furthermore, make some sense. 
If governmental interference by itself makes a socialist society, then the term 
loses all analytical significance. Governmental control in the age of mercantil- 
ism was no less rigid than in the Germany of Weimar. It could hardly be said 
that there is no difference between the “socialism” of this German republic 
and the “socialism” as established by Hitler. According even to Dr. Stolper, 
there must have been some. Because, after we are informed that Central 
Europe has been socialized ever since 1914, we are told that “by that time 
[Spring, 1938] German economy was completely socialized in everything ex- 
cept the emptied title to property” (p. 327). That these “empty” titles to 
property still accounted in the year 1938 for 28 per cent of the national +: 
income® disturbs Dr. Stolper very little. Since Russia and Germany are equally 
socialist, and since “not one single major war in the last one hundred and 
fifty years—the capitalist age—had its origins in economic causes or was 
waged for economic interests” (p. 192), one might ask, why they are fighting 
the present war. This quite important question for an author preoccupied with 
the “political and economic world we live in” remains unanswered. We are 


” Maxine Y. Sweezey, The Structure of the Nazi Economy (Cambridge, Harvard Univ. 
Press, 1941), p. 208. 

4“Tronically enough ... this total war (as far as Russia is concerned) does not have 
to be fought against ‘world capitalism’ but on the contrary with world capitalism against 
a rival ‘socialist economy’” (p. 307). 
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left just as unenlightened with respect to all other problems connected with 
German development since 1933. Analysis is replaced by findings such as 
this: “Hitler’s uncanny instinct is his medium-like reaction to the oscillations 
of the German soul” (p. 317); “From Munich onward German diplomacy 
was almost grotesquely idiotic” (ibid.). 

Such samples of factual information and analytical acumen could be easily 
multiplied. The reviewer regrets to be unable to point to, at least, a few bright 
spots in the darkness of This Age of Fable. He searched for “extenuating cir- 
cumstances.” He found none. , 

PAuL A. BARAN 

Washington, D.C. 


Business Cycles and Fluctuations 


Investment and Business Cycles. By James W. ANGELL, (New York: Mc- 
Graw-Hill. 1941. Pp. xviii, 363. $3.50.) 


Prospective readers of a book presumably are most interested in what 
they stand to gain from it. On this basis I believe we should go first to a group 
of three chapters (9-11) which, though not explicitly labeled thus, constitute 
Part II, devoted to the concept of the multiplier. Angell was one of the first 
to perceive Keynes’s error in relating the multiplier to the propensity to con- 
sume,' since this treats planned saving as if it were all hoarded, and to insist 
that spending, whether upon consumer’s or producer’s goods, governs the re- 
lation between investment and income increments. The retention of Keynes’s 
definition would indeed permit a conceptual distinction between the multiply- 
ing force running from a particular increment of public-works investment 
and its own effect upon income on the one hand, and multiplying forces run- 
ning from any private investment on the other hand, such as might be func- 
tionally related to the increased consumption (acceleration principle) or to the 
increased public investment, or not functionally related to either (routine 
investment of savings), But if the Keynesian definition is retained, statistical 
operation is either stopped or utilized in a misleading fashion, since statistics 
of income will inevitably include the effects of these “other” forces. Angell’s 
definition of a multiplier in terms of the propensity to spend not only supplies 
the actual arithmetic link between money and income—the income or circular 
velocity of money—but it also permits legitimate statistical operation with 
the available aggregative figures of money, velocity, and income. 

Angell is thus able to utilize his extensive velocity analysis, developed over 
a number of years, to produce one of the really notable treatments of the 
multiplier to date. Arithmetically the average circular velocity of money is 
obtained from the separate velocities of active and hoarded money. Since on 
the one hand the velocity of active money can be assumed to be practically a 


* Aside, of course, from the tautological and meaningless definition of this propensity in 
terms of the multiplier itself; cf. Angell, pp. 189-90. 
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constant through its being rooted in the payment mores, and since on the 
other hand the velocity of hoards is zero, any change in the average circular 
velocity is normally caused by a change in the relative proportions of active 
and hoarded money. Thus Angell is able to relate changes in circular velocity 
to the marginal propensity to spend (or hoard); and by reference to data 
beginning in 1899, to assign definite values to the latter through working out 
the average and marginal velocity figures. The results show a noteworthy 
long-run stability of average velocity and of the relation between money stock 
and income. Prior to 1929 the marginal and average velocities tended to close 
conformity at about 3 per annum; thereafter the average fell heavily to 1933, 
but again assumed relative stability at about 2.19; and the marginal veloci- 
ties, indicative of increased hoarding, in comparison to the averages respec- 
tively for 1929-33 and 1933-39 stood at 4.99 compared to 2.61, and 1.75 com- 
pared to 2.19, Aside from short period changes such as those of 1929-33, 
Angell’s equations permit the approximate forecasting of multiplier values. 
Finally, attention should be directed to his valuable distinction between the 
“vertical” and the “cumulative” multipliers, referring to its value per unit 
of time and through infinite time, respectively, and to the contrasting values 
of the latter under conditions of increasing, constant, and decreasing antici- 
pations (pp. 196-97). 

The noteworthy accomplishments of this analysis in relating the multiplier 
to the propensity to consume and in the statistical elaboration of this concept 
are in no way impugned by three critical observations which follow. In the 
first place, the conventional implication seems to have been a multiplier in 
veal terms, but Angell has omitted the method of deflating his purely monetary 
figures. Secondly, while Angell correctly objects to the Keynesian multiplier on 
the grounds of its assumed constancy of the marginal propensity to consume, 
it is curious that he holds it to be “rigorously correct” if the latter condition 
is realized (p. 193), when he has justifiably altogether repudiated the correla- 
tion of the multiplier to the propensity to consume. Finally, there is the ob- 
jection recently offered by Salant that the lag of the income effects of new 
investment cannot be mechanically derived from a period of monetary circu- . 
lation— unless, I might add, people have no hoards, cannot borrow, or do not 
“anticipate” income. Otherwise an increment of investment at any point in the . 
economy may give rise through favorable anticipations to an immediate in- 
crease of expenditures elsewhere, and thus to an immediate increase of income 
all the way around. 

It is impossible to dwell upon the essays in the concluding three chapters, 
which in effect constitute a Part III on economic policies; just as it is im- 
possible for the reviewer to do more than recommend their sound judgment 
and careful elaboration. The data presented in the last essay upon defense 
financing are now obsolete, but the general argument as to the possibilities 
of marked price advances have been justified by the developments of the past 
year. The essay on “Government Spending and Business Cycles” (chap. 12) 
shows the theoretical possibility of a miscarriage of the policy (pp. 211-21); 
reviews the history of public spending since 1931, which revealed a failure to 
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prime the pump (pp. 221-34); and finally weighs the dangers of increasing 
public indebtedness and the eligibility of other cycle controls, such as taxing 
hoards, central bank devices, and stabilizing the supply of money. In the 
chapter on “Secular Stagnation and Government Policy,” Angell does not 
agree with the thesis that secular stagnation arises from “an alleged lack of 
investment opportunities in the purely technical sense,” a position which has 
also been ably represented by Professor Fellner and maintained by others.? 
Angell objects that the closing of the frontier and the declining rate of popu- 
lation increase in the United States considerably antedated the onset of pro- 
tracted depression; he calls attention to the potentialities of investment in 
new housing, and refuses to assume a prophetic réle as to a dearth of technical 
advances in the future. On the other hand, the obstacles to international 
trade and finance and the developments under the New Deal adverse to 
private venture capital seem to him to be adequate to account for the hesi- 
tancy of investment. The only regrettable omission is the adverse effect of 
restrictive measures upon output, including government limitations and private 
monopolies. Professor Angell’s analysis of the causes of lagging investment 
merits the close attention of all students of the problem. 

Angell’s theory of business cycles, presented in the first seven chapters of 
the book, resembles Keynes’s more than Mitchell’s in its readiness to reduce 
the whole story to the movement of a very few aggregative variables, a char- 
acteristic which is set in relief by the use of a series of highly simplified quasi- 
historical graphs somewhat after the example set by Kalecki. The great variety 
of forces such as are involved in Mitchell’s description of the self-generating 
cycle, or in Haberler’s painstaking analysis of the stresses and disproportion- 
alities developing in revival or contraction and their complex interplay at the 
crucial turning points, gives place to the behavior of four magnitudes viewed 
mathematically as “functions” of anticipations—investment, consumption, in- 
come, and money balances. But saving, the chief devil in the Keynesian 
piece, plays no réle nor do variations in the rate of interest. Initially (chap. 1) 
both investment and saving are defined in an ex ante sense as schedules of 
demand for and supply of investment fumds; thereafter a curve representing 
the equilibrating points of a series of such schedules is first labeled “D, S” 
with a note (p. 25) to the effect that it carries no implication as to the equality 
` or Inequality of saving and investment, but later the function is called simply 
“investment.” Somewhere in the process ex ante saving and any possible 
contrasting behavior with ex ante investment get lost for the theory, though 
in a completely covert form they play a very significant rôle in the behavior 
of hoards. Whether by accident or design the Keynesian propensity to con- 
sume also disappears;* indeed the diagrams (pp. 34, 37) show consumption 


? William Fellner, “The Technological Argument of the Stagnation Thesis” Quart. Jour. 
of Econ., August, 1941, pp. 638-52; Sumner Slichter, “The Conditions of Expansion,” Am. 
Econ. Rev, Vol. XXXII (March, 1942), pp. 1-21; Howard S. Ellis, “Monetary Policy 
and Investment,” Am. Econ. Rev., Suppl, Vol. XXX (March, 1940), pp. 27-43. 


"Except when the author inadvertently uses this term when he actually means to 
employ his own concept of “propensity to spend,” e.g., pp. 97, 100, 258, 283. 
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increasing more slowly than income as functions of rising anticipations up to - 
a certain point, but thereafter more rapidly, the direct opposite of the Keynes- 
lan supposition. 

Chapters 5 and 6, setting forth the reasons for abandoning interest rate 
variations as causally significant for cyclical variations, will puzzle many 
a reader. Angell distinguishes three concepts: (1) expected yields on new 
investment, (2) expected yields on existing assets, and (3) the interest rate, 
defined as “‘the current” (or “the market”) rates of yield which can be ob- 
tained by the purchase of equities (or “physical assets”) at current prices. 
Keynes, he believes (p. 41), represents the amount of new investment as the 
result of an “equilibrium” (sic) between the first type of yield (“the mar- 
ginal efficiency of capital”) and the.third type (“the interest rate”); but, 
says Angell, interest rates (3) are never except accidentally equal to (2) and 
a fortiori are not equal to (1). “The potential purchaser’s actions are deter- 
mined by a comparison of expected yields on new investment and on existing 
assets, but not by a comparison of either of these with current market yields 
on existing assets.’ l 

Actually Angell’s (1), (2), and (3) are all the same, the marginal effi- 
ciency or productivity of capital, and nowhere does he have a rate of interest 
as a contrasting concept. For surely it is the expected yield on new investment 
(1) which sets the expected yield on existing assets (2), aside from the survival 
of incorrect and by-gone evaluations on the latter which Angell nowhere pos- 
its; and as surely it is the expected yield on assets (1) or (2) which sets the 
current actual (or market) yield on existing assets (3), unless current valu- 
ations have no reference to the future, which cannot be Angell’s contention. 
The “interest rate,” as a contrasting concept, is not the yield on assets, present 
or future, but the return on a money loan (4). Yields on assets represent the 
productivity or marginal efficiency of real capital (the “real,” “equilibrium,” 
or “natural” rate) in contrast to interest on fluid funds (the “money” rate, 
or in Keynesian terms, “the” interest rate). This is the necessary contrast 
which has prevailed from the time of Ricardo through Wicksell to Keynes.. 
Moreover, no one of these writers, including Keynes, maintained a necessary 
equality of (1) and (4), which Angell incorrectly described as (3): it was’. 
a divergence which accounted for investment. And it is ¢#is divergence which | 
is roughly indicated by the contrasting behavior of long-term bond yields and 
short-term loan rates, which is Angell’s only recourse to empirical data in this 
discussion (p. 45,n.1). 

After this unfortunate excursus into concepts, Angell touches—altogether 
too briefly (pp. 50-52)—upon the real reason for limiting the rôle of interest 
rates in determining investment, ż.e., the importance of other costs, and of 
variations in expected demand. Finally Angell objects to the Keynesian theory 
of interest itself on the grounds that market rates and money stock do not 
move inversely, liquidity preference being constant. The present writer does 
not view the Keynesian theory as a complete explanation of interest, though 


* P, 49. The italics are Angell’s. 
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liquidity preference is of course one element. But Angell seems to confuse 
changes in the liquidity function itself with movements along the schedule 
(pp. 62-63), which is what Keynes means by a constancy of liquidity prefer- 
ence; at any rate Angell accepts the Keynesian inverse relation of money and 
interest in an ensuing paragraph (p. 63, bottom). 

The abstract theory of business cycles culminates in a “Description of the 
Cycle” (chap. 8), half of which pertains to the upper turning point (pp. 92- 
113), two pages to the lower turning point (pp. 113-15), and the rest to gen- 
eral observations on self-generation, exogenous factors, etc..And it is pre- 
cisely upon this much-emphasized upper turning point that the theoretical 
structure is weakest. According to one version (pp. 93-95), the downturn 
comes about “inexorably” (pp. 99-100) through three forces: (1) an adverse 
development of costs relatively to prices; (2) a short-run “saturation point” 
in particular fields; (3) the decrease of the marginal propensity to consume 
and increased hoarding, We learn later (p. 110) that this development is not 
inevitable; that for a time, so far as concerns force (2), investors may turn to 
other fields; by consequence, aside from rising costs (1), the over-all limita- 
tion comes in force (3). But so far as concerns hoarding, more particularly, 
he elsewhere argues convincingly that “after the expansion is well under way, 
people hoard little or none of any current increases in income but spend all 
of them either on consumption, or increasingly, on investment,” and even a 
temporary set-back will not prevent the maintenance of current consumption 
and programs of investment (p. 200, his italics). Indeed the most plausible 
hypothesis seems to be that the downturn comes in expectations, plans, and 
the placing of advance orders; the reduction of current spending (i.e. 
hoarding) comes, as Angell proved statistically in The Behavior of Money 
(pp. 125, 126, 158, 159), “with or after, not before” the peak of most meas- 
ures of economic activity. 

Retrospectively over these chapters, the net yield for the development of 
cycle theory seems rather meager. Angell’s insistence upon the rôle of velocity 
in increasing the amplitude of cyclical variations offsets the curious intransi- 
geance of Keynesians upon this point; and he is right furthermore in his 
scepticism of the dominating position sometimes assigned to interest rate 
_ variations. The contrasting behavior of ex ante saving and investment may 
have been overemphasized by certain schools, but it may be doubted whether 
it should be completely abandoned. For the rest, the theory consists essen- 
tially in a rigorously simplified version of the acceleration principle and the 
introduction of “anticipations” as a uni-dimensional independent variable. 
One is left wondering whether the simplified schemata do not sacrifice too 
much of the descriptive and analytical value of the recent extended literature 
on these subjects. 

It is to be hoped that the reviewer’s lack of enthusiasm for one half of 
Angell’s volume will not interfere with an appreciation of the really distin- 
guished services performed in the second portion. 


Howard S. ELLIS 
University of California 
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Public Finance; Fiscal Policy; Taxation 


American Public Finance. By Wittiam J. Suurtz. 3rd ed. (New York: 
Prentice-Hall. 1942, Pp. xxiii, 874. Trade edition, $6.00; school, $4.50.) 


In spite of the large number of pages in this book, when its format and 
the space devoted to tax forms in the Appendix are taken into account, it 
represents one of the briefer treatments of public finance now available. The 
field, however, is covered in a clear and concise manner. Especially to be 
commended is the emphasis placed upon the constitutional and legal back- 
ground necessarily to be taken into account in the development of revenue 
systems. Ample evidence is presented that “judges are methodically ignorant 
of what everybody else knows to be true.” The attention which is called to 
the problems arising from intergovernmental relationships is timely, since 
such problems will undoubtedly assume greater importance in the yest im- 
mediately ahead. 

In some treatments the reader undoubtedly will desire a fuller da of 
the economic consequences involved in addition to the treatment of adminis- 
trative problems which the author gives so adequately, For example, especially 
in these days of war financing, a more adequate treatment of the economic 
consequences of taxation in comparison with borrowing as a method of 
financing an emergency would be helpful. The question may be raised as 
to why a chapter should be called Highway Taxes when other chapters are 
called Property Taxes, Income Taxes, etc. Certainly highways have not been 
used as a base for taxes, but taxes levied upon other bases have been spent 
for highways. Other questions, such as using cost as the distinguishing char- 
acteristic between a tax and a fee, might be raised, but they would deal with 
details rather than with the main purpose of the book. In this treatment of 
American public finance, Professor Shultz has performed a commendable 
service. 

MERLIN H. HUNTER 

University of Illinois 


Money and Banking; Short-Term Credit 


Exchange Control and the Argentine Market. By Vircrt SALERA. Stud. in 
hist., econ. and pub. law no. 485. (New York: Columbia Univ. Press. 1941. 
Pp. 283. $3.50.) 


The history of exchange control in South America offers a rich field for the 
economist, but up to the present, literature in English has dealt almost ex- 
clusively with European experience. Dr. Salera’s pioneer study traces the 
development of Argentine exchange control from its beginning in October 1931 
to the middle of 1940. Argentina abandoned the gold standard in December 
1929 and for nearly two years had a free exchange market. The immediate 
occasion for the establishment of exchange control was not a flight of short- 
term capital of the panic type so common in Europe in that period, but the 
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withholding of their foreign bills by the great cereal export houses, with 
a consequent reduction of the supply of exchange. 

In its original form Argentine exchange control involved no discrimination 
as between countries, but inside of two years it became a means of flagrant 
discrimination against American trade. British exporters had been steadily 
losing out in Argentina, largely to American exporters, but the United King- 
dom continued to be the best customer of Argentina, and in the late 1920’s 
and early 1930’s British imports from Argentina had been over twice its 
exports to that country. With the adoption of protection in Great Britain in 
1931, and the trend toward Empire bilateralism represented by the Ottawa 
agreements, Great Britain, by threats and pressure that savor far more of 
rough-handed German methods than of the English tradition of commercial 
policy, forced Argentina to discriminate against American trade in favor of 
British trade. This was done by granting exchange for imports from Great 
Britain at a lower rate than for imports from the United States, by surcharges 
on American imports, by purchases by government agencies in Great Britain 
at substantially higher prices than those quoted in the United States, and by 
import quotas. 

Salera thoroughly documents his thesis that the British were largely re- 
sponsible for pushing Argentina to its extreme forms of bilateralism. Those 
who think of German bilateral trade policy as the principal obstacle to the 
acceptance of the Hull trade policy in South America will find this account a 
revealing and perhaps a disillusioning one. Salera’s conclusion is that Argen- 
tina is not likely to return to a nondiscriminatory commercial policy by 
British initiative (p. 245), but that the United States, by its tariff policy, 
and a relaxation of the present arbitrary quarantine regulations, could re- 
duce Argentina’s dependence on the British market, and play a positive rôle 
in bringing an abandonment of narrow bilateralism in South America. 

Salera makes the well-taken point that Argentine exchange control can- 
not be appraised in terms applicable to European experience, and states that 
“there has not been the slightest attempt to pervert exchange control to the 
furtherance of totalitarian ends” (p. 253 n.). The study also indicates little 
attempt to use exchange control as a substitute for tariffs in building up local 
industries. 

The story that Salera tells is well worth telling, and the book represents 
careful research and competent analysis. It is unfortunate that the manu- 
script was not subjected to a rigorous editorial revision before publication. 
As it stands, the ponderous style oversteps even the standards charitably 
applied to doctoral theses. References to British and American exports 
to Argentina as “originations” (p. 239); “the proliferation of discriminatory 
preferences” (p. 147); an “unwithstandable” temptation (p. 177); peso 
appreciation “inexorably on the march” (p. 185); the authorities that had 
“given birth” to a classification (p. 221); and “the maintenance of a dual 
market type of exchange control in the free market of which the whole 
gamut of transactions might be consummated” (p. 201), are a few samples 
of what the reader faces if he is to battle his way through the book. 

FRANK WHITSON FETTER 

Haverford College 


1942] — BOOK REVIEWS 385 


Ceylon Currency and Banking. By B. R. SHeNoy (Madras: Longmans Green. 
1941, Pp. xl, 300.) 


This book dealing with the history, institutions and problems of Ceylon’s 
currency and banking is designed for students of monetary problems not only 
of the island of Ceylon but also in a general way of India, While there is a 
fairly large amount of literature discussing the problems of Indian money 
and banking, there has been no complete and scientific study of Ceylon’s 
monetary problems. Ceylon, though not under the government of India, has 
rested in the shadow of her great neighbor. Recently, however, since she was 
placed upon the agenda of Japan’s aggressive expansion, keen interest has 
been evinced in the peoples and problems of the island which has a popula- 
tion as large as that of the continent of Australia. While this book does not 
discuss the political institutions and economic problems of the island, the 
treatment is broad enough to indicate the general economic problems of 
Ceylon. In this respect it fills a long felt gap. 

The first two chapters, nearly forty pages, trace the island’s currency his- 
tory, embracing the successive rule of native, Portugese, and Dutch adminis- 
trations. The author in his Preface expresses his hesitation in retaining this 
material in the book. While it is true that the subject matter concerning the 
genesis and growth of the currency system is the special concern of the 
numismatist and the currency historian, it has interest for even the general 
reader and serves as a desirable introduction for the currency system that 
exists now under the British rule in Ceylon. 

The next two chapters deal with the monetary problems that the early 
British rulers were confronted with and how they attacked them. There is 
a discussion here of the events that led to the appointment of the Swettenham 
Currency Commission of 1869 and the Lascelles Currency Commission of 
1902, their respective recommendations and the government’s action thereon. 
The fifth chapter enquires into the island’s paper currency. 

The three succeeding chapters present an able and interesting exposition 
of the banking systems and problems in Ceylon. The exchange banks, the 
joint stock banks and the indigenous banking—all receive due atten- 
tion. All the exchange banks in the island are entirely British, unlike India 
where there are several non-British exchange banks. Apart from the branches 
of the Imperial Bank of India and the special position of the Reserve Bank 
of India, in Ceylon, there is only one Indian joint stock bank in Ceylon. The 
author has dealt briefly with Chettiar banking in Ceylon. The Chettiars of 
South India form a commercial caste and are a banking community. They 
have done pioneering work in this direction in most Asiatic countries. Ac- 
cording to some critics they are very welcome since they provide cheap 
short- as well as long-term credit. Others consider them unscrupulous exploit- 
ers. There has never been a scientific and impartial study of their banking 
methods in the light of modern conditions. I wish the author had given more 
space to this question, since the foreign student is more interested in this 
institution than in the joint stock and exchange banks with whose operations 
he is more familiar. It would also have been well for the author to explain 
Indian terms, such as Hundis, for the benefit of the American student. 
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The last two chapters deal with the (Draft) Paper Currency Ordinance of 
1939 and the present position of the Ceylon rupee and its relation with the 
Indian rupee and British sterling. The book closes with an excellent dis- 
cussion on the case for and against the creation of a central bank for Ceylon. 
The present exchange control regulations of the island, introduced to meet 
the war situation, form the subject of an Appendix. Sir Cecil H. Kisch recom- 
mends the book in his Foreword. 

The author, a graduate of both an Indian University and the London 
school of Economics, is now a lecturer in economics at the Ceylon University 
College, Colombo, and as such is well qualified to write this book. This 
study, the first of its kind for the island, is scientific, clear, and informative 
and as such is a welcome addition to the meagre literature on the monetary 
problems of countries in the East. 

S. CHANDRASEKHAR 

New York 


Business Finance; Insurance; Investments; Securities Markets 


The Investor and the Securities Act. By Homer V. CHERRINGTON. (Wash- 
ington: American Council on Public Affairs, 1942. Pp. x, 253. Cloth, 
$3.25; paper, $2.50.) 

Dr. Cherrington, professor of commerce at the University of Iowa, has 
limited his examination to the Securities act of 1933, the so-called “Truth in 
Securities Law.” Although he recognizes the disadvantage of the private 
investigator who does not have access to the files of the Securities and Ex- 
change Commission, the author thinks it worth while to use the available 
information for an appraisal of the law and its administration to date. 

The book opens with a discussion of the evils which were responsible 
for the legislation. The closing chapter reviews the results of the legislation 
in relation to each of these practices. Other chapters deal with the proposals 
for reform prior to 1933, and an outline of the provisions of the law and 
the work of the Commission. A brief examination of the British experience 
is sandwiched in between these chapters. The remainder of the book sur- 
veys the most significant forms of misrepresentation with which the Com- 
mission has been confronted; the position of underwriters and the problems 
of underwriting; and the responsibility of accountants under the Commis- 
sion’s rules and decisions. The material is well selected, and the presenta- 
tion is clear; the treatment, in spots, is sketchy. The book also suffers 
from the effort to assess the relation of government and the investor without 
considering the pertinent legislation in its entirety. 

The comparison of the Securities act and the English experience is service- 
able. It shows how much further we have gone in our attempt to protect 
the investor. Perhaps our tardiness explains the difference. There is an in- 
teresting recital of some of the earlier and generally forgotten suggestions 
for reform in the financial world, Omission of the late Justice Brandeis’s work 
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in this direction seems strange. The treatment of such topics as “beating 
the gun” in the sale of securities and private placement is realistic. The author 
seems to take no definite position with reference to the waiting period. 
He perceives the irony implicit in barring the small buyer—both institutional 
and individual—from investing in the many high-grade issues sold privately 
to large institutions in increasing volume. Dr, Cherrington, however, pro- 
duces no evidence that this tendency has arisen solely out of the provisions 
of the Securities act. The litigation in connection with the liability of under- 
writers does not seem to justify the impression that the provisions of the 
law are unduly harsh. 

The letter of deficiency requesting amendments in tiekti statements 
is a potent instrument of administrative policy. The Commission has discretion 
to decide whether or not amendments may postpone the effective date of the 
registration statement. Yet, as the author points out, in the absence of a 
formal dissent, it is not ordinarily possible without examination of amendments 
to individual statements to determine how the Commission has handled the 
particular deficiency problems (p. 139). He remarks: “A democratic so- 
ciety is in a potentially dangerous situation when the policies of an adminis- 
trative agency which has far reaching power to regulate capital markets can 
be known only by those who are on the inside.” No alternative is proposed. 
The suggestion is made that the Commission should go further in providing 
investigators with information, since they are confused by the prolixity of 
the usual prospectus. Dr. Cherrington thinks that investors inescapably tend 
to regard the registration of securities as evidence of the Commission’s ap- 
proval. 

I must take issue with the conclusion that the flotation of new securites 
by small corporations has been severely handicapped by the costs growing 
out of the requirements of the Securities act. This is a hardy myth. The 
exemptions of small issues are duly described by the author (p. 108). The 
costs of flotations of relatively small issues shown in detail in the published 
studies of the Commission prove conclusively that by far the greatest item 
of expense is the underwriting fee, or selling commission. The costs of regis- 
tration, including legal, accounting and engineering expenses, are small. 

The book contains an index and a bibliography. Unfortunately, the recent 
hearings on amendments to the Securities act before the House Committee 
on Interstate and Foreign Commerce on H.R. 4344, etc., have added sub- 
stantially to the data which could have been used. Nevertheless, this study 
will serve those who wish to consult a brief, general survey. 

RupoLtpH L. WEISSMAN 

New York 


The Voting Trust: A Device for Corporate Control. By JOHN ANTON 
Leavitt. (New York: Columbia Univ. Press. 1941. Pp. 216. $2.50.) 

The amount of economic literature devoted to the voting trust has always 

been relatively limited. The appearance of Mr. Leavitt’s book is therefore 
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welcome, although it does not pretend to be a treatise on the subject nor 
within its modest scope is the treatment free of certain shortcomings. 

The primary concern of this study has been to examine the voting trust 
in relation to the locus and administration of control within the corporation. 
The voting trust is depicted as a device whose prime characteristic is the 
“fixing” of control in the hands of a specific group—a result which is achieved 
by an exchange of stock for trust certificates between stockholder and trustees, 
whereby the former relinquishes to the latter his right to vote. Sometimes this 
amounts only to perpetuating the control already exercised by,a management 
group; on other occasions the control may actually pass from one group to 
another before it becomes crystallized. Aside from two brief chapters on 
history and legal status, the author has devoted his attention largely to 
exploring the nature of this device, the methods by which it transfers and 
fixes control, and some of the implications of its adoption. 

In one chapter, for example, are described in unusual detail the provisions 
which have customarily comprised the voting trust agreement. Included are 
over twenty subjects, covering everything from the preamble down to the 
various methods by which a trust may be terminated. Another chapter is 
devoted to a consideration of the uses for the voting trust. A group found 
to occur most frequently are those associated with corporate reorganization, 
at which time prior creditors or bankers often insist upon the creation of a 
trust in order that they may be assured of the quality and stability of the 
management until the enterprise is thoroughly rehabilitated. Its applicability 
to new corporations and to public control of old ones (e.g., to expedite the 
dissolution of a combination) is also considered. The positions of the trustee 
and of the security holder are accorded consideration in two additional chap- 
ters. On the one hand, the trustee is found seldom to be a heavy stockholder, 
frequently to represent banking groups, and to have interests not necessarily 
identical with those of the corporation. The stockholder, on the other hand, 
having forfeited his franchise, is no longer able to protect his interests against 
possible encroachment nor even to inform himself as to whether they are in 
jeopardy. 

The voting trust is thereby demonstrated to be one more device for sep- 
arating ownership and control of corporations and concentrafing that control 
in relatively few hands. It not only offers no guarantee of sound management; 
it openly invites abuse. Accordingly, if its use is to continue, the author rec- 
ommends a more careful regulatory policy, especially in the direction of 
securing a shorter life for the average trust, providing more publicity con- 
cerning trust activities, and reducing the immunity of the trustees. 

Restricted though the scope of this study is admitted to be, it leaves much 
to be desired both in form and content. The general structure could have 
been considerably improved by the inclusion of a concise introduction, by the 
relegation of countless illustrative cases to footnotes or summary tables, and 
by more careful organization throughout. Among the more noticeable sub- 
stantive shortcomings are a failure to give sufficient attention to the real 
estate trust and a tendency to provide categorical answers to many of the 
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issues raised when a further resort to facts seemed warranted, Nevertheless, 
this volume contributes some very worth-while exploratory and taxonomical 
spadework. 
James B. ECKERT 
Washington, D.C. 


The Securities Market and How It Works. By BRL E. SnuLtz. (New York 
and London: Harper. 1942. Pp. ix, 433. $5.00.) 

The Stock Market. By CHARLES Amos Dice and WILFORD JOHN EITEMAN. 
2nd ed. (New York and London: McGraw-Hill. 1941. Pp. xvi, 486. 
$4.00.) 


The Securities Market and How It Works is an outgrowth of the course 
until recently given by the New York Stock Exchange Institute for em- 
ployees of the Exchange. A more advanced text than its predecessor, Stock 
Exchange Procedure, the present volume is designed to cover the more “fun- 
damental and technical” aspects of the securities market. It is especially 
addressed to those engaged in some phase of the securities business and their 
customers as well as providing a text for college classes. The editor and senior 
author was formerly director of the New York Stock Exchange Institute, the 
predecessor of the present New York Institute of Finance. As collaborators 
he had certain members of the institute staff and individuals connected with 
prominent brokerage houses. 

Although there is no such formal division, the treatment falls logically into 
three parts. The first deals with the history and functions of the stock ex- 
change, especially the New York Stock Exchange, history and procedure 
of listing securities, and types of securities and their flotation. The second 
division has to do with the procedure of trading in stocks and bonds on the 
floor of the Exchange, covering such items as the execution of orders, special- 
ists, odd-lot trading, short-selling, etc. The third division treats of the proce- 
dure in the brokerage office in connection with customers’ orders and accounts. 
It explains the mechanics of opening and handling of accounts, commissions 
and taxes, preparation and analysis of the customer’s statement, margin 
regulations and practices, clearance and delivery of securities, etc., while also 
giving an introduction to financial statement analysis. A concluding chapter 
deals briefly with some current problems of the Exchange. 

Every step in the complicated procedure of the security markets is ex- 
plained in pointed detail and clarified by innumerable illustrations. One gains 
the conviction as he reads that here, for the first time, is available a thorough 
and authentic treatment of the technical business and procedure of the securi- 
ties markets written from the inside. It deserves to succeed all previous books 
of a similar nature. 

At the end of each chapter is found a list of questions and tests especially 
designed for candidates for employment or promotion within the sphere of 
the brokerage and exchange business. To many readers this volume will come 
as a revelation of things long desired but until now unobtainable. 


ks 
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The Stock Exchange is a second edition of the senior author’s earlier work 
of the same name and follows in its chapter headings the plan of the first 
edition. One more chapter on “The Price of Stocks” is added. 

The reader will welcome a more than doubling of charts and figures, while 
noting the omission of numerous tables found in the first edition and also a 
contraction of the Appendix on “Stock Market Terminology.” Ilustrative 
material has been brought down to date, which adds freshness to the treat- 
ment. 

The volume, like the first edition, is written from the customer’s point of 
view and deals not so much with technical procedure in the mechanism of 
the market as with the relationship of the customer to the market. Interest 
is maintained in security price movements as exemplified on the exchange. 
The analysis of causes, however, remains restricted as in the first edition. 

In the final chapter (which is new) the traditional theory of the relation- 
ship of price to earnings is treated but too briefly and inadequately, as are 
also the principles of growth stocks and leverage. More valuable is the new 
material dealing with manipulation and the federal acts of 1933 and 1934 
relating to securities and exchanges which has been included. 

J. E. KirsHMAN 

University of Nebraska 


Public Control of Business; Public Administration; 
National Defense and War 


The New Economic Warfare. By ANTONIN Bascu. (New York: Columbia 
Univ. Press. 1941. Pp. xvi, 190, $1.75.) 


This series of lectures delivered at Columbia University in the summer of 
1941, is a broad and not very analytical discussion of war economics, totali- 
tarian organization of economic affairs, and world politics. One chapter (the 
fourth) is devoted to the topic announced on the cover: economic warfare. 
The most valuable parts of the book are the descriptions of economic policies 
of nazi Germany and Great Britain. While the specific problems of the war 
economy are well seen, the fundamental economic changes of our time, which 
form the framework of the present experiments in war economics, do not 
find clear recognition, and little is done to give a meaning to the observed 
failures and successes. 

In the first chapter, dealing with economic preparation for war, Dr. Basch 
limits the discussion to the preparations of nazi Germany and the explanation 
of their success. The economic causes of war receive a very superficial treat- 
ment. The author points to a list of maladjustments in international trade 
relationships before the present war; but he does not seem to see any 
logical connection between the spirit of the Versailles Treaty and the eco- 
nomic and political conflicts that developed. Given a longer lease on time, 
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Basch argues, the ideas of Versailles might have led to a workable world 
system; unfortunately, their execution was “handicapped by all the reper- 
cussions of the war” (p. 4). 

This argument seems futile. If a political world system meets the problems 
of the time, it will scarcely need more than twenty years before it begins 
to manifest its power. The conditions created by the treaty favored the de- 
velopment of rivalries and new conflicts, and there is only too much agree- 
ment between its spirit and the futile attempts of the victorious powers to 
smother the explosive forces in the world while providing new fuel for them. 
Firmly anchored in the Treaty of Versailles were the policies to rebuild a pow- 
erful German capitalism while withholding from its masters a share in the 
ruling of the world, to erect a barrier of satellite states around Germany 
without providing for their prosperity, and to liberalize the colonial system 
without heeding the demands for industrialization and political independence 
of the colonial peoples. After these policies had developed their full effect 
and the great depression had disintegrated the leading nations, the nazi 
plan of world conquest and its early successes were a logical development. Dr. 
Basch limits himself to observing the outcome of this process, The absence 
of concerted opposition to nazi expansion, its temporary encouragement by 
“democratic” diplomacy, remain as unexplained as aggression itself. 

Chapter 2 gives a summary of typical problems of the war economy. Dr. 
Basch stresses the impossibility of carrying on total war without drafts on 
civilian consumption and the nation’s material wealth, and shows the 
limited usefulness of anti-depression policies in wartime, when the achieve- 
ment of victory is the supreme goal, He sees no way in which the principles 
of private business can cope with the war situation: “All productive equip- 
ment, all industry, is to be treated as if it were one big enterprise governed 
from one place and by one set of principles” (p. 69), a condition which he 
sees already reached by Germany and Great Britain in the present war. Careful 
students of war economics will agree with these observations. 

One minor point may be raised in connection with this chapter. Aoh 
the state assumes the rôle of a monopolistic supplier in certain fields, one won- 
ders how ‘‘monopolistic price theory may be applied in determining optimum 
prices . . . under which the national economy would best meet the war re- 
quirements” (p. 49). Does Dr. Basch propose that the British government 
sell wheat to the people at prices that net a maximum profit to the treasury? 
Perhaps, the author has been thinking of monopsomy rather than monopoly; 
rational monopsonistic policies may be very useful if applied by the procure- 
ment agencies of the military forces. 

Chapter 3 gives an account of important features of the British and German 
war economies, and chapter 4 discusses economic warfare. Some important 
facts are clearly seen. Dr. Basch states that Germany’s “economic position 
as a whole, even for a long war, was . . . stronger than in 1914” (p. 129). 
(This seems to refer to the end of 1940.) Systematic preparation and organiza- 
tion of available resources, military strategy determined by the principle of 
speedy successes over one enemy after the other, efficient exploitation of 
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conquered territories brought about this result. Although it is far from 
being a consumers’ paradise, nazi Europe cannot be conquered by economic 
strangulation, useful as this method remains as a companion of military 
blows. 

The author arrives at the conclusion that structurally the German and 
British war economies. show a great deal of similarity. Both countries adopted 
anti-inflationary fiscal and price policies. The remaining differences between 
the two systems can be explained—to some extent—by the delay in the 
starting of the British war economy. 

There are a few minor points in the discussion of the German war economy 
that may attract criticism. The rôle of price control in the German war 
economy seems somewhat exaggerated when described as “the most im- 
portant item in the general policy and especially in war financing”? (p. 74). 
Given the immediate control of industrial production by the state and the 
existing fiscal policy, price control appears of comparatively small im- 
portance. It might better be described as an auxiliary tool. 

Although Dr. Basch recognizes the comprehensive economic control power 
of the nazi government, he expects trouble from the huge savings deposits 
that are accumulating in Germany. True, if the immense blocked purchasing 
power were suddenly released, it would upset the markets for consumption 
goods. But are there any reasons to suppose that it will be let loose during 
the war? And if the release takes place after the end of the war, is it so diffi- 
cult to bring about a gradual transition? At present, at any rate, one can 
hardly agree with Dr. Basch that these savings indicate a serious weakness 
in Germany’s noninflationary financial policy; they are one of its main 
pillars. It seems that the inflationary dangers inherent in the increase of the 
Reichsmark circulation are similarly overrated. If we are interested in finding 
real instead of imaginary weaknesses of Germany, we should turn to an 
analysis of transportation and other practical problems of the nazi war 
economy. Dr. Basch’s book, unfortunately, does not give much help in this 
direction. 

Chapter 5, “From War to Peace,” is devoted to an examination of nazi 
plans for the post-war world and reflections about democratic peace plans. 
The problems of transition from war to peace are scarcely touched. The 
best part of this chapter is the matter of fact account of the nazi schemes and 
their partial realization in the occupied countries, 

The criticism of the nazi scheme is extremely weak. It is said to be 
“materialistic,” not to respect “basic human rights”; but there is little about 
the problem of its compatibility with the trends in the world economy. 
The juxtaposition of a “free world based on an international exchange of com- 
modities and following fundamental economic principles . . . a world in which 
the principle of legality must be made to prevail again” does not add to the 
force of the criticism of the “New Order.” What type of international society? 
What fundamental economic principles? Whose laws? 

Dr. Basch does not choose to answer these questions, except by reference 
to an old political scheme and a very vague program. The old political scheme 
is the federation of the Danube countries, an idea once held dear by French 
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governments, some of the states of the Petite Entente, and cherished up to 
our days by the house of Hapsburg. This idea never seemed to satisfy all 
of the nations involved; it was discarded time and again in the twenty years 
following Versailles since it never found the powerful sponsor that could 
put it into practice and maintain it against the opposition. Moreover, this idea 
never provided a solution to the basic European problem, which is the prob- 
lem of Germany. The same is true for the Oslo block which Dr. Basch 
seems to recommend for resuscitation. If the “United States of Europe” do 
not provide a solution, as Basch intimates, only a still larger block of 
- united nations will. Regional sovereignties within Europe belong in the pre- 
airplane age. 

Dr. Basch’s economic program is neither new nor realistic. It aims at a mar- 
riage of state control and capitalism in which both spouses are expected to 
reign supreme. In the “negotiated free economy” that he proposes, the state 
is supposed to prevent unemployment while private enterprise governs the 
remainder or, as Dr. Basch says, the major part, of economic life. This looks 
like the old devil in new disguise. State interference designed to prevent 
unemployment effectively means state control of production and investment 
planning. Fiscal and monetary policy will do only as long as the government 
does not feel under an absolute mandate to do away with unemployment. 
Only if the state is willing to risk the recurrence of depressions, can it leave 
the planning of production with uncodrdinated corporate and governmental 
agencies. Private capital does not flourish in the atmosphere of “limited” state 
interference where it is supposed to assume risks without holding the su- 
preme command. The result of this form of arrangement is too fresh in 
people’s memory to make the plan respectable: government hamstringing 
business, and business hamstringing government. How the two rivals that 
tend to paralyze each other in protracted struggle can be turned into an 
efficient team, Dr. Basch fails to show. He refers the problem to the demo- 
cratic nations. 

In some places it seems that Dr. Basch would be quite willing to give the 
state the first and last word in economic decisions; but in deference to a 
vague concept of “liberty” he holds back with an unequivocal statement. There 
are other instances, however, where the author seems satisfied with such 
weak arguments against government planning as' the “absence of a code of 
values” or the failure of certain governments in economic tasks, governments 
that were unprepared, unwilling, or unauthorized to do the job. 

Horst MENDERSHAUSEN 

Bennington College 


Arms and the A ftermath. By Perrin STRYKER (Boston: puesto Mifflin. 
1942. Pp. vill, 157. $1.75.) 

The author, a former feature writer for Fortune magazine, attempts to 
cover, in breezy fashion, five topics: (1) industry’s war record during 1917- 
1918, (2) technical information on mass production of war implements, (3) 
possible post-war results of plant expansions, (4) a report on the “various 
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1941 attitudes of manufacturers toward war business and their opinions about 
the future,” and (5) suggestions as to “the intentions of the Government 
in a post-emergency world” (p. 20). 

Stryker finds ample evidence in the experiences of World War I to demon- 
strate that construction, conversion, and operation of plants devoted to pro- 
duction of war goods divert resources from the civilian sector of the economy. 
In spite of this obvious lesson, he regards the present task of equipping for 
“defensive” war as a load to be superimposed upon industry’s normal pro- 
duction schedules. There is, moreover, a tendency to identify industrial effi- 
ciency with the number of operations carried on under one roof. The diffi- 
culties involved in subcontracting are, accordingly, emphasized and the need 
for parceling out tasks belittled. 

Regardless.of the government’s offer to buy specialized equipment re- 
quired for war production, some business men, Stryker finds, spurn the risks 
of entering new and perhaps temporary lines of production. They do not 
want to manufacture war implements according to confusing specifications 
at a time when their usual wares can be sold through the regular channels 
of trade at prices bolstered by the rising volume of income paid out by ad- 
venturers who have taken war contracts. For these producers of war goods 
the author foretells a doleful future. To admonish his readers about the 
problems of post-war industrial adjustment, he summons the specter of stark, 
bleak and idle factories. Consequently, these “excess” plants will have to be 
sterilized in order to preserve the processes of “orderly” marketing. Business 
men, apparently, have not heard and do not act on Hansen’s thesis* that the 
nation’s entire productive resources and abilities can be employed to rebuild 
our capital equipment and to achieve a high level of real income for civilians. 

The author’s formulation of problems connected with the future relations 
of government and business appears garish to the extreme. He envisages a 
“post-emergency government” dominated by Isador Lubin and Leon Hender- 
son, signers of the minority report submitted by the T.N.E.C. Another 
bogey on the horizon is government control in behalf of the consumer. “Fed- 
eral concern for the consumer promises to be one of the major characteristics 
of the future New Deal... . For once the government takes the consumer 
under its wing; it will have to abandon its traditional role as the protector 
of the maker and seller” (p. 151). Stryker manifests little consciousness of 
responsibilities to rehabilitate a war-sick and poverty-ridden world. The only 
indication, indeed, comes by way of a suggestion that producers of peace- 
time goods at war’s end are going to get an immense tactical advantage 
_ over their rivals in the scramble for markets. This time advantage, coupled | 
with mercantilistic practices, may fix the industrial pattern and secure for 
decades the gains obtained through initial penetration of markets. 

Considerable weight should be attached to this book as an expression of 


1 Alvin H. Hansen, After the War—Full Employment (Washington, 1942), No. 2 in the 
National Resources Planning Board series, Post-War Planning. Also A. H. Hansen and 
C. P. Kindleberger, “The Economic Tasks of the Post-War World,” Foreign Affairs, vol. 
xx, Apr., 1942, p. 466. 
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the recent past thought of those who direct operations of an important sector 
of American industry. Stryker’s report, together with the revelations of the 
Truman Committee, troubles those who are convinced that nothing less than 
a desperate production drive can supply in time the tools required for military 
victory. This is a book, then, to read for a point of view, and, like some 
other influential books extant today, not to be judged entirely by the con- 
sistency of its argument. 
WILLIAM BRAY 
Cornell University 


Industrial Organization; Price and Production Policies; Business Methods 


Hollywood: The Movie Colony, the Movie Makers. By Lro C. ROSTEN. (New 
York: Harcourt-Brace. 1941. Pp. x, 436. $4.00.) 


Mr. Rosten, with the help of a large grant from the Carnegie Corporation 
and the Rockefeller Foundation and a staff of ten assistants, has given us a 
delightful and penetrating account of the social and professional life of the 
moving picture capital. During three years of investigation in Hollywood he 
gained a wide entrée, On the basis of this experience he gives a vivid picture 
of the work-patterns, customs, and attitudes of the more prominent groups 
in the industry. This volume describes the life of the movie colony and 
analyzes in detail the characteristics of the producers, directors, writers, and 
actors. A future volume is to include an economic analysis of the industry 
and a discussion of its labor relations. The present volume is a social anthro- 
pological study of Hollywood on the “Middletown” pattern, and I shall leave 
an evaluation of it as such to scientists in that field. 

An interesting chapter on “Politics over Hollywood” includes a description 
of the depths to which the movie producers sank when they tarnished their 
silver screens with fabricated newsreels against Upton Sinclair during the 
California gubernatorial campaign in 1934. Had the chapter been written 
a few months later it would probably have contained an account of the ill- 
starred congressional investigation of alleged pro-war propaganda in movie 
plays and of the misuse of the newsreels to present far-fetched arguments 
against compulsory joint income-tax returns. If these cases had been in- 
cluded, the author might well have been led to conclude that the producers’ 
abuse of their power to influence public opinions has been limited chiefly to 
issues directly affecting their personal financial interests. 

Economic interest in the volume centers chiefly in the chapter on “The 
Big Money.” Rosten gives the size and number of the big incomes. While 
disclaiming any intention of discussing the reasons for the high salaries, he 
appears to attribute them to the profitability of the industry and the box-office 
value of scarce talent. “Movie profits go to the elite—in Hollywood and 
New York—and not to the stockholders. . . . Management gets big money 
for itself and big money for the talent it employs” (p. 86). The economic 
justification for high salaries to able producers is supported by an analysis 


396 THE AMERICAN ECONOMIC REVIEW [ JUNE 


of 39 pictures, indicating that “in well over half of the cases, the higher the 
salary of the producer, the higher the net profits to the studio from the 
pictures which that producer made” (p. 277). It is questionable whether this 
analysis is sufficiently conclusive to warrant publication. Another instance of 
extensive analysis of inadequate material is the dissection of the personal 
expenditures of sixteen individuals. On the whole, I think the author sum- 
marizes the spending habits best when he quotes Ken Murray: “Hollywood 
is the place where you spend more than you make, on things you don’t need, 
to impress people you don’t like” (p. 103). 

The chief weakness of the book comes from a labored attempt to make 
it scientific, which, so far as an economist can judge, results rather in making 
it pseudo-scientific. Rosten has taken his measuring rod into every cranny 
of Hollywood, and cluttered some parts of his otherwise fascinating book 
with insignificant data. Appendix H gives, for example, a statistical analysis 
by sex, age and location of persons whose fan letters were received during one 
month by one actor and one actress. Postcards constituted just 66.8 per cent 
of this correspondence. What social scientist has been eagerly awaiting this 
source material? The general discussion of the content of the correspondence 
is much more illuminating. 

Rosten deluged Hollywood with questionnaires. The answers enabled him 
to analyze statistically the producers, directors, writers, and actors with ref- 
erence to their age, birthplace, education, experience, earnings, marital history, 
and professional attitudes. Those in each occupational group who replied to 
the questionnaire constitute the sample, which is checked for representative- 
ness. But many persons included in the sample did not answer all the 
questions, and doubts arise that the returns for particular questions constitute 
representative samples. After reading Rosten’s questionnaires one can only 
marvel that he received as many answers as he did. 

‘The book is very well written, except for a few instances of carelessness. 
The number of movie theaters, for example, is variously given from different 
sources as 15,115 and 17,000. In giving data per person and per family, a 
ratio of 5 to the family is used in one case and 3.77 in another. And in the 
text it is stated that 47.4 per cent of 251 actors finished high school but did 
not attend college, whereas the data in the Appendix permit one to calculate 
that 26.89 per cent of the 47.4 per cent did not complete the four years. 

This: volume, in spite of occasional overdevelopment of quantitative meas- 
urement, does give a vivid and clever account of work and play in the movie 
_ capital, There are probably few other people that could have seen behind the 
facade of Hollywood as penetratingly as Rosten has done. It is to be hoped 
that he will complete his second volume, using the material he has gathered 
on the economics of the industry, as soon as he can be spared from his 
present position as Director of the Motion Picture Section of the Office of 
Facts.and Figures. His characterization of the industry as geared to a mass 
market but unable to use the methods of mass production holds promise of 
some interesting analysis. 

W. H. MCPHERSON 

Oberlin College 
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M arketing. By Froyp L. VaucHan. (New York: Farrar and Rinehart. 1942. 
Pp. xi, 639. $3.50.) 


Yet another textbook in marketing! The need—-if indeed fiche be a need— 
according to the author, Professor Vaughan of the University of Oklahoma, 
is for a treatment that emphasizes “principles rather than technique” and 
that proceeds primarily “from an economic rather than an acquistive point 
of view.” Complaint about high marketing cost and consumer insistence upon 
more information about the quality of products bespeak the importance 
of the economic approach. This treatise aims to analyze from an economic 
point of view the reasons for the relatively high cost of marketing and to offer 
suggestions as to what may be done to increase market efficiency. The book 
meets this test to a reasonable degree. The author presents the usual 
features of marketing in an orthodox but adequate fashion and in the final 
chapters of the volume he gives sound explanations for higher cost of mar- 
keting than of manufacturing and advances recommendations for dealing 
with the situation in the light of accepted economic principles. Herein lies the 
chief merit of the book. 

Like any freshly printed text in a field that is changing so rapidly as that of 
marketing, the book has the added merit of presenting the most recent 
advances in technique. Such developments as the super-market (pp. 225- 
227) and the agricultural legislation of 1936 and 1938, which seek to restrict 
the output of farm products in order to raise prices (p. 309), are well 
treated in the text. Another good feature is the questions and problems ap- 
pended to each chapter for class discussion. 

The book is divided into six parts. Part One gives the approach and dis- 
cusses the psychology of human wants. The next six chapters (Part Two) 
describe the orthodox functions of marketing. Of the various approaches to 
the study of marketing the author pays his respects to the functional approach 
as “the most important” (p. 10). But subordinate to the functions at any 
given time, it is important to know “the psychological appeals, physical 
facilities, mediums, and practices in marketing.” Accordingly, Part Three 
describes the mediums that perform these functions (private enterprises, 
coéperative associations, and the government); and Part Four treats of the 
practices which these mediums employ—salesmanship and advertising, credit, 
price policies, fair competition, merchandise turnover and stock control, 
and market research. The next five chapters (Part Five) present methods 
of marketing different classes of products and contrasts the methods of 
handling production goods (farm products, extracted products, and manu- 
factured goods) and consumption goods (convenience goods and shopping 
lines). Part Six contains an appraisal of the marketing system primarily from 
the standpoint of cost, giving reasons for the increase in marketing cost 
and offering recommendations, 

The final chapters of the book are by far the most significant. Herein the 
author sets forth three general explanations of the increase in the cost of 
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marketing. One is the fact that marketing is subject to the economic principle 
- of decreasing cost to a much lesser extent than is manufacturing. A second 
reason is higher transportation costs for longer hauls between producer 
and consumer, added sales efforts, and other increases in marketing functions. 
A third explanation consists of monopoly, unfair competition, and additional 
‘margin-widening acquisitive practices. The recommendations follow in terms 
of these factors—flexible freight rates, decrease or improvement in the func- 
tions of marketing, less advertising-—-and these deserve a firm nod of 
approval. ; 
J. S. ROBINSON 
Carleton College 
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Essays in Transportation in Honour of W.T. Jackman. By H. A. Innis, editor. 
(Toronto: Univ. of Toronto Press. 1941. Pp. viii, 165. $2.50.) 


This small volume, which carries a foreword by the Reverend H, J. Cody, 
president of the University of Toronto, and an introduction by Professor 
Alexander Brady, is made up of lectures presented in honor of Professor 
Jackman upon his recent retirement after completing a quarter-century of 
service at Toronto. For the most part the contributors are his former students 
and present or former colleagues. An exception is Professor C. Lloyd Wilson 
of the Wharton School who, on behalf of fellow workers in transportation 
south of the border, pays warm tribute to Professor Jackman for his note- 
worthy contributions both to scholarship and to student training in the field. 
The essays or lectures differ considerably in extent and in the level of interest 
and professional insight they envisage. Some, and possibly all, are worth the 
attention of specialists in the particular fields. 

Professor G. P. deT. Glazebrook of the department of history of the 
University of Toronto deals with “Nationalism and Internationalism on 
Canadian Waterways” and discusses the contributions and limitations of 
water transportation as a basis for political unity in Canada and the bearing 
of the Canadian waterways on the relations of Canada and the United States. 
“Ts it too fanciful,” he concludes, “to imagine that what an historian has 
aptly called ‘the commercial empire of the St. Lawrence,’ based on economic 
and national motives, may be transformed into a political empire of the 
St. Lawrence, child of its generation, jointly cherished by the Republic and 
the Dominion?” (P. 16.) Professor Herbert E. Dougall of Northwestern 
University, in “Some Comparisons in Canadian and American Railway Fi- 
nance,” finds that the railroad problems of the two countries, formerly quite 
different, now reach common ground in the obstacles to financial health that 
beset both systems. But the countries have differed in their response, in that 
American losses have fallen mainly on security owners while those in Canada 
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have largely been assumed by the state. After an extensive factual examina- 


tion of the “Principal International and Interterritorial Class-rate Structures - 


of North America,” Mr. Frank L. Barton, chief of the economics section of 
the Tennessee Valley Authority, concludes that “the levels of class rates 


applying to Official Territory from Southern, Southwestern, and Western. 


Trunk-Line Territories, and Eastern Canada are apparently made with no 
relation to density of traffic or costs of railroad operation within the terri- 
tories from which the class rates apply” (p. 55). Professor Wilson, in his 
survey of “Some Basic Problems in the Public Regulation of Transportation,” 
provides a concise summary of the perennial and the more recently emphasized 
problems ‘and stresses their importance. 

The factors making for high cost of movement of farm products in Canada 
are explored by Professor W. M. Drummond of the Ontario Agricultural 
College in an essay on “Transportation and Canadian Agriculture,” and some 
suggestions are made for reducing the cost. In the lengthiest of the discussions 
Mr. Norman D. Wilson, an engineer, in treating “Some Problems of Urban 
Transportation,” sets forth the difficulties of providing city transport facilities 
in the motor era and surveys the experience of a number of Canadian cities. 
The bearing upon policy of the presence of municipal ownership and the trend 
toward “free wheel transit,” by busses and trolley-busses, are stressed. 

Mr. W. G. Scott’s essay, “An Aspect of the British Railways Act, 1921,” 
follows a broader plan than the title may suggest. Discussing the disappointing 
operation of the standard-revenue provision of the 1921 law, the counterpart 
of the 1920 “rule of rate making” in this country, he paints such a picture 
of the use of transport control to throttle the railways’ competitors as should 
horrify those American students who now voice alarm over the straightjacket- 
ing tendencies of American regulation. It would appear that consumer-protec- 
tion has largely disappeared from the British system of control. Mr. Scott 
believes that the end of protecting railroad investors could better have been 
achieved through outright subsidy, but he does not declare himself as to the 
worthiness of the end itself. 

The final essay, on “Recent Developments in Balance of International 
Payments Statistics,” by Mr. Herbert Marshall of the Bureau of Statistics 
of the Dominion Government, departs from the transportation theme but 
deals with the not unrelated matter of the recent progress made in Canada 
in determining the volume of foreign trade movements and tourist expendi- 
tures. The revised estimate gives Canada a credit from tourists of 78 million 
dollars in 1939 instead of the 166 millions previously announced, 


Four closely packed pages are required to list the publications of Professor 


Jackman. Best known among them are his two-volume treatise on The De- 
velopment of Transportation in Modern England and his Economics of Trans- 
portation and Economic Principles of Transportation, which reflect his 
Canadian setting. 

SHOREY PETERSON 
University of Michigan a 
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Air Transportation. By Craupt E. Purrer. (Philadelphia: Blakiston, 1941. 
Pp. xxiv, 675. $3.75.) 

‚Air Mail Payment and the Government. By Francis A. SPENCER. (Wash- 
ington: Brookings Instit. 1941. Pp. xii, 402. $3.00.) 

Air Transportation in the United States: Its Growth as a Business. By HUGH 
KNOWLTON. (Chicago: Univ. of Chicago Press. 1941. Pp. vii, 72. $1.25.) 


The first two of these books are works of substantial scholarship. The 
third is a sketchy little book by an investment banker who is a member 
of the board of directors of Eastern Air Lines. It contains some information 
of interest on factors influencing the growth of air transportation, but one is 
forced to wonder how it happened to be published “through aid of a special 
fund for geographic study and research.” 

The books by Puffer and Spencer respectively were both completed in the 
summer of 1941, and appeared almost simultaneously. They cover much of 
the same ground, but with completely different types of approach. Puffer 
discusses all phases of current federal law and administration relating to 
scheduled air transportation. Spencer limits his scope, not too rigorously, 
to the place of air mail payments in the development of air transportation. 

Puffer’s book seems destined to convey an unfavorable first reaction to 
many readers. It has a formidable 16-page table of contents and an intro- 
ductory chapter which is exceedingly dull. As one ploughs through the book, 
however, the amount of sheer labor which went into it can hardly fail to 
inspire some respect. 

The most valuable part of the book is probably the lengthy chapter which 
presents the accumulated experience in the issuance of certificates of public 
convenience and necessity for new air carriers. Partly because of the sub- 
sidized character of the industry, the pressure for certificates has been great, 
and there have been complex special problems. At present, expansion of 
route mileage has been brought to a halt because of the war, but there is 
every reason to expect rapid expansion in the post-war period. The precedents 
so far established in connection with certificates for new services may then 
become of considerable importance. 

Other major chapters deal with rate making for air mail service and for 
transportation of persons and property. The discussion of air mail rate making 
has both the advantages and disadvantages of an intensive analysis of the 
printed decisions. It collates the precedents, but does not penetrate very 
far behind the mask of officialdom. Other chapters deal with the economic 
and legal characteristics of the industry, the regulatory agency, and the 
regulatory activities concerned with accounting, corporate relationships, 
labor relations, and safety. 

The treatment of decreasing costs is careful and elaborate, but there is 
almost no discussion of technological progress in the industry and its economic 
implications. This is a strange omission in a book on air transportation. At 

pages 302, 367, and 386, conclusions about rate-making policy, subsidy pay- 
“ments, and industry profitability inthe future are postulated upon the ex- 
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pectation that costs will continue to decline merely because the industry is 
one of decreasing costs in the static sense. l 

As a critical study, the book is lacking in impact. Significant appraisals of 
current practice are included, but tend to become lost in a wilderness of 
detail. For most readers the book would have been greatly improved by a 
rigorous condensation. Certainly no undergraduate should be compelled to 
read it in its entirety as a textbook. 

On the other hand, the mature student who has a specialized interest in 
almost any phase of the economics of air transportation will find the book 
very useful. Everything relating to current regulatory practice seems to be 
there, conscientiously compiled, well arranged, and carefully indexed. 

Spencer’s book, as previously noted, is concerned primarily with the 
issues connected with air mail payments. Since most of the public controversy 
so far in the air transportation field has been related to the mail payments, 
they provide a convenient organizing theme. The main structure of the book 
is chronological. 

After an introductory chapter, Spencer covers the development up to 1934, 
‘reworking the ground covered by the present writer in The Economics of 
Air Mail Transportation, but with a fresh look at the source material. He 
then deals somewhat noncommittally with the cancellation of the air mail con- 
tracts and reports subsequent developments during the period of Army op- 
eration. 

About half of the book, seven chapters, is devoted to the Air Mail act 
of 1934 and its administration by the Interstate Commerce Commission. “A 
review of those chapters,” as Spencer says (p. 225), “indicates that the 
Air Mail act of 1934 contained statutory defects and that its administration 
by the ICC was not altogether satisfactory.” This is an understatement. 
In particular, parts of chapter XII deserve a place in any collection of examples 
of administrative ineptitude in the field of public regulation. 

The three chapters on the Civil Aeronautics Authority and Board afford 
an interesting sequel. The record indicates that, while before 1938 an old 
experienced agency was doing a new job badly with its left hand, after 1938 a 
new agency which was willing to give the most concentrated attention found 
itself trapped at first by its own inexperience. 

Throughout the whole period since the cancellation episode in 1934, the 
type of regulatory action needed by the industry has been constantly chang- 
ing. The administrative activities actually attempted, moreover, have been 
largely on a trial and error basis. In the background, not too well concealed, 
there have been the numerous feuds and animosities carried over from the 
cancellation fight. l 

Spencer’s book has the great merit that it deals realistically with the prob- 
lems which have actually been uppermost in the minds of the officials of the 
regulatory agency, air transport executives, and members of Congress. His 
is not a book written in a library about a distant governmental activity. 
Despite a considerable amount of tactful phrasing, he manages to convey 
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in pointed fashion the results of much penetrating observation. 

The economic analysis is competent and sufficiently extended for the pur- 
poses in hand, but the book is as much a study in public administration as 
in economics. Because of its success in dealing with an area where economic 
and administrative issues can never be entirely disentangled, it is a significant 
contribution to a better understanding of how government functions in the 
field of economic regulation. 

Paur T. Davip 

Washington, D.C. . 
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Economic Geography of the United States. By BERNHARD OSTROLENK. (Chi- 
cago: Richard D. Irwin. 1941. Pp. xvi, 804. $4.00.) 


Professor Ostrolenk begins his book with an apology: “Economic geog- 
raphy, like history, needs to be constantly reinterpreted, reévaluated and 
rewritten in the light of new technological developments.” Indeed, there are 
many elementary textbooks in economic geography. One should think that 
there are innumerable tasks more worthy of the talent and effort of a 
professor of economics than adding another to the stock. Mr. Ostrolenk re- 
deems himself by introducing new types of evidence and new viewpoints 
into the field of economic geography texts. 

His plan is excellent. He starts from the proposition that the appraisal 
of resources, the significance of their geographic distribution, and their con- 
tribution to human welfare are constantly in flux, are currently affected by 
changes in technology, demand patterns, institutions and public policy. 
Hence, economic geography should be discussed in terms of just these changes, 
instead of merely describing how much of what is where. 

Dealing with coal resources, for instance, he discusses the painful agonies 
of a competitive and poorly organized industry faced with a declining demand 
for its product and the emergence of a powerful labor union, and tells of the 
rescue attempts by the government, In connection with the iron and steel 
industry, he explains—too sketchily but with laudable intentions—the work- 
ings and effects of the basing point price system and price leadership. Agri- 
culture is shown reeling from the blows of trade barriers and losses at export 
markets, and a brief survey of the major public policies designed to cushion 
the shock and to help farmers to adjust their production to the new 
demand situation is presented. 

On the whole, the selection of factual materials in tables, charts and maps 
is made judiciously according to their relevance to these dynamic aspects. 
Hardly a figure or map is shown which does not have a significant place in 
the analysis or argument developed in the text. The unceasing attempt of 
the author to give meaning to facts and to select them from an amorphous 
pile, according to their relevance to major issues of economic and social 
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welfare, renders his book outstanding among its none too exciting companions. 

The deliberate and systematic focus upon social welfare and living stand- . 
ards places the geographic location of resources in a position coérdinate with 
the various technological, economic and institutional factors determining the 
conditions under which the resources are utilized by people. Abundance of 
natural resources in itself does not make people rich. The author stresses, by 
means of many concrete examples, the growth of public policies designed to 
facilitate people’s efforts-to adjust resource uses to changing production 
techniques and demand patterns in such a way that general welfare and liv- 
ing standards be increased. Similarly, he points to other public policies 
which are hampering such adjustments. The arguments regarding these 
problems are presented cogently and without dogmatism. 

So much for the merits of the book. Its main deficiency lies in the lack 
of conciseness with which this constructive approach is carried through into 
the details of the various sections. Frequent references are made to the 
fact that whenever “pecuniary costs” and “true costs” fail to coincide, eco- 
nomic and social maladjustments are bound to arise. Yet no satisfactory defi- 
nitions of these two concepts of cost are given. In the chapter on Conservation, 
for example, we find this statement: “To say that it does not pay to con- 
serve soil, or to reforest waste land, or promote health, or educate and train 
young people is merely an evidence of improper application of the pecuniary 
system. Conservation of resources frequently demands that pecuniary ac- 
counting be ignored, that values be measured in other than pecuniary terms” 
(p. 775). In the first place, it is poor logic to throw soil conservation or re- 
forestation in the same category with health and education; and, secondly, 
we are entitled to know what value measures beside pecuniary ones the author 
is contemplating. 

Another example: in the chapter on transportation, 20 pages are devoted to 
a simple listing of various railroad lines, without any reference to traffic loads 
or other economic-geographic factors; while the economic-geographic rail- 
road problem par excellence, the making of freight rate schedules and their` 
effect upon regional specialization, receives 714 lines merely stating that 
there is such a problem. | 

Finally, I deplore the author’s aversion to introducing analytical con- 
cepts and simplified models of functional relationships between crucial factors 
as aids for understanding the processes governing the location of industries 
and regional specialization. An elementary knowledge of the principles 
of proportionality of factors, of comparative advantage, of maximizing so- 
cial product values, etc., is indispensable to students in their endeavor to gain 
insight into the dynamic aspects of economic geography. 

The book is divided into five parts: Geography, Power, Metals and Min- 
erals, Agricultural Resources, and Movement and Conservation. A very in- 
formative chapter on “New Resources and New Industries” is contributed 
by Professor John F. Bell, and two chapters on “Tobacco and Sugar” by 
Professor J. J. Gottsegen. The discussion of each of the major resources 
begins with a brief comparison of America’s productive capacity with that 
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of other countries, giving perspective to America’s position relative to the 
world as a whole. Recent technological changes, changes in demand, and 
relevant public policies are traced for each major industry in their effects 
upon geographic location, intensity of resource utilization, and living condi- 
tions of the people employed in that industry. The structure of ownership 
and control and the industrial policies and practices regarding output, market- 
ing and pricing are sketched for the various industries, with varying degrees 
of lucidity. The review questions at the end of each chapter are skillfully 
designed to stimulate thinking on the part of the student. 

Among the texts in economic geography dealing primarily with the United 
States which have come to my attention Professor Ostrolenk’s book is by 
far the most thought-provoking and deserves a prominent place in its field. 

RAINER SCHICKELE 

Iowa State College 


Southern Industry and Regional Development, By Harriet L. HERRING. 
(Chapel Hill: Univ. of North Carolina Press. 1940. Pp. xiv, 103. $1.00.) 


To secure that needed balance between agriculture and manufacturing in 
southern states, certain general principles and factual data are needed. To 
use the words of the author of this timely and enlightening book on the indus- 
trial growth of the South: “This story proposes one such unifying principle 
which may be useful to planners: an application to the manufacturing indus- 
try of Professor Howard W. Odum’s principle of optimum production. It 
supplies some simple—it is hoped not oversimplified—indices that may be 
useful to agencies trying to encourage manufacturing.” 

This book emphasizes first the fact that the South is a definite part of the 
nation and the welfare of the nation is affected by the welfare of this part; 
second, that the South, to be at its best, needs the development of all its 
people and capacities. 

The material is divided into six chapters, dealing first with an optimum 
manufacturing economy for the Southeast. It then logically goes into a dis- 
cussion of manufacturing for the nation, manufacturing for the region, manu- 
facturing for regional balance, optimum production and opportunity, and 
finally, a statistical picture of the entire situation. A well-planned Index 
simplifies the finding of particular data. Numerous charts and graphs, found 
throughout the book, add to the effectiveness of the information presented. 

In bringing to the front the problems that confront and impede the devel- 
opment of manufacturing in the South, and for presenting clearly the oppor- 
tunities for future development, Miss Herring’s book is a valuable document. 

SYLVIA KANTOR 

Athens, Georgia 
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Labor and Industrial Relations 


The Kansas Industrial Court, an Experiment in Compulsory Arbitration. By 
Domenico GAGLIARDO,. Univ. of Kansas pub., soc. sci. stud. (Lawrence: 
Univ. of Kansas Press, 1941. Pp. viii, 264.) 


As the reader of Professor Gagliardo’s excellent little book on the Kansas 
Industrial Court proceeds through its pages he is likely to be increasingly 
impressed by certain similarities between the history of the court and the 
Paul Bunyan yarn concerning logging operations on the Pyramid Forty. This 
tract was so high “it took a man a week to see the top, or seven men could 
do it in a day if they all looked together.” Among the animals that lived there 
was the Pinnacle Grouse. It “had only one wing—and that was a big one.... 
With one wing big that way she could fly round and round in little circles or 
big circles, which ever she liked, but of course, anyone might know, she never 
could go straight ahead—not the way she was built.’ 

After noting that “strikes again present a serious problem and once more 
restrictive legislation is being called for,” the author states that his study is 
designed “to point out the successes and failures of compulsory arbitration 
in Kansas, . .. to serve as a warning to those who place their hopes in 
panaceas; and to explore the limits within which compulsion in the settlement 
of labor disputes may properly be applied in a democracy” (p. v). In carry- 
ing out these purposes he made extensive use of legislative debates, court 
decisions, contemporary newspaper accounts, official correspondence, and 
unpublished manuscripts; moreover, he secured the personal help of indi- 
viduals who had taken an active part in the controversies that raged around 
the court. As a result his readers will be able to “see the top” in much less 
than a week. The first chapter sketches the political and economic background, 
both national and local, of the law creating the court. Here as elsewhere Pro- 
fessor Gagliardo pulls no punches. He quotes President Wilson’s castigation 
of mob violence as “that ‘disgraceful evil. which added ‘to German lies about 
the United States, what her most gifted liars’ could not ‘improve upon by way 
of calumny’” (p. 3); and states that the “national hysteria was reflected in 
Kansas” (p. 13). With reference to a passage in ch. 74 of the Laws of 1920 
of Kansas he declares that, “The severity of this indictment and its palpable 
falsity are eloquent evidence that, in judging our foreign born and native 
born of foreign parentage, reason had completely abdicated and rank preju- 
dice reigned supreme” (p. 15). 

The fact that the court was built so that it would “fly round and round 
in little circles or big circles” is revealed in the circumstances, among others, 
that “No special qualifications were required for those serving as judges” 
(pp. 42, 201); and that its presiding judge could claim that “We had no 
precedent to guide us.” As the author points out there were precedents from 
the Australian Commonwealth Arbitration Court, “and the fact that they were 
not used or even referred to indicates how narrow was the basis of knowledge 
and experience upon which the court was built and conducted” (p. 235). The 


* Cf. Esther Shephard, Paul Bunyan, pp. 23-32. 
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evidence that the Kansas body did fly around in circles is scattered through 
this book; one of the best of Professor Gagliardo’s comments on its procedure 
appears on pages 78-79. 

In at least one respect, however, it must be admitted that the author’s 
testimony indicates that the Kansas grouse flew straight. Concerning the 
packing house workers’ walk-out of 1921-22, he writes that the court “merely 
exerted all of its influence to break the strike, offering as an excuse a new 
interpretation of its jurisdiction. Its effectiveness was in the field of strike- 
breaking and not in that of adjudication” (pp. 159-60). l 

In the final chapter he both generalizes and qualifies this criticism: “It is 
fair to say that the Industrial Court Law was regarded by its makers as a 
strike-breaking device of the first order, although it must be added that they 
also believed it made strikes unnecessary and therefore unjustifiable” (p. 233). 
Connected with these observations is the author’s conclusion that, though 
unions were specifically recognized in the law and collective bargaining au- 
thorized, “the fundamental purpose of the act was to reduce unions to a state 
of impotency ...” (p. 239). Numerous passages show, however, that he 
recognizes the relation between this attitude and the type of union leadership 
represented by Alexander Howat of the coal miners. 

Like much legislation of recent years, the Kansas Industrial Court act 
provided that if any section or provision of it should be declared unconstitu- 
tional, the remainder was not to be affected, As is generally known, the U. S. 
Supreme Court in early 1923 held it contrary to the Constitution for the state 
to regulate wages in the meat-packing industry, “at least under any but the 
most extraordinary circumstances,” and subsequently “denied the state’s right 
to regulate hours and overtime rates by a system of compulsory arbitration” 
(p. 245). These decisions, the changes in the relation of the court to the Public 
Utilities Commission, the abolition of the court, and other events described 
in detail by Professor Gagliardo finally reduced the original statute to a con- 
dition approximating that of another of Paul Bunyan’s animals, the Ring- 
tailed Bavalorous, which after tangling with the Blue Ox, had little left but 
the ringed tail. In spite of this it remains true that “much more” of the law 
“has been left intact than is generally supposed” (p. 247). 

The author’s treatment of his third objective—an exploration of the “limits 
within which compulsion in the settlement of labor disputes may properly be 
applied in a democracy”——deserves more space than can be found in a review 
of reasonable length. Because of the affinity of some of his distinctions and 
arguments to those presented by the Webbs nearly fifty years ago in Industrial 
Democracy, it is surprising to find no mention of that classic work. 

CHARLES A, GULICK, JR. 

University of California 


Ideologies and American Labor. By PauL K. Crosser. (New York: Oxford 
Univ. Press, 1941. Pp. xvi, 221. $2.50.) 

There are two ways of developing labor theory. The one starts with an all- 

embracing glance at Western history, discovers that it is like a body of water 
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in a lock canal, proceeds to formulate the qualitative uniqueness of each 
section of the “canal,” especially its “ideology,” and then appraises the con- 
crete labor action of our own time by the closeness with which it is guided 
by the ideology appropriate for the time. This is the way of the author of 
this book. 

The other way is to study labor action from the standpoint of the labor 
organizations endeavoring to establish themselves in their social environment 
and, at the same time, to mold that environment by building new institutions, 
such as industrial government, in accord with labor’s “home-grown” ideology. 
Such an unselfconscious ideology is quite different from an ideology in the 
grand manner as viewed from a lofty height, but it has the merit of springing 
from the soil and of being understood by Tom, Dick, and Harry. 

The author is a Marxist, but in his thinking and manner of exposition his 
basic Marxism has passed through the bluing process of the latter-day German 
sociology. Hence, on the one hand, the airtight compartmentalizing of 
Western history into the town artisan period, the capitalist period, and the 
proletarian period; and, on the other hand, his formulation of three corre- 
sponding “ideologies”: the “harmony in the estate,” the “balance in market- 
ing,” and the “struggle among classes.” These ideologies formulated with a 
truly astounding erudition in Part I are correlated in Part II with three types 
of American labor relations: paternalistic unionism, liberalistic unionism, and 
revolutionary unionism. Under the first, he groups the movements prior to 
the American Federation of Labor as well as the welfare-ism of Henry Ford; 
under the second, nearly all the subsequent unionism; under the third, the 
class struggle unionism from Deleon to Foster. He has to admit serious 
ideological hangovers, for how else can one account for the ideological oneness 
of the CIO and the AFL, both of which remain stuck in the liberalistic bar- 
gaining phase? But he is supremely confident that, in the future, American 
labor’s ideology will distinctly show that it belongs to the part of the canal 
past the capitalistic lock. 

The reviewer has nothing but admiration for the author’s wide reading and 
dialectical skill. However, he prefers the other interpretation of American 
unionism which sees it develop first the “pure and simple” type when the 
sovereignty of American government was confronted with the stronger sov- 
ereignty of American business and now, under our very eyes, reinterpreting 
its basic “job conscious” ideology by raising its sights to take in the political 
hinterland of the job. This it does because, in our own day, government has 
moved into the centre of the arena not only as the regulator, but also as the 
creator of job opportunities. In this fashion, American labor is moving along 
both materially and ideologically, but with the enormous advantage that it is 
avoiding the danger of a flank left hanging in the air, resulting from an ideolog- 
ical breach with the bulk of the middle classes still devoted to the hberalistic 
“balance in marketing,” albeit with such amendments as the A.A.A. and the 
like. 

SELIG PERLMAN 

University of Wisconsin 
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Stars and Strikes: Unionization of Hollywood. By Murray Ross. (New York: 
Columbia Univ. Press, 1941. Pp. x, 233. $2.75.) 


The movie industry is no less glamorous than its stars. Since it is widely 
publicized and since its product is highly personalized, popular interest cen- — 
ters in it more than in any other industry. The special characteristics of the 
industry are reflected in its collective bargaining techniques. The variety of its 
employees results in an unusual diversity of labor relations problems. For all 
these reasons it is fortunate that this history of the organization of the 
employees engaged in producing motion pictures has been added to the grow- 
Ing list of special industry studies in the labor field. 

Here is a centralized, large-scale industry making an unstandardized prod- 
uct. The production of each movie is largely a separate enterprise, with many 
employees necessarily hired on an individual contract basis. Employment for 
a majority of the workers is peculiarly irregular. Salary rates defy standard- 
ization, and bear little relationship to annual earnings. Employee demands 
have included such unusual points as a minimum duration for layoffs and the 
allocation of screen credits to writers. The industry has become thoroughly 
organized although no major strike has ever been won by the instigating 
union. 

Dr. Ross’s main title, of course, gives little indication of the scope of his 
book. The volume deals not only with stars but also with other screen actors, 
extras, writers, and craftsmen and, in passing, with directors, musicians, tech- 
nicians, and office workers. It has much less to say about strikes than about 
the ebb and flow and interrelationships of numerous labor organizations; for 
there have been very few strikes in the movies as compared with other re- 
cently organized industries. 

One of the peculiarities of the industry is the unusual degree of uniformity 
in management labor policy. The first major attempt at unionization in 1916 
led the companies to form the Motion Picture Producers’ Association, which, 
with its successors, has been the medium for achieving this unification. 

Dr. Ross places merited emphasis on the bargaining machinery established 
in 1926 by the Studio Basic Agreement, covering the stagehands, carpenters, 
electricians, painters, and musicians, This agreement places all negotiation in 
the hands of a joint committee, whose employee representatives are the presi- 
dents of the five national and international unions. The author explains why 
this restriction upon the functions of the local unions and their officials has 
checked strikes, but a more extensive analysis of its relation to the develop- 
ment of dictatorship in some of the unions would have been appropriate. 
Special attention is devoted to the “Alliance” as the dominant union in the 
group. The Alliance, representing the stagehands and several smaller tech- 
nical groups in the studios and the projection machine operators in the the- 
aters, was greatly weakened in 1933 by the loss of its strike to obtain rec- 
ognition for the sound men; but when its new president, George E. Browne, 
in 1935 demonstrated his ability to shut down movie theaters, the producers 
were induced to grant his closed-shop demands. “By this single stroke, Browne 
compelled some twelve thousand reluctant workers to join his union at a time 
when he had no more than a hundred members on all the studio lots” (p. 192). 
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It was then that the Alliance locals were subjected to the dictatorial control 
of Browne and his notorious William Bioff. 

Special attention is inevitably given to the Academy of Motion Picture Arts 
and Sciences, whose creation in 1927 retarded the unionization of Hollywood’s 
talent groups. Through 1935 the Academy consistently obtained more con- 
cessions for the actors and writers than they were able to gain through other 
channels, Control of the Academy and its five branches (for producers, direc- 
tors, writers, actors, and technicians) was vested in a select few. “There was 
little exaggeration in Equity’s claim that the producers controlled the destiny 
of the Academy. ... The founding of the Academy was a master stroke of 
producer ingenuity; its successful operation resulted from actor acquiescence 
in its policies” (pp. 41, 42). But after 1933 many of its members became 
increasingly distrustful, and formed their separate guilds. 

The detailed account of the lengthy negotiations during the N.R.A. period 
and the description of the rise of the Screen Actors’ Guild and the Screen 
Writers’ Guild to the status of contracting agents complete the main themes 
of the story. Considerable space is fortunately given to an analysis of the 
position of the extras (whose average annual earnings in 1940 were $361.03) 
and an explanation of the steps that have been taken to improve their lot. 

There are some indications that Dr. Ross judges the success of labor rela- 
tions largely on the basis of the absence of strikes. He uses this standard in 
commending the undemocratic negotiation machinery established by the Studio 
Basic Agreement (p.15). He praises the Academy for its considerable peace- 
ful accomplishments. “The Academy was for years an outstanding example 
of a successful industry-wide employee representation plan,” and its forma- 
tion was “one of the most original contributions to industrial relations in 
America” (pp. 214-15). And again, he appears to criticize the Wagner act 
when he says that it “was meant to reduce industrial strife by guaranteeing 
collective bargaining. Under its aegis the studios have known scarcely a 
single quiet day” (p. 191). 

Dr. Ross has filled his book with interesting material that is not elsewhere 
readily available. He has made an extensive study of the documents and 
records on his subject. His use of field work and personal interview appears, 
however, to have been much more restricted. The attitudes and emotions of 
the employees are to some extent illuminated by the discussions of their 
various grievances; but there is no “close-up” of the producers, and we are 
given but a slight basis for judging their actions, policies, and motives. In 
fact the book as a whole gives the general impression that the chief struggle 
involved in the unionization of the industry was between rival unions rather 
than between the unions and management. 

Since the book covers a variety of separately organized employee groups, 
the question of arrangement of material is extremely difficult; but this prob- 
lem could have been met more successfully. If a more continuous treatment 
had been given to the experience of the craftsmen, the extras, and the actors 
and writers, the reader would have much less of a task in piecing together 
the many broken threads of the narrative. 

I wish that Dr. Ross’s volume might have been somewhat more extensive. 
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. Further detail and explanation would be welcome at many points. More thor- 
ough evaluation should be possible without marring the objectivity of the 
treatment. The author himself raises several questions that he realizes are only 
partially answered, An introductory chapter on the peculiarities of the indus- 
try that influence its labor relations would help to orient the reader, though 
these characteristics gradually come to light as the account progresses. 

In view of the movie industry’s popular appeal and the great range of its 
labor problems, this volume is assured a wide reading by those interested 
in industrial relations. Illustrations drawn from its pages can probably be 
guaranteed to keep any labor class at attention. 

W. H. MCPHERSON 

Oberlin College 


Wartime Developments in Government-Employer-Worker Collaboration. 
(Montreal: Internat. Labour Office. 1941. Pp. 163. $1.00.) 


This publication is a supplement to Methods of Collaboration between the 
Public Authorities, Workers’ Organizations and Employers’ Organizations 
which was prepared and published as a report to the International Labour 
Conference originally scheduled to be held in June, 1940, at Geneva. Though 
the book is a supplement, it contains an independent report on the develop- 
ment of collaboration between government, employers’ and workers’ organiza- 
tions during the period of the present war. It covers intensively the develop- 
ments in Great Britain and the United States, and, more briefly, those in 
Australia, Canada, India, New Zealand and the Union of South Africa. 
A chapter on Continental Europe describes how the German system of forced 
labor organizations has been expanded into the conquered and occupied coun- 
tries, with Sweden and Switzerland as exceptions. 

Among the democratic nations England obviously has gone farthest in 
the voluntary collaboration between trade unions, employer organizations and 
the government. Tripartite advisory and administrative boards have been 
formed centrally, by districts, and locally; and their activities have been 
extended from wage negotiation and arbitration, and prevention of strikes 
to price, supply, man power and efficiency problems. Collaboration also is ex- 
tended to questions of draft and deferment, of industrial training and dilution 
of industrial skills and to seamen’s and factory workers’ welfare. Some indus- 
tries have set up special production and employment boards. Finally the 
trade unions are codperating in the discussion of post-war reconstruction. 
Development in the other Empire countries have followed the English example 
to a large extent. 

For the United States of America, it is stressed that the war effort is directed 
not so much by the existing government departments as by specially created 
war boards, and that the collaboration has chiefly been carried on by appoint- 
ing outstanding employer and trade union men to government boards. They 
join the boards as leading individuals, not as representatives of their re- 
spective organizations. The review of developments in the United States, 
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therefore, is chiefly a description of the forming, reforming, and duties of the 
different government war boards. The actual collaboration of the employers 
and the trade unions has been somewhat overlooked. 

For the German-held countries, the existence of collaboration is denied, 
as collaboration is defined as voluntary coöperation, presupposing free and 
independent organizations of labor and management. This does not dispute 
the fact that the German government uses the “Labor Front” extensively 
to whip labor into line. 

The advantage of the publication is that it renders a broad international 
review of developments in the relations between government, labor, and man- 
agement, and of the new war agencies. Lacking is a critical evaluation 
of these developments. Collaboration, for instance, means not only increasing 
influence of the unions in government but also the opposite. There is the 
further question of efficiency. How do the many boards affect the speed 
of industrial conversion and efficiency in the new war industries? Is union 
influence in management really compatible with speed-ups which, after all, 
might be necessary? Nevertheless, the book reports on deep reaching trans- 
formations, especially in the British labor-government-management set-up, 
for which it deserves our full attention. 

ALFRED KAHLER 

New York 


Social Insurance; Relief; Pensions; Public Welfare 


Swedish Unemployment Policy—1914 to 1940. By Harrison CLARK. Intro- 
duction by Sumner H. SLICHTER. (Washington: Am. Council on Public 
Affairs, 1941. Pp. 179. Cloth, $3.25; paper, $2.75.) 


This book contains a very good summary of Swedish policies for relieving 
and reducing unemployment during World War I, during the post-war de- 
pression following 1920, and during the period of moderate depression and 
remarkable recovery from 1930 through 1940. The unemployment programs 
of both the Conservative and Social Democratic governments in the 1920’s 
and 1930’s are explained with abundant statistical material and references. 
The disadvantages of work relief, the advantages of an expansionist program 
to combat depressions, and Sweden’s wartime labor policy are well explained. 

General summaries are, of course, open to specific criticisms. Perhaps the 
author should have been somewhat more critical of the conclusions of others. 
This seems to be true in the case of the alleged causes of an increase of “per- 
manent unemployment” in Sweden in the 1920’s (pp. 60-62), which neglects 
both monetary and Keynesian analysis, and it seems to be true also of state- 
ments regarding the “international margin” (pp. 132-34, 152) to the effect 
that an easy-money program in 1932 and 1933 was not possible until the 
central bank had acquired a sufficient reserve of foreign exchange. In fact, 
an easy-money program with a decline in the exchange value of the krona 
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would have helped, and did help to a degree, to build up Sweden’s foreign 
exchange reserve by checking imports, by stimulating exports, and by en- 
couraging home rather than foreign investment. The statement (p. 131) that 
domestic monetary.control following the abandonment of gold in 1931 “‘failed 
to stimulate industrial production” also could be challenged. 

Although in an introduction Professor Sumner Slichter emphasizes cost- 
price relationships and wage cuts in building, the Social Democratic gov- 
ernment actually followed a Keynesian policy—indeed, the reports of the 
Unemployment Commission in 1934 and 1935 foreshadowed much of Keynes’s 
General Theory—and, as Dr. Clark points out, it was the absence of general 
wage cuts along with government subsidies, government diversion of income 
from savers to consumers, government aid in reducing interest rates, and 
migration to the cities that helped to stimulate investment, housing, and em- 
ployment (pp. 157-59). 

Wartime controls to permit rationing of labor and economic planning in 
the labor market have been much more complete in Sweden than in this coun- 
try. As early as 1940 Swedish employers were required by law to hire through 
public labor exchanges; public funds were appropriated for transporting 
workers and their families to important work; legislation regarding night work 
for women, maximum hours, and vacations had in some instances been sus- 
pended; and arrangements for labor priorities had been made. Such policies 
are necessary in order to assure the most effective utilization of existing man 
power in the national interest. 

RICHARD A. LESTER 

Washington, D.C. 
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Third supplemental defense appropriation, 1942: hearings, 77th Cong., Ist sess, on the 
third supplemental national defense appropriation bill for 1942. Part 1. General appro- 
priations. Part 2. Military and Naval Establishments and lend-lease. (Washington: Ap- 
propriations Committee, House. 1941. Pp. 636; 265. 65c; 25c.) 
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United States master tax guide, 1942. (Chicago: Commerce Clearing House. 1942. Pp. 288. 
$1.) 


Money and Banking; Short-Term Credit 


Braser, A. F., Jn. The Federal Reserve Bank of Cleveland. (New York: Columbia Univ. 
Press. 1942. Pp, xxviii, 306. $3.50.) 


CHAPMAN, J. M. and WesterFietp, R. B. Branch banking; its historical and theoretical 
position in America and abroad. Special chapters by G. E. Jackson and M. MEGRAH. 
(New York: Harper. 1942. Pp. xi, 431. $4.50.) 


REED, H. L. Money, currency and banking. (New York: McGraw-Hill. 1942. Pp. viii, 522. 
$3.75.) 


Annual report of the commissioner of banking and insurance, State of New Jersey, relative 
to savings banks, trust companies and state banks of discount and deposit, credit unions, 
provident loan associations, small loan brokers and pawnbrokers, for the year ending 
December 31st, 1940, (State of New Jersey. 1941. Pp. xxvii, 105.) 


Federal Deposit Insurance Corporation: report to insured banks, December 31, 1941. 
(Washington: Federal Deposit Insurance Corporation, 1942. Pp. 6.) 


Management appraises the credit union, Farm Credit Admin. circular 28. (Washington: 
Supt. Docs. 1941. Pp. 32. 10c.) 
Gives the opinions of employers in whose plants, offices, and stores employees’ federal 
credit unions have functioned for a considerable period of time. 


International Trade, Finance and Economic Policy 


ABEND, H. Ramparts of the Pacific. (New York: Doubleday. 1942. $3.) 


Braptey, A. Trans-Pacific relations of Latin America. I.P.R. internat. research ser. (New 
York: Inst. of Pacific Rel. 1942, Pp. 120. $1.) 


Brow, F., editor. Our Far Eastern record. Vol. 2. A reference digest on American policy. 
Far Eastern pamph., no. 4. (New York: Inst. of Pacific Rel. Pp. 78. 15c.) 


Cavers, D, F., editor. Hemispheric trade. Law and contemporary problems, vol. 8, no. 4. 
(Durham, N.C.: Law and Contemporary Problems. 1942. Pp. 148. $1.) 


Davis, H. O. America’s trade equality policy. (Washington: Am. Council on Pub. Affairs. : 
1942. Pp. 137. $3.) 


GREENE, K. R. C. and Purrips, J. D. Transportation and foreign trade. Econ. survey of 
the Pacific area, pt. 2. (New York: Inst. of Pacific Rel. 1942. Pp. 222. $2.) 
Information on the conditions and development of transportation in the Pacific coun- 
tries, together with a review and statistical summary of foreign trade in the Pacific area 
during the past decade. 


Haas, W. H. Outposts of defense. Special pub. policy pamph. (Chicago: Univ. of Chicago 
Press. 1942. Pp. x, 82. 50c.) 


Harcrave, J. Montagu Norman. (New York: Greystone Press. 1942. Pp. 247. $2.75.) 
The financial policies of Montagu Norman, Governor of the Bank of England, as they 
developed during the rise of Hitler are described and censured in this full-length biography. 


Nevins, A. America in world affairs. World to-day. (New York: Oxford Univ. Press. 
Pp. 140. $1.) 
A digest of the recent history of American foreign relations, originally prepared for 
British readers. 


Ratston, J. H. A quest for international order, (Washington: J. Byrne and Co, 1941.° 
Pp. 205. $2.) 
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Sryxman, N. J. America’s strategy in world politics; the United States and the balance of 
power. Inst. of Internat. stud., Yale Univ. (New York: Harcourt Brace. 1942. Pp. 500. 
$3.75.) 


Torpats, J. Economic basis for world peace. (New York: John Felsberg. 1941. Pp. 222. $3.) 


DE WILoe, J. C. and Woop, B. U. S. trade. ties with Argentina. Foreign policy repts., vol. 17, 
no. 18. (New York: Foreign Policy Assoc. 1941, Pp. 11. 25c.) 


Development of United States foreign policy: addresses and messages of FRANKLIN D. 
ROOSEVELT, compiled from official sources, from the announcement of the Good Neighbor 
Policy in 1933, including the War Declarations. 77th Cong., 2nd sess., S. Doc. 188. 
(Washington: Supt. Docs. 1942. Pp. 150.) ` 


Winrietp, P. H. The foundations and the future of international law. Current problems. 
(New York: Macmillan. 1942. Pp. 125. $1.25.) 
The bare elements of international law are set forth in simple terms for the layman, 
together with an estimate of its future. 


Balance of international payments of the United States in 1940. Foreign and Domestic 
Commerce Bur., econ. ser. 17. (Washington: Supt. Docs. 1941. Pp. 93. 20c.)} 


Commercial relations, agreement between the United States of America and the Union of 
Soviet Socialist Republics continuing in force until Aug. 6, 1942, the agreement of Aug. 4, 
1937; and text of agreement of Aug. 4, 1937. State Dept., Executive Agreement Series 
215,. (Washington: Supt. Docs. 1941. Pp. 8. 5c.) 


Foreign exchange regulations—Great Britain. 3rd ed. (Basel: Bank for International Settle- 
ments, Monetary and Economic Dept. 1941. Pp. 75. Sw-frs. 3.50.) 


Hogs and hog products, survey of United States and foreign production and international 
trade in hogs, pork, and lard, with special reference to factors essential to tarif consider- 
ation, under provisions of sec. 332, title 3, pt. 2 of the Tariff act of 1930. Tariff Com- 
mission, rept. 143, second ser. (Washington: Supt. Docs. 1941. Pp. 215. 25c.) 


Our world trade, January-September, 1941; value and volume of principal exports and im- 
ports between United States and chief foreign markets. 84th quarterly issue. (Washing- 
ton: Foreign Commerce Department, Chamber of Commerce of the United States. 1942. 
Pp. 19.) 


-` Sugar act of 1937: hearing, 77th Cong., Ist sess, on H. R. 5988, to amend the Sugar act 
of 1937, as amended, and for other purposes, revised, Dec. 9, 1941. (Washington: Finance 
Committee, Senate. 1941. Pp. 82. 10c.) 


Theses on Pan American topics, prepared by candidates for degrees in universities and col- 
leges in the U. S. 3rd ed., rev. and enl. Bibliog. ser., no. 5. (Washington: Pan American 
Union. 1941. Pp. 174. 75c.) 


United States Tariff Commission; twenty-fifth annual report, 1941. (Washington: Tariff 
Commission. 1941. Pp. 60. 10c.) 


Business Finance; Insurance; Investments; Securities Markets 
CHERRINGTON, H. V. The investor and the Securities act. (Washington: Am, Council on 
Pub. Affairs. 1942. Pp. 255. $3.25.) 


Foronw, R. J., and others. War risk insurance for industrial concerns. Insurance ser., 
no. 37. (New York: Am. Manag. Assoc. 1941. Pp. 27. 50c.) 


GRASKE, T. W. The law of government defense contracts. (New York: Baker, Voorhis. 
1941. Pp. 400. $7150.) 


Kurr, C. A. Casualty insurance; an analysis of hazards, policies, companies and rates. 
Rev. ed. (New York: Ronald Press. 1942. Pp. 696. $5.) 
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McInrvre, F. E. The economic pattern of corporate earnings: a statistical analysis. Indiana 
bus. stud., no. 25. (Bloomington: School of Business, Indiana Univ. 1942. Pp. 88.) 


Moore, J. W., and others. Collier on ane Vol. 8, Arrangements, (Albany: M. 
Bender. 1941, Pp. 1076.) 


Prunp, H. C. Public relations manual for savings and loan associations. (Portland, Ore.: 
Federal Loan Bank of Portland. 1941. Pp. 87. $1.) 


StTatson, J. O. Marketing life insurance; its history in America, Harvard stud. in bus. 
hist., no. 6. (Cambridge: Harvard Univ. Press. 1942. Pp. 951. $6.) 


Wasnincton, G. T. Corporate executives’ compensation; legal and business aspects of 
salary and bonus plans, stock options, pensions, indemnity agreements, and related mat- 
ters, (New York: Ronald. 1942. Pp. 531. $7.) 


American bankruptcy reports digest. Vols. 9A and 9B; with a table of cases digested by 
D. FERBER. (Albany, N.Y.: M. Bender. 1941. Pp. 1372. $14.) 


Judicial decisions comprising all court decisions, reported and unreported, in civil and 
criminal cases involving statutes administered by the Securities and Exchange Commis- 
sion to Dec. 31, 1939, Vol. 1. (Washington: Securities and Exchange Commission. 1941. 
Pp. 1006. $2.) 


New York insurance report; eighty-second annual report of the Superintendent of Insur- 
ance for year ended December 31, 1940. Vol. I: Stock and mutual life insurance com- 
panies, co-operative life and accident associations, hospital service organizations, medical 
expense indemnity organizations, pension funds and retirement systems. Legislative Doc. 
(1941) no. 33. (Albany: State of New York. 1941. Pp. 177a, 637.) 


Operation of savings-bank life insurance in Massachusetts and New York. Bull. no. 688. 
Department of Labor. (Washington: Supt. Docs. 1941. Pp. ix, 132. 20c.) 


Report on secondary distributions of exchange stocks. (Washington: Trading and Exchange, 
Division, Securities and Exchange Commission. 1942. Pp. viii, 78.) 


{ 


Public Control of Business; Public Administration; 
National Defense and War 


ANDERSON, D, California state government. (Stanford University, Calif.: Stanford Univ. 
Press. 1942. Pp. 364. $2.90.) age 
A comprehensive study of the entire framework of the state government of California. 


Bacon, F. L. The war and America. (New York: Macmillan. 1942. Pp. 125. 60c.) 

Baker, R. H. The National Bituminous Coal Commission administration of the Bituminous 
Coal act, 1937-1941. Stud. in hist. and pol. sci., vol. 59, no. 3. (Baltimore: Johns Hopkins 
Press. 1942. Pp. 356. $3.50; paper, $3.) 

Binprz, E. H. The mobilisation of the home front; the British experience and its sig- 
nificance for the United States. Foreword by MarsmaLL Fero. (Chicago: Public Admin. 
Serv. Pp. 47. 60c.) 


Brown, F. J., editor. Organizing for total war. Annals, vol. 220. (Philadelphia: Am. Acad. 
of Pol. and Soc. Sci. 1942. Pp. ix, 287. $2.) 


Carr, R. K. The Supreme Court and judicial review. Am. govt. in action. (New York: 
Farrar and Rinehart. 1942. Pp. 318. $2; textbook ed., $1.50.) 


Cow ess, W. B. Treaties and constitutional law; property interferences and due process of 
law. (Washington: Am. Council on Pub. Affairs. 1941. Pp. 302. $4.50.) 


Femer, A. Economic impacts of the war. Peace research project; stud. on war and peace 
no. 14. (New York: New School for Social Research. 1941. Pp. 11.) 
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Francis, E. V. The battle for supplies. (Forest Hill, N.Y.: Transatlantic Arts. 1942. Pp. 
184. $2.75.) 


GELBER, L. M. Peace by power; the plain man’s guide to the key issue of the war and 
of the post-war world. (New York: Oxford Univ. Press. 1942. Pp. vii, 159. $1.50.) 


A discussion of the part that power will have in the peace to come by a teacher of 
modern history and international affairs at Canadian universities. 


GLASER, C. Administrative procedure; a practical handbook for the administrative analyst. 
Stud. in pol. sci. (Washington: Am, Council on Pub. Affairs, 1941. Pp. 207. $3.) 


GLDDEN, S. H. and Marcus, D. A Hbrary classification for public administration ma- 
terials. (Chicago: Public Admin. Serv. and Am, Lib. Assoc. Pp. 519. $6.) 
This classification system is intended primarily for public administration libraries, but 
it is also for libraries dealing chiefly in special subjects, such as housing, public works, 
planning, etc. 


JounseEn, J. E., compiler. Federal price control. Reference shelf, vol. 15, no. 4. (New York: 
H. W. Wilson. Pp. 266. $1.25.) 


Key, V. O., JR. Politics, porties and pressure groups, (New York: Crowell. 1942. Pp. 831. 
$3.75.) ° 


Kirk, G. L. and STEBBINS, R. P., editors. War and national policy; a syllabus. (New York: 
’ Farrar and Rinehart. 1942. Pp. 141. $1.) 
Designed primarily for the use of American college students. 


MacLrisx, A. Progress of the defense program, report of the director, Office of Facts and 
Figures, to the President of the United States on the progress of the defense effort of the 
federal government as of December 31, 1941. 77th Cong., 2nd sess. S. Doc. 157. (Wash- 
ington: Supt. Docs. 1942. Pp. 62.) 


_ Near A. C., editor. Introduction te war economics. (Chicago: Richard D. Irwin. 1942. 
Pp. 248. $1.25.) 


Soure, G. The strength of nations. (New York: Macmillan. 1942. Pp, 268. $2.50.) 


SpreceL, H. W. The economics of total war. Century stud. in econ. (New York: Appleton- 
Century. 1942. Pp. 424. $3.) 


Stern, E. and BACKMAN, J., editors. War economics. (New York: Farrar and ee 
1942. Pp. 511. $3.) 


Tompkins, D. C., compiler. Social and economic problems arising out of World War II; 
a. bibliography. P.A.S. pub. no. 80. (Chicago: Public Admin. Serv. 1941. Pp. 121. $1.50.) 


Witcox, J. K. Official defense, publications: supplement guide to state and federal publi- 
cations. (Berkeley: Bur. of Public Admin., Univ. of California. 1942. Pp. 136. $1.) 


Witson, S. Food and drug regulation. (Washington: Am, Council on Pub, Affairs. 1942. 
Pp. 177. $3.25.) 


America organizes to win the war, a handbook of the American war effort. (New York: 
Harcourt Brace. 1942. Pp. x, 395. $2.) 


Attorney General of the United States: annual report for the fiscal year ended June 30, 
1941, (Washington: Justice Dept. 1942. Pp. 327. 35c.) 


Defense: hearings, 77th Cong., 1st sess., pursuant to S. Res. 71, authorizing and directing 
an investigation of the national defense program: Part 5. Functions of the O.P.M., 
emergency shipbuilding program, June 3, 4, 5, 10, 12, and July 9, 1941. (Washington: 
Special Committee Investigating National Defense Program, Senate. 1941. Pp. 1277-1511. 
25c.) 


Defense plant operation: hearing, 77th Cong., Ist sess., on S. 2054, relating to the use and 
operation by the United States of certain plants in the interests of the national defense, 
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Nov. 21, 24, 25, and 27, 1941, (Washington: Judiciary Committee, Senate. 1941. Pp. 181. 
20c.) 


Director of Bituminous Coal Division: annual report to the Secretary of the Interior, 
fiscal year ended June 1941. (Washington: Interior Dept. 1941. Pp. 177-214. 10c.) 


Economics of defense and reconstruction. Proceedings of the twenty-seventh summer con- 
ference of the League for Industrial Democracy, June 20-22, 1941. L.I.D. Pamph. ser. 
(New York: League for Industrial Democracy. 1941. Pp. 48: 15c.) 


Federal Trade Commission: annual report for fiscal year ended June 30, 1941. (Wash- 
ington: Federal Trade Commission. 1941. Pp. 228. 25c.) 


Interstate Commerce Commission: fifty-fifth annual report, Nov. 1, 1941. (Washington: 
Interstate Commerce Commission. 1942. Pp. 234. 75c.) 


Motor vehicles: hearings, 77th Cong., 1st sess., on S. 2015, to amend the Interstate Com- 
merce act, as amended, to provide for the regulation of the sizes and weights of motor 
vehicles engaged in transportation in interstate or foreign commerce. Part 1, Dec. 8, 9, 10, 
11, and 12, 1941. (Washington: Interstate Commerce Committee, Senate, 1942. Pp. 130. 
15e.) 


National defense program: hearings, 77th Cong., 1st sess., pursuant to S. Res, 71, authoriz- 
ing and directing an investigation of the national defense program. Part 6. July 15, 16, 17, 
22, 23, 29, 30, 31, and Aug. 5, 19, 21, and 22, 1941; War Departmeni’s accomplish- 
ments in fiscal year, 1940; emergency ship construction; small business in the defense pro- ` 
gram; Army and Navy rental of equipment; defense problems in California. (Wash- 
ington: Special Committee Investigating National Defense Program, -Senate. 1941, Pp. 
1513-1966. 55c.) 


National Resources Planning Board: National resources development report a 1942., 
(Washington: Supt. Docs. 1942. Pp. v, 227. 55c.) 


Price control bill: hearings, 77th Cong., Ist sess., on H. R. 5479 (superseded by H. R: 5990), 
to further the national defense and security by checking speculative and excessive price 
rises, price dislocations, and inflationary tendencies, and for other purposes, revised: 1941. 
Part 1. Aug. and Sept. Part 2. Sept. and Oct., 1941. (Washington: Banking and Currency 
Committee, House. 1941. Pp. 987; 989-2305. $1.25; $1.50.) 


Priorities: hearings, 77th Cong., 1st sess, on S. 1847, bill relating to the power to establish 
priorities pursuant to act of June 28, 1940, as amended, Dec. 1 and 2, 1941. (Washington: 
Naval Affairs Committee, Senate. 1941. Pp. 129. 15c.) 


Progress report, 1940-41. (Washington: National Resources Planning Board. 1941. Pp, 81. 
25c.) 
This document covers the work of the Board for the 2-year period which ended June 
30, 1940, and records the organization and progress of efforts in city, state, regional, and 
national planning. 


Second War Powers act, 1942: hearings, 77th Cong., 2nd sess., on S. 2208, to further ex- 
pedite the prosecution of the war, Jan. 30 and Feb. 2, 1942. (Washington: Judiciary 
Committee, House. 1942. Pp. 87. 10c.) 


Secretary of the Interior: annual report, fiscal year ended June 30, 1941. (Washington: 
Interior Dept. 1941. Pp. 525. 75c.) 


Take over the war industries. Pamph. no. 1. (London: Socialist Propaganda Committee, 
Fabian Society. Pp. 23. 3d.) 


Industrial Organization; Price and Production 
Policies; Business Methods 


Barctay, H. W., editor. How your business can help win the war. Introduction by 
Donatp M. Nerson. (New York: Simon and Schuster, 1942. Pp. 111. $1.) 
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ForLerT, M. P. Dynamic administration; the collected papers of Mary Parker Follett. 
Edited by Henry C. METCALFE and L. Urwicx. (New York: Harper. 1942. Pp. 320. 
$3.50.) 


Kex, J. G., and others. Introduction to business. 3rd ed. (Philadelphia: Winston. 1942. 
Pp. 520. $1.40.) 


Krout, J. A. editor. American industry in a war of machines, Proceedings, vol. 19, no. 4. 
` (New York: Acad. of Pol. Sci, Columbia Univ. 1942. Pp. 117. $2.50.) 


Maynard, H. H., and others. Problems to accompany An Introduction to Business Man- 
agement. 3rd ed. (New York: Ronald. 1941. Pp. 93. 50c.) 


Miresert, W. N., editor. Management’s adjustment to the changing national economy. 
Stud. in bus. admin., vol. 12, no. 1. (Chicago: Univ. of Chicago Press, 1942. Pp. ix, 61. 
$1.) 

SCHELL, E. H. The technique of executive control. 5th ed. (New York: McGraw-Hill. 1942. 
Pp. 265. $2.) 


Wuson, E. B. Getting things done in business. 2nd ed. (New York: McGraw-Hill. 1942. 
Pp. 299. $2.50.) 
This revised edition further emphasizes how the entire executive organization must co- 
érdinate to get things done effectively. 


Standardization activities of national technical and trade organizations. Misc. pub. 169. 
(Washington: National Bureau of Standards. 1941. Pp. 288. 75c.) 


Marketing; Domestic Trade 


Brisco, N. A. and ARNOWITT, L. Introduction to modern retailing. (New York: Prentice- 
Hall. Pp. 353. $2.) 


and Severa, R. M. Retail credit. Retailing ser. (New York: Prentice-Hall. Pp. 660. 
$5.35; school ed., $4.) 


Irons, W. H. Commercial credit and collection practice. (New York: Ronald. 1942. Pp. 
624. $4.50.) 


McNair, M. P., editor. Distributional costs; an international digest. (Boston: Bur. of Bus. 
Research, Harvard Univ. 1941. Pp. 657. $10.) 


MEsEROLE, W. H. and Sevin, C. H. Effective grocery wholesaling. Econ. ser. no. 14. Bureau 
of Foreign and Domestic Commerce, Dept. of Commerce. (Washington: Supt. Docs. 
/1941. Pp, ix, 241. 40c.) 


Wiseman, M. The anatomy of advertising; an analytical approach to campaign planning 
and advertisement making. Vol. 1, Campaign planning. (New York: Harper. Pp. 244. $3.) 


Retail credit survey, 1939. Domestic Commerce ser. 112. (Washington: Foreign and Do- 
mestic Commerce Bur. 1941. Pp. 193. 20c.) 


Sixteenth Census of U. S.: 1940. Census of business, 1939: Wholesale trade, business-size 
groups and an analysis of operating expenses. (Washington: Census Bureau. 1941. Pp. 
120, 25c.) 





Mining; Manufacturing; Construction 


AsBury, H. The golden flood. (New York: Knopf. 1942. Pp. 324, xv. $3.50.) 
BecemMAN, M. L. Manufacturing. processes. (New York: Wiley. 1942. Pp. 579. $4.50.) 


BrapiEy, J. R. Coal, petroleum, natural gas, and electricity in the United States, 1929-40. 
(Washington: Supt. Docs. Pp. 26.) 


Bryan, R. B., editor. Hide and Leather and Shoes’ encyclopedia of the shoe and leather 
industry. (Chicago: Hide & Leather Pub. Co. 1941. Pp. 496.) 


1942 | TITLES OF NEW BOOKS 425 


Corsy, C, C. and Foster, A. Investigations in industries and resources. (Boston: Ginn. 
1941. Pp. 169. 68c.) 


Murray, W. J., editor. Chemical industries buyer's guidebook number, 17th annual re- 
vision, 1941-42. (New York: Chemical Industries. 1941. Pp. 736. $1.50.) 


WITHAM, G. S. Modern pulp and paper making, 2nd ed. (New York: Reinhold Pub. 
Corp. 1942. Pp. 704. $6.75.) 


Aluminum in aircraft. (Pittsburgh: Aluminum Co. of America, Pp. 103.), 


Wartime building construction. (Brooklyn: Chemical Pub. Co. 1942. Pp. 151. $4.) 
A review of the general principles of wartime building, based on British experiences. 


Transportation; Communication; Public Utilities 


De Forest, L. Television, today and tomorrow. (New York: Dial Press. Pp. 361. $3.75.) 


Hammon, H. F. and Sorenson, L. J., editors. Trafic engineering handbook. (New York: 
Nat. Conservation Bur. 1941. Pp. 336. $3.25.) 


Huttcren, T. Railway freight trafic in prosperity and depression. Occasional paper no. 5. 
(New York: Nat. Bur. of Econ. Research. 1942. Pp. 51.) 


Innis, H. A., editor. Essays in transportation, in honour of W. T. Jackman. Foreword by 


the Hon. and Rev. H. J. Copy, Pol. econ. ser. no. 11. (Toronto: Univ. of Toronto Press. 


1941. Pp. viii, 165. $2.50.) 


Jounston, C. E. Railway and air express-parcel post. (Scranton, Pa.: Internat. Textbook | 


Co. 1941. Pp. 157. $2.60.) Ta 

Parris, W. W. and Saws, D., editors. American aviation directory. Vol. 2, no. 2. Second 
half 1941; aviation oficiais and companies, United States, Canada and Latin America. 
(Washington: Am. Aviation Associates. 1941. Pp. 406. $3.) 


RANSMEIER, J. S. Shadow and substance in the TVA power controversy. Papers of Inst. 
of Research and Training in Soc. Sci., no. 1. (Nashville: Vanderbilt Univ. Press. 1941. 
Pp. 35. 25c.) 


Riptey, G. The railways, retrospect and prospect. (London: Labour Party. Pp. 20. 2d.) 


SmitH, S. B. Air transport in the Pacific area. I.P.R. internat. research ser. (New York: 
Inst. of Pacific Relations. 1942. Pp. 120. $1.) 


Tucker, H. and Leacer, M. C. Highway economics. Internat. texts in civil engineering. 
(Scranton, Pa.: Internat. Textbook Co. Pp. 464. $4.) 


Administrator of Rural Electrification Administration: report, 1941. (Washington: Agri- 
culture Dept. 1941. Pp, 26. 10c.) 


Directory of electric utilities in the United States, 1941. With index to Commission’s sta- 
tistical publications. (Washington: Federal Power Commission. 1942. Pp. 1030. $2.) 


Investigation of railroads, holding companies, and affiliated companies: hearings before 
a subcommittee of the Committee on Interstate Commerce, United States Senate, 75th 
Cong., 2nd sess., pursuant to S. Res. 71 (74th Cong.). Part. 26. Seaboard Air Line Rail- 
way. Part 27. Chesapeake and Ohio Railway Co. and Pennsylvania Railroad Co. rela- 
tions with coal mining industry. (Washington: Supt. Docs. 1942. Pp. 11539-12362; 
12365-12474.) 


Federal Communications Commission: seventh annual report, fiscal year ended June 30, 


1941 (with notation of subsequent national defense and other importani activities). 
(Washington: Federal Communications Commission. 1941. Pp. 66. 10c.) 


Statistics of electric utilities—1940, 4th ed. (Washington: Federal Power Commission. 1942. 


Pp. 706. $2.) 


t 
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Agriculture; Forestry; Fisheries 


Borc, W. T., compiler. War and agriculture in the United States, 1914-1941. Agric. econ. 
bibliog. no. 93. (Washington: Bur. of Agric. Econ., U. S. Dept. of Agriculture. 1942. 
Pp. iv, 43.) 


Carron, H. The frozen food industry. (Knoxville: Univ. of Tennessee Press, 1941. 
Pp. 187. $2.) 


FarnswortH, H. C. The world wheat situation, 1940-1941; a review of the crop year. 
Wheat stud., vol. 18, no. 4. (Stanford Univ., Calif.: Food Research Inst, 1941. Pp. 82. 
$1.25.) 


and Jensen, B. M. World wheat survey and outlook January 1942. Wheat stud., 
vol, 18, no. 5. (Stanford Univ., Calif.: Food Research Inst. 1942. Pp. 227. 75c.) 


Matruews, D. M. Cost control in the logging industry. Am. forestry ser. (New York: 
McGraw-Hill. Pp. 386. $4.) 


McDonatp, A. Early American soil conservationists. U. S. Dept. of Agric. misc. pub, no. 
449, (Washington: Supt. Docs. 1941. Pp. 63. 15c.) 


Nasu, S. Aspects of Japanese agriculture, a preliminary survey. J.P.R international re- 
search ser. (New York: Inst. of Pacific Rel. 1941. Pp. ix, 168. $1.50.) 


Warp, H. B., editor. The foundations of conservation education. Educ. in conservation 
pamph, no. 3. (Washington: Nat. Wildlife Federation. 1941. Pp. 248. $1; paper, 60c.) 


WHEELER, M. E. and Hers, M. F., compilers. Agricultural relief measures relating to the 
raising of farm prices; 73rd Congress, March 9, 1933, to June 18, 1934. Agric. econ. 
bibliog, no. 92. (Washington: Bur. of Agric. Econ., U. S. Dept. of Agric. 1941. Pp. vi, 
80.) 


Agricultural economics literature; index to vol. 14: 1040. (Washington: Bur. of Agric. 
Econ., U. S. Dept. of Agric. 1940. Pp. 1131-1588.) 


Agricultural statistics 1941. (Washington: Supt. Docs. 1941. Pp. 731. 75c.) 
This volume presents information formerly published (until 1935) in the statistical 
section of the Yearbook of Agriculture. 


Manager of Federal Crop Insurance Corporation; annual report, 1941. (Washington: 
Agriculture Dept. 1941. Pp. 25. 10c.) 


Climate and man; 1941 yearbook of agriculture. (Washington: Supt. Docs. 1941. Pp. 1248. 
$1.75.) 
The present Yearbook of Agriculture carries on the work of the preceding volumes, each 
of which has covered some major aspect of science fundamental to the use of our agri- 
cultural resources. This volume takes up weather and climate. 





Coédperative grain elevators in North Dakota and eastern Montana. Coöp. research and 
serv. div., bull. 43. (Washington: Farm Credit Administration. 1941. Pp. 58. 10c.) 


Farm credit: hearings, 77th Cong., 1st sess, on H. R. 5336, providing for improving the 
functioning of the Federal Land Bank System, Sept. 30 to Oct. 31, 1941, (Washington: 
Agriculture Committee, House. 1942. Pp. 564. 60c.) 


Journal of Farm Economics, proceedings number. (Madison, Wis.: The American Farm 
Economic Association. 1942. Pp. 367. $2.) 


Parity prices: hearings, 77th Cong., 1st sess., pursuant to S. Res. 117, relating to a formula 
for determining parity prices for basic farm commodities. Part 2. July 16, 17, 18, 22, 23, 
24, 28, 29, Aug. 1, 5, 19, Sept. 16, Oct. 23, and Dec. 18 and 19, 1941, (Washington: 
Agriculture and Forestry Committee, Senate. 1941. Pp. 101-549. 65c.) 


Chief of Agricultural Marketing Service: report, 1941. (Wasbington: Agriculture Dept. 
1941. Pp. 55. 20c.) 
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Chief of Bureau of Agricultural Economics: report, 1941. (Washington: Agriculture Dept. 
1941. Pp. 51. 20c.) 


Wheat and wheat flour, report to the President under section 22 of the Agricultural Ad- 
justment Act of 1933, as amended; with appendixes; proclamation by the President. 
Tariff Commission, rept. 145, 2nd ser. (Washington: Supt. Docs. 1941. Pp. 38. 10c.) 


Economic Geography; Regional Planning; Urban Land; Housing 


Errrorr, H, A. Pennsylvania; people, industries, and resources of the Keystone State. 
2nd ed. (Philadelphia: Winston, 1941. Pp. 82. 36c.) 


Farmcrieve, J. Geography and world power. 8th and rev. ed. (New York: Dutton. 1941. 
Pp. 384. $2.50.) 


FOREMAN, G. A history of Oklahoma. (Norman: Univ. of Oklahoma Press. Pp. 398. $3.50.) 


FRANKLIN, J. Remaking America. (Boston: Houghton Mifflin. Pp. 303. $3.) 
The accomplishments of the past decade in remaking physical America—reclaiming the 
soil, and building roads, dams, bridges, public buildings and homes—and consequently 
affecting the life of the people. 


FULMER, O. K. Greenbelt, housing. (Washington: Am. Council on Pub. Affairs, 1941. 
Pp. 46. $1.) 


James, J. E. Latin America, (New York: Odyssey Press. 1942. Pp. 926. pence: edition, 
$4.50; library edition, $6.) 
A text covering the economic geography of South America and Middle America and 
including a survey of the history and population of Latin America. 


May, A. A. The valuation of residential real estate. (New York: Prentice-Hall. 1942. Pp. 
324. $4.) 


Ovum, H. W., and others. Alabama, past and future. States at work ser. (Chicago: 
Science Research Associates. Pp. 401. $1.96.) 


Occ, E. and Sanpsanx, H. Homes to live in. Pamph. no. 66. (New York: Public Affairs 
Committee. 1942. Pp. 31. 10c.) 


City growing pains; a series of discussions of metropolitan area problems. (New York: 
Nat. Municipal League. 1941, Pp. 116. 50c.) 


The cotton-and-tobacco South. U. S. Dept. of Agric. misc. pub. no. 474 (Washington: 
Supt. Docs. 1941.) 


Defense-housing and defense public-works statutes of the United States, and provisions of 
other laws and executive documents relating to the administration of such statutes. 
(Washington: Federal Works Agency, General Counsel Office. 1941. Pp. 88. 15c.) 


Defense housing: hearings, 77th Cong., 1st sess., on H. R. 6128, Dec. 18 and 19, 1941. 
(Washington: Education and Labor Committee, Senate. 1941. Pp. 84. 10c.) 


: hearings, 77th Cong., Ist sess, on H. R. 6135, Dec. 5 and 9, 1941. (Washington: 
Public Buildings and Grounds Committee, House, no. 7. 1941. Pp. 41. 10c.) 


Defense urban rehabilitation. Proceedings of the conference held in Chicago, Illinois, 
February 13-14, 1941. (Chicago: Am. Soc. of Planning Officials, 1313 E. 60th St. 1941. 
Pp. 101. $1.) 


Handbook on urban redevelopment for cities in the United States. FHA form 2389. 
(Washington: Federal Housing Administration. 1941. Pp. 105. 15c.) 





Labor and Industrial Relations 


ALEXANDER, R. Labor parties of Latin America. (New York: League for Industrial De- 
mocracy. 1942, Pp. 47. 15c.) 
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BEDFORD, J. H. and STEELHEAD, A. F. Occupational exploration; a guide to personal and 
occupational adjustment. Occupational relations ser. (Los Angeles: Soc. for Occupational 
Research, Ltd. 1941. Pp. 360. $2.50.) 


Bercen, H. B., and others. Interchanging ideas between management and employees. 
Personnel ser., no. 46. (New York: Am. Manag, Assoc, 1941. Pp. 24. 50c.) 


Boone, G. The Women’s Trade Union Leagues in Great Britain and the United States of 
America. Stud. in hist., econ. and pub. law, no. 489. (New York: Columbia Univ. Press. 
1942. Pp. 283. $3.50.) 


Brown, J. D. and BAKeEr, H. Optimum hours of work in war production. (Princeton: 
Princeton Univ. Industrial Rel. Sect. 1942. Pp. 25. 75c.) 


Ditton, C. H. International labor conventions; their interpretation and revision. (Chapel 
Hill: Univ. of North Carolina Press. 1942. Pp. 283. $3.) 
A study of the conventions of the International Labor Organization. 


DRAKE, L. A. and Grasser, C. Trends in the New York clothing industry. (New York: 
Inst. of Pub. Admin, 1942. Pp. xvi, 181.) 


GINZBERG, E. Grass on the slag heaps; the story of the Welsh miners. Foreword by THOMAS 
Jones. (New York: Harper. Pp. 242. $2.50.) 


Gortven, C. S. and Rurrenserc, H. J. The dynamics of industrial democracy. (New 
York: Harper. 1942. Pp. xxvi, 358. $3.) 


Heron, A. R. Sharing information with employees. Toward understanding industry. 
Stanford Univ.: Stanford Univ. Press. 1942. Pp. 213. $2.50.) 


Hovranp, I., and others. Principles and methods of industrial training. Personnel ser., no. 
47. (New York: Am. Manag. Assoc. 1941. Pp. 51. 75c.) 


LEONTEV, A. Work under capitalism and socialism. (New York: Internat. Pubs. 1942. 
Pp. 62. 75c.) 


LESCOHIER, D. D., and others. Labor policies in wartime. Round table broadcast, no. 204. 
(Chicago: Univ. of Chicago Press. 1942. Pp. 28. 10c.) 


LyTLe, C. W. Wage incentive methods, their selection, installation and operation. Rev. ed. 
(New York: Ronald. 1942. Pp. 481. $6.) 


McNeEr1, J. M. and Fotsom, J. C, compilers. Agricultural labor in the United States, 
1938—June 1941, Agric. econ. bibliog., no. 95, suppls. nos. 64 and 72. (Washington: 
Bur. of Agric. Econ., U. S. Department of Agriculture. 1942. Pp. vi, 268.) 


Mipvteton, P. H. Railways and organized labor. (Chicago: Railway Bus. Assoc., 38 S. 
Dearborn St. 1941. Pp. 155. 50c.) 


Secar, M. J. The Norris-La Guardia act and the courts. (Washington: Am, Council on 
Pub. Affairs. 1941. Pp. 30. $1.) 


SEIDMAN, J. I. The needle trades. Labor in 20th century Am. ser. (New York: Farrar 
and Rinehart. 1942. Pp. xviii, 356. $2.50.) 


Wovtinskxy, W. S. Three aspects of labor dynamics. (Washington: Committee on Social 
Security, Social Science Research Council. 1942. Pp. xiv, 249, $2.50.) 


Secretary of Labor: annual report for the fiscal year ended June 30, 1941. (Washington: 
Labor Dept. 1942. Pp. 165. 20c.) 


Collective bargaining contracts. (Washington: Bur. of Nat. Affairs, Inc. 1942. Pp. 740. 
$7.50.) 
This handbook discusses the techniques of negotiation and administration with topical 
classification of clauses. 


Conciliation act of 1941: hearings, 77th Cong., 1st sess, on S. 683, to expedite the 
national-defense program by providing a method for the settlement of labor disputes 
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in defense industries without resort to hasty strikes and lock-outs, May 6 to 29, 1941. 
(Washington: Education and Labor Committee, Senate. 1941. Pp. 351. 30c.) 


Employment agencies: hearings, 77th Cong., 1st sess, on H. R. 5510, to regulate private 
employment agencies engaged in interstate commerce, Nov. 17, 19, 21, 1941. (Washing- 
ton: Labor Committee, House. 1941. Pp. 272. 25c.) 


Employment and wages of covered workers in state unemployment compensation systems— 
1939, Employment Security memo. no. 17. (Washington: Research and Statistics Divi- 
sion, Social Security Board. 1941. Pp. xiii, 404.) 


Employment security in Ohio, 1940; a report of activities of the Bureau of Unemploy- 
ment Compensation. (Columbus; Ohio Bur. of Unemployment Compensation. 1941. 
Pp. 94.) 


Handbook of federal labor legislation: Part 2, Labor laws of general application. Labor 
standards div., bull. 39, pt. 2. (Washington: Supt. Docs. 1941. Pp. 150. 30c.) 


Labour in the colonies, some current problems. Reports submitted to the Labour Com- 
mittee of the Fabian Colonial Bureau. Research ser. no. 61. (London: Fabian Society. 
1942, Pp. 47. 1s.) 


Reports of committees and resolutions adopted by Eighth National Conference on Labor 
Legislation, Nov. 12, 13 and 14, 1941. Labor standards div., bull. 52-A. (Washington: 
Supt. Docs. 1941. Pp. 23. 10c.) 


National Mediation Board; seventh annual report, including Report of National Railroad 
Adjustment Board, fiscal year ended June 30, 1941. (Washington: Nat. Mediation 
Board. 1941. Pp. 87. 20c.) 


Strikes in defense industries, supplementary information to accompany S, Doc. 52 (77th 
Cong., Ist sess.); statement showing certain basic date for formulation of policy toward 
strikes in defense industries. 77th Cong., Ist sess, S. Doc. 147. (Washington: Supt. 
Docs. 1941. Pp. 35. 10c.) 


Workmen's protective legislation in Poland; twenty years co-operation with the Inter- 
national Labor Organization. (New York: Am. Friends of Polish Democracy. 1941. 
Pp. 48.) 


Social Insurance; Relief; Pensions; Public Welfare 


James, A. W. The state becomes a social worker; an administrative sat aa (Rich- 
mond: Garrett and Massie. 1942. Pp. 382. $3.) 


Approaches to Social Security, an international survey. Stud. and repts. ser. M (social insur- 
ance) no. 18. (Montreal: Internat. Labour Office. 1942. Pp. iii, 100. 50c.) 


Federal Works Agency: second annual report, 1941, (Washington: Supt. Docs. [1942.] 
Pp. v, 473. 65c.) 


Old-age pensions: hearings, 77th Cong., 1st sess., on S. 1932, to amend the Social Security 
act to provide for general pensions, and for other purposes, Dec. 1, 2, and 15, 1941. 
(Washington: Finance Committee, Senate. 1941. Pp. 147. 15c.) 


Pennsylvania public assistance statistics ; summary, 1932-1940. (Harrisburg: Dept. of 
Public Assistance, Temporary Bldg., no. 4, Capitol Park. 1941. Pp. 91.) 


Post-defense planning: hearings, 77th Cong., Ist sess., on S. 1617, to amend the Employ- 
ment Stabilization act of 1931; S. 1833, to promote the general welfare of the nation 
by providing work on public projects to persons in need of employment, and for other 
purposes; S. Res. 178, creating a select committee to investigate unemployment and 
relief, Nov. 3, 4, 5,6, and 7, 1941. (Washington: Education and Labor Committee, Senate, 
1941. Pp. 165. 20c.) 
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Public assistance, 1940. Pub. assistance rept. 1. (Washington: Social Security Board. 1941. 
Pp. 41. 15c.) 


Social security in wartime and after; statement and recommendations by 68 of the nation’s 
leading experts and students of the problem. (New York: Am. Assoc. for Social Security. 
1942. Pp. 55. 25c.) 


Social security yearbook, 1940. (Washington: Social Security Board. 1941. Pp. xix, 347. 
70c.) 


Socio-economic and employment status of urban youth in the United States, 1935-36. Pub. 
health bull. 273. (Washington: Public Health Service. 1941. Pp. 58. 15c.), 


United States Employees’ Compensation Commission: twenty-fifth annual report, July 1, 
1940 to June 30, 1941. (Washington: Employees’ Compensation Commission. 1941. 
Pp. 78. 15c.) 


Youth and the future; the general report of the American Youth Commission. Foreword 
by Frovp W. Reeves. Introduction by Owen D. Younc. (Washington: Am. Council 
on Educ. Pp. 315. $2.50.) 


Consumption; Income Distribution; Codperation 


Bercaw, L. O. and HENNEFRUND, H. E., compilers. Distribution of farm income by size, 
a selected bibliography. Agric. econ. bibliog. no. 96. (Washington: Bur. of Agric. Econ., 
Agriculture Dept. 1942. Pp. iv, 103.) 


Date, E. and VERNON, N. Consumer education, an annotated bibliography. Ser. 1, vol. 1, 
no. 3, (Columbus: Bur. of Educ. research, Ohio State Univ.; Columbia, Mo.: Inst. for 
Consumer Educ. 1941. Pp. 35 25c.) 


Froyp, O. R. and Kinney, L. B. Using dollars and sense: consumer economics, Newson | 
soc. stud. ser. (New York: Newson and Co. 1942. Pp. 314. $1.40.) 


HAMBLEN, S. B. and ZIMMERMAN, G. F. How to spend wisely. (New York: Harper. 1942. 
Pp. 384. $2.50.) 
Previously published under the title, Wise Spending. 


KENNEDY, A. and VaucHN, C. Consumer economics workbook. (Peoria: Manual Arts 
Press. 1941. Pp. 112. 76c.) 


Morrett, C. W. More for your money. Public affairs pamph., no. 63; consumer ser. no. 4, 
(New York: Public Affairs Committee. 1942. Pp. 31. 10c.) 


TERESHTENKO, V. J. Codperative education. (New York: Federal Works Agency. 1941. 
Pp. xxiii, 363.) . 


Wms, F. M. and Hanson, A. C. Money disbursements of wage earners and clerical 
workers 1934-36, summary volume. Bur. of Labor Stat. bull. 638. (Washington: U. S. 
Dept. of Labor. 1941. Pp. ix, 402. 55c.) 


Consumer education for life problems; proceedings of the third national Conference on 
consumer education held at Stephens College, April 7-9, 1941. Bull. no. 3. (Columbia, 
Mo.: Inst. for Consumer Educ., Stephens Coll. 1941. Pp. 201. $1.50.) 


Population; Migration; Vital Statistics 
Cowcrxır, D. O. Mobile homes; a study of trailer life. (Washington: Am. Council on 
Pub. Affairs. 1941. Pp. 127. $2.) 


McWittmas, C. Ill fares the land; migrants and migratory labor in the United States. 
(Boston: Little, Brown. 1942. Pp. 419. $3.) 


PELZER, K. J. Population and land utilization. Econ. survey of the Pacific area, pt. 1. 
(New York: Inst. of Pacific Rel. 1942. Pp. 230. $2.) 
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Information on the basic trends of population and land use in the countries of the 
Pacific. 


Population facts for planning Chicago. (Chicago: Chicago Plan Commission. 1942. Pp. 
viii, 32.) 


Vital statistics of the United States, 1939: Part 1, Natality and mortality data for the 
United States tabulated by place of occurrence with supplemental tables for Hawait, 
Puerto Rico, and the Virgin Islands. (Washington: Census Bureau. 1941. Pp. 531. $1.50.) 


Unclassified Items 


ADAMS, E. T., and others. The American idea. (New York: Harper. 1942. Pp. 278, $2.50.) 

History, government, economics, science, art, literature, education, religion, and philos- 

ophy are discussed in relation to democracy by nine members of the faculty of Colgate 
University. 


Banninc, M. C. Women for defense. (New York: Duell, Sloan and Pearce. 1942. Pp. 255. 
$2.50.) 


Braca, T. P., and others. The challenge of democracy. (New York: Harper. 1942. Pp. 
609. $2.20.) 


Burcin, M. editor, Handbook of Latin American studies: 1940, no. 6: a selective guide 
to the material published in 1940 on anthropology, archives, art, economics, education, 
folklore, geography, government, history, international relations, language and litera- 
ture, law, libraries, music, and philosophy. (Cambridge: Harvard Univ. Press for Am. 
Council of Learned Societies. 1941. Pp. 587. $4.) 

The handbook is a masterpiece of bibliographical research. The entries are classified 
as to content and each entry is numbered for cross-reference purposes. Published ma- 
terials in the field of economics have been canvassed and edited by Leland H. Jenks, 
Frank W. Fetter, and Roberto Simonsen. Each article entered in the bibliography is 
summarized in a sentence or two. 


FITZPATRICK, P. J. and Dirksen, C. F. Bibliography of economic books and pamphlets by 
Catholic authors, 1891-1941. Stud. in econ., vol. 7. (Washington: Catholic Univ. of 
America Press. 1941. Pp. xi, 55.) 


KuntmMan, A. F., editor. The development of university centers in the South. Papers pre- 
sented at the dedication of the Joint University Library, December 5 and 6, 1941, Nashville, 
Tennessee. (Nashville: Peabody Press and Vanderbilt. Univ. Press for Joint Univ. Libraries. 
1942. Pp, 128.) 


PLENN, A. List of Latin American serials; a survey of exchanges available in U. S. li- 
braries. Stud. of A.L.A. Committee on lib. coöp. with Latin America, no. 1. (Chicago: 
Am. Lib. Assoc. 1941. Pp. 70.) 


Studies in the history of culture; the discipline of the humanities. Am. Council of Learned 
Societies. (New York: Modern Language Assoc. 1942. Pp. 339. $3.) 
Twenty-one papers in honor of Waldo Gifford Leland, director of the American 
Council of Learned Societies. Edited by Dr. Percy W. Long. 


PERIODICALS 


Economic Theory; General Works 
ÀCKLEY, G. Spatial competition in a discontinuous market, Quart. Jour. Econ., Feb., 1942, 
Pp. 19. 


ANDERSON, M. D. Investment and the valuation of capital. Econometrica, Apr., 1942. 
Pp, 10. 


BAGGLI, W. Typen und engpisse der wirtschaftlichen zirkulation und die consequenzen der 
staatlich forcierten wirtschaft fiir die verwendung der ersparnisse. Zeitschr. f. Schweiz. 
Stat. und Volkswirtschaft, No. 3, 1941. Pp, 28. 


Cornejo, B. Leon Walras. Rev. de Econ. y Estat., Third Quarter, 1941, Pp. 25. 


Duntor, J. T. and Hiccrvs, B. “Bargaining power’ and market structures. Jour. Pol. 
Econ., Feb., 1942: Pp. 26. 


EZEKIEL, M. Statistical investigations of saving, consumption, and investment. I. Am. 
Econ. Rev., Mar., 1942. Pp. 28. 


Ferer, A. “Full employment of resources” and war economy. Soc. Research, Feb., 1942. 
Pp. 5. 
Hug, D. El ensayo "de la balanza comercial.’ El Trimestre Econ., Jan.-Mar., 1942. Pp. 24. 


Jupp, P. R. Indifference curves and the rate of interest on government securities. Econ. 
Record, Dec., 1941. Pp. 7. 


Knicut, F. H. Professor Mises and the theory of capital. Economica, Nov., 1941. Pp. 19. 


Kozirx, A. Monopol oder monopolistische konkurrenz? Zeitschr. f. Schweiz. Stat. und 
Volkswirtschaft, No. 3, 1941. Pp. 35. 


KRISENASWAMY, A. Marshall’s theory of money and interest. Indian Jour. Econ., Oct. 
1941. Pp. 23. 


LACHMANN, L. M. On the measurement of capital. Economica, Nov., 1941. Pp. 17. 


Lr, C.-M. A note on Professor Hicks’s value and capital. Rev. Econ. Stud., Nov., 1941. 
Pp. 3. 


METZLER, L. A, Underemployment equilibrium in international trade. Econometrica, Apr., 
1942. Pp. 16. 


Mises, L. Social science and natural science. Jour. Soc. Philos., Apr., 1942. Pp. 14. 


Neat, A. C. Marginal cost and dynamic equilibrium of the firm. Jour. Pol. Econ., Feb., 
1942, Pp. 20. 


Neisser, H. P, “Permanent” technological unemployment. Am. Econ. Rev., Mar., 1942. 
Pp. 22. 


Poranyi, M. The growth of thought in society. Economica, Nov., 1941. Pp. 29. 


DE ScrrovszKy, T, A note on welfare propositions in economics. Rev. Econ. Stud., Nov., 
1941, Pp. 12. 


SMITHIES, A. Equilibrium in monopolistic competition: an addendum. Quart. Jour. Econ., 
Feb., 1942. Pp. 5. 


Swan, T. W. Some notes on the interest controversy. Econ. Record, Dec., 1941. Pp. 14. 
Swerzy, A. Wages and investment. Jour. Pol. Econ., Feb., 1942. Pp. 29. 


TINTNER, G. A contribution to the non-static theory of choice. Quart. Jour. Econ., Feb., 
1942, Pp. 33. 


Warren, R. L. The place of values in social theory. Jour. Soc. Philos., Apr., 1942. Pp. 17. 
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Economic History 
CLARK, J. M. Economic adjustments after wars: the theoretical issues. Am, Econ. Rev., 
Suppl., Mar., 1942, Pp. 12. 


Hamarron, E. J. Profit inflation and the industrial revolution, 1751-1800. Quart. Jour. 
Econ., Feb., 1942. Pp. 18. 


Harpy, C. O. Adjustments and maladjustments in the United States after the First World 
War. Am. Econ. Rev., Suppl. Mar., 1942. Pp. 7. 


Havens, R. M. Reactions of the federal government to the 1837-1843 depression. So. 
Econ. Jour., J an., 1942. Pp. 11. 


Rostow, W. W. Adjustments and maladjustments after the Napoleonic Wars, Am. Econ. 
Rev., Suppl., Mar., 1942. Pp, 11. 


Economic Systems; National Economies 
Bucuner, R. Neuere sozialpolitische literatur der schweiz. Zeitschr. f. Schweiz. Stat. und 
Volkswirtschaft, No, 2, 1941. Pp. 11. 
Corzcrove, K. The new order in east Asia. Far East. Quart., Nov., 1941. Pp. 20. 
Fonc, H. D. The prospect for Ching’s industrialization. Pacific Affairs, Mar., 1942. Pp. 17. 
DE FREITAS, M. A. T. Problemas de organização nacional. Rev. Brasil. de Estatistica, Apr.- 
June, 1941. Pp. 6. 


Freyn, H. China’s wartime base: the economic development of Szechwan and Sikang. 
China Quart., Autumn, 1941. Pp. 19. 


HAENSEL, P. El trabajador bajo el comunismo (U.S.S.R,.) 1917-1941. Rev. de Econ. y 
Estat., Third Quarter, 1941. Pp. 26. 


Hansen, A. H. and Kinpiepercer, C. P. The economic tasks of the postwar world. 
Foreign Affairs, Apr., 1942. Pp. 11. 


Hotranp, R. A British view of India’s problems. Yale Rev., Spring, 1942. Pp. 19. 


DE LoureNco, J. Sistema nacional de economia. Rev. Brasil. de Estatistica, Apr.-June, 
1941. Pp. 18. 

MITCHELL, K. India’s economic potential. Pacific Affairs, Mar., 1942. Pp. 20. 

Nourse, E. G. Democracy as a principle of business. Yale Rev., Spring, 1942. Pp. 22. 

SCHNIERER, F. Economics of socialism. Econ. Record, Dec., 1941. Pp. 4. 

Treyos, J. La economia dirigida en Costa Rica. El Trimestre Econ., Jan-Mar., 1942. 
Pp. 14. . 

Wen-HAO, W. Four years of industrial reconstruction in Free China. China Quart., 
Autumn, 1941. Pp. 11. 

Yanc, F. Y. Resistance and reconstruction in China. Yale Rev., Spring, 1942. Pp. 14. 


Yune-vine, H. The revival of the land problem in China. Pacific Affairs, Mar., 1942. 
Pp. 12. 


La economia Argentina en el afio 1941. “Camoati” Rev. de Econ. y Estat, Jan., 1942. 
Pp. 2. 
Statistics; Economic Mathematics; Accounting 


ALT, F. L. Distributed lags. Econometrica, Apr., 1942. Pp. 16. 


BARTELT, E. F. Principles involved in a system of central accounts for the United States 
government. N.A.C.A. Bull., Mar. 1, 1942. Pp. 37. 


Berner, F. Unternehmung und arbeit. Zeitschr. f. Schweiz. Stat. und Volkswirtschaft, 
No. 2, 1941. Pp. 5. 


Brown, R. H. Scientific sampling in business. Harvard Bus. Rev., Spring, 1942. Pp. 11. 


Evans, W. D. and Srecet, I. H, The meaning of productivity indexes. Jour. Am. Stat. 
Assoc., Mar., 1942. Pp. 9. 
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Horne, H. A. “Original cost,” invested capital, depreciation base, and other determinations 
of old costs. Jour. Accountancy, Mar., 1942. Pp. 9. 


Howarp, O. Bildung und volkswirtschaftliche auswirkung des landwirtschaftlichen einkom- 
mens. Zeitschr. f. Schweiz. Stat. und Volkswirtschaft, No. 2, 1941. Pp. 6. 


KENDALL, M. G. The relationship between correlation formulae and elliptic functions. 
Jour. Royal Stat. Soc., Part ITI, 1941. Pp. 3. 


Knorr, C. H. Some accounting and auditing aspects of the Investment Company act of 
1940. Jour. Accountancy, Feb., 1942. Pp. 18. 


Rrerrer, W. W. Government and the statistician. Jour. Am. Stat. Assoc., Mar., 1942. 
Pp. 11. ° 

ScHoreR, E. Zur frage der correlation. Zeitschr. f. Schweiz. Stat. und Volkswirtschaft, 
No. 3, 1941. Pp. 22. 


Snepecor, G. W. and Kine, A. J. Recent developments in sampling for agricultural sta- 
tistics. Jour. Am. Stat. Assoc., Mar., 1942. Pp. 8. 


Sremrr, V. H. Accelerated depreciation. N.A.C.A. Bull, Mar. 15, 1942. Pp. 15. 


WYLER, J. Das schweizerische volkseinkommen. Zeitschr. f. Schweiz. Stat. und Volkswirt- 
schaft, No. 2, 1941. Pp. 16. 


Business Cycles and Fluctuations 


Broca, H. S. Consumer spending and inflation. Bull. Nat. Tax Assoc., Mar., 1942. Pp. 7. 
Doss, M. Las crisis economicas. El Trimestre Econ., Jan.-Mar., 1942. Pp. 49. 


Gama, L. I. Introdução à teoria dos conjuntos. Rev. Brasil. de Estatistica, Apr.-June, 1941. 
Pp. 16. 


Krrry, V. S. R. The classical theory of equilibrium and the ‘monetary theory of the irade 
cycle. Indian Jour. Econ., Oct., 1941. Pp. 12. 


Künc, E. Grundfragen der Ronjunkturpolitik, Zeitschr. f. Schweiz. Stat. und Volkswirt- 
schaft, No. 2, 1941. Pp. 21. 


Narman, O. and Friep, M. Consumer spending, inflation and the wage earner in the 
United States. Internat. Lab. Rev., Feb., 1942. Pp. 17. 


Rosen, M. M. Population growth, investment, and economic recovery. Am, Econ. Rev., 
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NOTES 


EprrorraL Notrs—Under present circumstances it is difficult to secure review copies, 
or even to know of the existence, of books published in foreign countries which may be 
of interest to readers of the Review. Several persons have assisted by voluntarily calling 
attention to foreign books, and in a few instances by submitting unsolicited reviews. 
Assistance of this sort is much appreciated, and I hope that others will serve the readers 
of the Review in the same way. 


The preparation of the list of articles from current periodicals which appears in each 
number of the Review presents an almost insoluble problem of selection, The listing has 
been curtailed by the omission of many short articles from dubitably scientific periodicals, 
and has been extended to include more articles from the law quarterlies. The most difficult 
area of choice is that of the numerous periodicals dealing with specialized fields which 
are of interest to various groups of economists, such as accounting, taxation, marketing, 
insurance, agricultural economics, transportation, and industrial management. It is 
impossible to be exhaustive, so it is necessary to suppose that people with highly specialized 
interests follow the periodical literature in their own fields and are not dependent on the 
Review as a primary bibliographical source. I hope, however, that persons who find 
the present listing inadequate for their needs will send in their suggestions for broader 
coverage. ; 

The Review is also receiving a large number of economic and statistical periodicals 
from Latin America, from which only a very select list of titles is published. A complete 
list of these periodicals will be published in September, as a guide to economists interested 
in the economic affairs of Latin America. 


Attention is again called to the need of the Review of Economic Studies for new 
American subscribers to take the place of continental European subscribers. In spite 
of the influential part it has played in the development of economic analysis in recent 
years, for some reason it has had a very small number of paid-up American subscribers. 
Checks for the subscription price of $2.00 should be sent to Paul M. Sweezy, 10 Forest 

_ Street, Cambridge, Mass. 


An inquiry has recently been sent to all institutions known to grant doctor’s degrees 
in economics, requesting data concerning candidates for the thesis list to be published 
in September. If any institution having doctoral candidates has not received this inquiry, 
it would be appreciated if it will write this office at once. 


All over the United States, and especially in Washington, small groups of econorhists 
are engaged in intensive study and discussion of problems of economic analysis and public 
policy. But for some reason the results of this forward-looking thought do not readily 
reach the economic journals. “The Inflationary Gap,” for example, on which a two-man 
symposium is published in this number, has been actively under discussion for over a 
‘year. Problems of general rationing, on which it is hoped to publish a symposium in 
September, have similarly escaped the printed page. It will be a substantial aid in getting 
such subjects promptly into print for the general benefit of economists if persons imme- 
diately concerned will call them to my attention and suggest a panel of competent persons 
to discuss them.—P.T.H. 


The following names have recently been added to the membership of the AMERICAN 
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Berkowitz, L. M., 101 Ave. B., New York City. 
Bingham, R. H., Dept. of Economics, University of Michigan, Ann Arbor, Mich. 
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The American Council of Learned Societies is sponsoring a program of intensive 
instruction in languages designed to provide opportunity for Americans trained in the 
usual university disciplines——-history, economics, engineering, journalism, the physical 
and mathematical sciences, etc.—to add to their competences control of one of the 
unusual languages likely to be necessary in the war effort. Those interested can learn 
more of the program by writing to The Intensive Language Program, American Council 
of Learned Societies, 1219 Sixteenth Street, N.W., Washington, D.C. 


The Science-Technology group of the national Special Libraries Association has under- 
taken to compile, for the benefit of users of the Russian scientific and technical periodicals, 
current or otherwise, 2 complete list of the holdings of such periodicals in all the libraries 
of the United States and Canada, as far as possible, whether personal, institutional or 
industrial. Owners and librarians in charge of such materials are asked to send in on 
3 by 5 inch slips the following information: (1) title of periodical, transliterated according 
to A.L.A. or Library of Congress rules; (2) holdings in volume numbers and years exact 
to month and issue number; (3) is it received currently? (4) can the periodicals be 
borrowed? photostatted? microfilmed? (5) subject or subjects to which this periodical 
is devoted; (6) former titles, if any, in chronological order and on the other side of the 
slip. This information should be sent to Miss Nathalie D. Frank, 512 West 162nd Street, 
New York, New York. 


Jessica B. Peixotto, professor emeritus at the University of California, died in October. 


Appointments and Resignations 


J. Russell Andrus, associate professor of economics at the University of Redlands, 
1s on leave of absence and is now working as economic research analyst for the Far Eastern 
Section of the Bureau of Foreign and Domestic Commerce, Washington, D.C, 

James W. Angell, professor of economics at Columbia University, was granted a leave 
of absence during the second semester of 1941-1942 to accept an appointment in 
Washington, D.C. 

Roy Ashmen, instructor in accounting at Louisiana State University, is now a lieutenant 
in the Naval Reserve and is stationed at Jacksonville, Florida. 

Rollin S. Atwood of the University of Florida has been granted a leave of absence 
to become economic analyst attached to the United States Embassy at Quito, Ecuador. 

William Bade, a New York University-Tax Foundation Fellow, has resigned to accept 
a position with the War Production Board in Washington, D.C. 

Marvin A. Bacon of the University of Michigan is now in the Rent Division of the 
Office of Price Administration. 

Theodore N. Beckman of Ohio State University is now serving on a part-time basis as 
chief consultant of the Division of Civilian Supply, War Production Board. 
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M. M. Bober has been granted a leave of absence from Lawrence College to join the 
staif of the Office of Price Administration, Washington, D.C. 


Gladys Boone has been appointed chairman of the new Division of Social Studies at 
Sweet Briar College, which combines the department of economics and sociology and the 
department of history and government. 


Daniel Borth, professor of accounting in the College of Commerce and auditor of 
Louisiana State University, joined the Army in February with the rank of Major in the 
Quartermaster Corps and is now stationed in Washington, D.C. 


D. O. Bowman, instructor at the University of Michigan, has been given leave for the 
duration of the emergency to work in the Chicago office of the’ Office of Price 
Administration. 


Benjamin F. Brooks, professor of economics at Butler University, has been granted leave 
of absence to become a liaison officer with the Civil Service Commission in Washington, D.C. 


R. P. Brooks, dean of the College of Business Administration, University of Georgia, 
is regional price executive of the Office of Price Administration in the Atlantic office. 


J. Douglas Brown, who has returned to Princeton University from the War Production 
Board, is serving as a consultant to the War Department on man-power policy. 


Roy J. Bullock has been promoted to associate professor of political economy at the 
Johns Hopkins University. 


Malcolm Burnside has been given a leave of absence by the American Telephone and 
Telegraph Company and has entered active service as a Naval Reserve officer. 


Henry Chen, junior assistant in the department of economics of the School of Commerce, 
New York University, has been appointed a representative of the Ministry of Economics 
of the Republic of China. 


Morris Chertkov has received an appointment in the legal division of the War Produc- 
tion Board, at Washington, D.C., and is on leave from the University of Washington. 


- Howard €. Cooper has been promoted to associate professor of political economy at 
the Johns Hopkins University. 


R. S. Cornish, formerly of Waynesburg College, has joined the staff of the College of 
Business Administration at the University of Georgia as an associate professor of economics. 


Virgil Cover has returned to Washington from Dallas, where he was regional business 
consultant for the Department of Commerce, to assume the position of transportation 
economist in the Bureau of Foreign and Domestic Commerce. 


Earl C. Crockett, professor of economics at the University of Colorado, has been 
granted a leave of absence to work with the War Production Board, Washington, D.C. 


Walter A. Chudnowsky has been appointed an instructor in economics at Columbia 
University after having served as a research associate with the National Bureau of Eco- 
nomic Research during the past year. He is also serving as a consultant in the Division 
of Research of the Office of Price Administration. 


Amando M. Dalissay is now a junior business economist with the Office of Price 
Administration, 


Paul T. David has resigned as associate director for research and chief economist of 
the American Youth Commission of the American Council on Education to accept a 
position as a chief statistical analyst in the Fiscal Division of the United States Bureau 
of the Budget. He was formerly secretary of the President’s Advisory Committee on 
Education. 


Leonard A. Drake, who has been in government service for some time, carrying on 
economic research work in other agencies, has been appointed regional business consultant 
of the Department of Commerce, and is stationed at Philadelphia. 

William E. Dunkman is on leave from the University of Rochester while working in 
the Division of Civilian Supply of the War Production Board. l 

Robert P. Eastwood has been promoted from instructor to assistant professor of business 
statistics in the Columbia University School of Business. 


Clarence W. Efroymson, associate professor of economics at Butler University, has been 
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granted leave of absence while working with the Office of Price Administration, Wash- 
ington, D.C. 


Wilford J. Eiteman of Duke University is on leave of absence and is at present in the 
Office of Price Administration in the Nonferrous Materials Division. 


George Heberton Evans,.Jr., has been promoted to professor of political economy at 
the Johns Hopkins University. 


J. Wesley Fly of the University of Florida, who held an officer’s commission in the 
Reserve Corps, has been granted a leave of absence upon being called into active service. 


John L. Fulmer, associate professor of rural economics at the University of Virginia, 
has been given a-leave of absence and is now a Captain in the Army. 


Mary Gilson of the University of Chicago gave a course in industrial relations at 
Wellesley College during the second semester of 1941-1942, 


Henry Glass, a former junior assistant in the department of economics of the School 
of Commerce, New York University, is now with the Office of Price Administration, 
Washington, D.C. 


Joseph Gordon, formerly assistant manager of the research department of Merrill, Lynch, 
Pierce, Fenner and Beane, New York, is now chief of the Import Priorities Section of the 
War Production Board. 


Robert E. Graham, Jr., acting associate professor of rural economics at the University 
of Virginia, was called into active service in February and is now a Lieutenant at Fort 
McClellan, Alabama. 


William Haber, professor of economics at the University of Michigan, was given leave 
for the second semester to assist the Director of the Budget in Washington, in codrdinating 
various pension plans. 


George G. Hagedorn of the Lehman Corporation joined the Army in March. 


Everett E. Hagen of Michigan State College is now serving with the National Resources 
Planning Board, Washington, D.C. 


James K. Hall of the University of Washington has been appointed price executive 
with the Seattle office of the Office of Price Administration and will be on leave until 
September. 


Earl J. Hamilton of Duke University will spend four months, June through September, 
in the archives of Colombia, Guatemala, and Mexico, gathering material for a book on 
the economic background of the Monroe Doctrine. 


Tom Hancock, instructor in economics at the University of Kansas, entered the Army 
in February. 


Robert W. Harbeson of Rutgers University has been appointed economic consultant to 
the New Jersey Rationing Administration. 


David Harrison of the department of economics of Ohio State University is serving as 
senior economist in the Steel Section of the Office of Price Administration. 


Everett D. Hawkins, associate professor of economics, has been granted leave of ab- 
sence from Mount Holyoke College extending through 1942-43, in order to accept a 
special assignment with the Office of Price Administration. 


Carl H. Henrikson, Jr., regional business consultant of the Department of Commerce at 
Philadelphia, has been transferred to New York, where he is at the Department’s regional 
office, 500 Fifth Avenue. 


William W. Hewett, professor of economics at the University of Cincinnati, was granted 
a leave from April 20 to June 30, to accept a special assignment with the Tax Research 
Division of the Treasury Department. 


Frederick R. Hoisington, Jr., of the International Telephone and Telegraph Corpora- 
tion, has been appointed principal economist with the Alien Property Division of the 
Department of Justice. 


Edgar M. Hoover, Jr., associate professor of economics at the University of Michigan, 


is on leave of absence and will work through the summer in the Fuels Division of the 
Office of Price Administration in Washington. 
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M. H. Hornbeak, formerly associate professor of business administration at Louisiana 
State University and lately vice president of the Louisiana National Bank, Baton Rouge, 


entered the army in March as a Lieutenant in the Quartermaster Corps, stationed in 
Washington. 


Clifford James, professor of economics, is on leave of absence from Ohio State Uni- 
versity to serve as regional price executive in the Office of Price Administration, in 
Cleveland. 


Lloyd Johnson has been appointed instructor in accounting at the University of Florida. 


Richard B. Johnson, assistant professor of business and economics at the University of 
Arkansas, has resigned to assume the position of regional business consultant of the De- 
partment of Commerce, stationed at Dallas. Before going to Dallas, he spent considerable 
time in Washington, becoming acquainted with the work of a number of war agencies. 


J. Maynard Keech of Duke University is on leave and is at present with the Civil 
Service Commission. 


Marshall D. Ketchum, recently advanced from assistant to associate professor of eco- 
nomics at the College of Commerce, University of Kentucky, will be professorial lecturer 


in finance in the School of Business, University of Chicago, during the summer quarter 
of 1942. 


Will F. Kissick, chief economist of the Codperative Business Research Station established 
jointly by the University of Minnesota and the Department of Commerce at Minneapolis, 


has been transferred to the regional office in Minneapolis as acting regional business con- 
sultant. 


Harold D. Koontz, assistant professor of economics at Colgate University, has been 


named economic consultant to the chief of the Machinery and Equipment Section of the 
Office of Price Administration. 


Mabel S. Lewis has taken a position with the Post-War Division of the Bureau of Labor 
Statistics, Washington, D.C. 


Shaw Livermore, professor of economics, has been on leave from the University of 
Buffalo since April, 1941, to serve in the Priorities Division of the War Production Board. 


Clarence D. Long has been promoted to associate professor of economics at Wesleyan 
University and granted a renewal of his leave of absence. During 1941-42, he has been 
preparing a book on the history of unemployment in the United States, with the support 
of a Guggenheim Fellowship and a membership in the Institute for Advanced Study at 
Princeton, He will continue this work during 1942-43 under the same auspices. 


Hastings Lyon is retiring from the Columbia University School of Business at the end 
of the 1941-42 academic year. 


Donald H. Mackenzie, associate professor at the University of Washington, has been 
acting as an examiner for the National War Labor Board in matters affecting waterfront 
labor relations in the Puget Sound area. 


Lewis F. Manly has been named acting chairman of the department of economics and 
sociology at Tufts College. 


Donald Marsh, instructor in economics in Barnard College, Columbia University, will 
teach introductory economics in the new summer session for the acceleration of the college 
course for women undergraduates. 


Boyce F., Martin, dean of the School of Business Administration at Emory University, 
has resigned to take a position with the Louisville Cement Company. 


Carl Marzani, senior assistant and part-time instructor in the department of economics 
of the School of Commerce, New York University, has resigned to accept a position with 
the Coördinator of Information in Washington, D.C. 


Walter J. Matherly, dean of the College of Business Administration, University of 
Florida, has been appointed a director of the Jacksonville branch of the Federal Reserve 
Bank of Atlanta. 

Orville J. McDiarmid, assistant professor of economics and business administration at 
the College of William and Mary, is on leave for the second semester of 1941-42 and is 
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now employed as economist in the Post-War Division of the Bureau of Labor Statistics. 


F. Eugene Melder, associate professor of economics and sociology at Clark University, 
has been awarded a grant-in-aid by the Social Science Research Council for research on 
the impact of interstate trade barriers. 


B. J. Merriam, instructor in economics at the University of Kansas, resigned at the end 
of the first semester of 1941-42 to accept employment with the Transportation Board, 
Washington, D.C, 


Nicholas Mirkovich, formerly at the department of economics, University of California, 
resigned from the staff of the International Secretariat of the Institute of Pacific Relations 
to join the Yugoslav Government in London as chief of the newly created Office of Re- 
construction and Economic Affairs, and also to act as deputy chairman of the Economic 
Division of the Eastern and Central European Planning Board, a joint planning body of 
the governments of Poland, Czechoslovakia, Yugoslavia and Greece. 


Robert C. Mizell, director of university development at Emory University, has been 
appointed acting dean of the School of Business Administration, 


Jacob L. Mosak of the University of Chicago has been given a leave of absence and is 
now senior economist in the Office of Price Administration. 


Peter F. Palmer, instructor in economics at the University of Kansas, resigned at the 
end of the first semester of 1941-42 to accept an appointment as assistant professor of 
economics at Marquette University. 


Harlow S. Person is retiring from the School of Business Administration of Columbia 
University in June. 

Charles F. Phillips, professor of economics at Colgate University, has been named 
associate price executive in the Rubber Division of the Office of Price Administration. He 
was formerly a marketing consultant for the Office. 


Earl Powers, who held an officer’s commission in the Reserve Corps, has been granted 
a leave of absence by the University of Florida, upon being called to active duty. 


L. B. Raisty, head of the department of public finance at the University of Georgia, is 
in charge of the administration of installment buying regulations at the Federal Reserve 
Bank of Atlanta. 


Joseph S. Ransmeier, instructor in economics at Vanderbilt University, is now working 
.in Washington at the Office of Price Administration. 


Lloyd G, Reynolds has been promoted to associate professor of political economy at 
the Johns Hopkins University. 


J. H. Richardson, formerly visiting professor at the University of Toronto, has been 
appointed economic adviser to the Governor of Bermuda. 


B. R. Risinger, instructor in business administration and assistant to the dean of the 
College of Commerce at Louisiana State University, was made purchasing agent of the 
“University in April. 

W. R. Roane, instructor in accounting and assistant auditor of Louisiana State Uni- 
versity, has been named auditor of the University. 


Myron Rosenfield of the New York State Division of State Planning is now employed 
as an associate economist in the Copper and Brass Section of the Office of Price Ad- 
ministration, 


Raymond J. Saulnier, professor of economics at Barnard College, taught monetary 
economics at Columbia University during the last part of the second semester of 1941-42. 


Franklin Scheider, instructor at the College of Business Administration, University of 
Georgia, is now a reserve officer at Fort Benning. 


Melvin J. Segal has been granted a leave of absence from Southern Hlinois Normal 
University to accept a position as chief economist with the Minimum Wage Board of 
the Government of Puerto Rico. 


William H. Shannon, associate professor of accounting at the University of Kansas, 


has been granted a leave of absence while serving in the Navy, where he holds the rank 
of Lieutenant in the Supply Corps. 
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I. Leo Sharfman, professor of economics at the University of Michigan, has been ap- 
pointed an-associate member of the War Labor Board. 


Lloyd L. Shaulis, chairman of the department of economics and sociology at Tufts 
College, has been on leave of absence since February, and is now with the Office of Price 
Administration. i 


Edward C. Simmons, who has held a post-doctoral fellowship of the Social Science 
Research Council, has transferred to the Office of Price Administration in Washington, D.C. 


Isidore Singer, formerly of the College of the City of New York and Brooklyn College, 
has been appointed junior assistant in the department of economics of the School of 
Commerce, New York University. . 


Arnold L. Skinner, formerly stationed at the regional office of the Bureau of Foreign 
and Domestic Commerce in Minneapolis, has joined the Naval Reserve. 


R. Elberton Smith, formerly of the. department of economics at the University of ` 
Denver, is now an economist in the Research and Analysis Section of the War Production 
Board. 


Robert S. Smith of Duke University has received a Guggenheim award and will spend 
the summer in Mexico, in research on economic history. 


Joseph J. Spengler has resumed his teaching duties at Duke University after being on 
sabbatical leave in the first semester. 


Henry W. Speigel of Duquesne University will teach courses in war economics and 
agricultural policy in the summer session at Michigan State College. 


John D. Sumner, professor of economics, has been on leave from the University of 
Buffalo since June, 1941, and is serving as price executive in the Office of Price Admin- 
istration. 


Glenn W. Sutton of the University of Georgia has been commissioned in the Navy and 
is located in Rhode Island. 


W. A. Tolman is on leave from the University of Kentucky and has accepted a position 
as regional price economist in the Bureau of Labor Statistics in charge of the Atlanta 
regional office. 


Lawrence W. Towle of Lawrence College was acting professor of economics at the 
University of Florida for the second semester of 1941-42. 


Malcolm D. Taylor has been granted a leave of absence from the University of North 
Carolina to accept a position with the Civil Service Commission. 


Lorie Tarshis, assistant professor of economics at Tufts College, has accepted a position 
with the Board of Economic Warfare. 

Mary Van Brunt taught introductory economics at Barnard College during the second 
semester of 1941-42. 

Charles J. Walsh, assistant professor of economics at the School of Business, Fordham 
University, has been granted a leave of absence in order to accept a position as business 
specialist with the Office of Price Administration, Washington, D.C. 


Edward C. Welsh is on leave of absence from the department of economics of Ohio 
State University to serve as principal economist in the Office of Price Administration in 
Cleveland. 


Robert L. Whaley, formerly commercial agent for the Department of Commerce sta- 
tioned at Detroit, has assumed the position of regional business consultant at St. Louis, 
following an intensive period of training in Washington, to acquaint him with the work 
of the federal agencies in St. Louis. 

Bayard O. Wheeler, lecturer at the University of Washington, is doing part-time research 
in the Seattle office of the Bureau of Labor Statistics and in the Seattle office of the Office 
of Price Administration, where he will be on a full-time basis after June 15. 

Joseph A. Yager, formerly teaching fellow at the University of Michigan, is working 
with the National’ Resources Planning Board in Washington. 

E. L. Zingler of Louisiana State University is on leave until September with the Na- 
tional Resources Planning Board in Dallas. 


The American Economic Review 
VOLUME XXXI ` o- JUNE, 1942 NO. 2, PART 2 


SUPPLEMENT 


Papers Relating to the 
Temporary National Economic Committee 


CONTENTS 
THE EXTENT AND BASES OF MONOPOLY ...... George J. Stigler 1 
PRICE AND PRODUCTION POLICIES .......... ++. AM. M. Bober 23 


SAVINGS AND INVESTMENT: PROFITS VS. PROSPERITY? ......... 
ee ee ee eee ee Moses Abramovitz 53 


PRESENT POSITION AND PROSPECTS OF ANTITRUST POLICY ...... 
E E r aeet marrana eo o n Myron W. Watkins 89 


APPENDIX A. Message from the President of the United States 
Transmitting Recommendations Relative to 
the Strengthening and Enforcement of Anti- 
trust Laws: April 29, 1938 .............. 119 


APPENDIX B. Joint Resolution to Create a Temporary National 
Economic Committee ............. EE 


APPENDIX C. Publications of the Temporary National Economic 
COCE 4 rpa tae ena a: 132 


CopyvricHT, 1942, py 
AMERICAN Economic ASSOCIATION 


PRINTED BY GEORGE BANTA PUBLISHING COMPANY 


- Editorial Office: 722 Jackson PI, N.W., Washington, D.C. 
Publication Office: 450 Abnaip Street, Menasha, Wisconsin 


Executive Ofice: American Economic Association, Northwestern 
University, Evanston, Illinois | 


Entered at the post office at Menasha, Wisconsin, as second class matter. Acceptance 
for mailing at special rate of postage provided for in the Act of February 28, 1925, 
embodied in paragraph 4, section 412, P. L. and R., authorized September 13, 1928. 


THE EXTENT AND BASES OF MONOPOLY 


By GEORGE J. STIGLER 


I shall summarize and appraise in this paper material provided by the 
Temporary National Economic Committee in answer to two basic 
questions: 

1. What are the relative rôles of a and monopoly in the 
American economy? 

2. What are the leading bases of monopoly? 

The discussion of these questions will be highly selective. Obviously 
no one need apologize for a lack of comprehensiveness in a discussion 
of approximately thirty-three thousand pages of hearings and mono- 
graphs. I have gone much further and concentrated attention upon a 
very few topics in the conviction that an encyclopedic, running com- 
mentary would be of little value. 


I—The Competitiveness of the Economy 


Although several specific T.N.E.C. studies are concerned directly 
with measures of monopoly or concentration, and although much of 
the entire investigation can be viewed as an unsystematic investigation 
of the extent of monopoly,’ the meaning of the search received little 
attention. It is not possible here to examine the problem in appropriate 
detail, but at least a cursory examination is in order. | 

We may begin by raising a point of terminology. If we mean by com- 
petition and monopoly perfect competition and perfect monopoly,’ 
obviously neither has ever existed nor will either ever exist. (The fre- 
quent criticism of theoretical, and especially classical, economists that 
they are or were not aware of this fact reveals both a distressing ig- 


*In the President’s Message of April 29, 1938, which led to the T.N.E.C., the recom- 
mendations begin, “To meet the situation I have described, there should be a thorough 
study of the concentration of economic power in American industry and the effect of that 
concentration upon the decline of competition.” (Investigation of Concentration of Eco- 
nomic Power, Hearing before Temporary National Economic Committee, December 1938, 
on Pub. Res. 113 (75th Cong.), Pt. 1, Economic Prologue [Washington, Supt. Docs., 1939], 
p. 189. See also Appendix A, infra, p. 125.) The resolution establishing the committee 
named as its first duty the fulfillment of this and other requests of the President (ibid., 
p. 192; see also Appendix B, infra, p. 129.) 

? The specifications of perfect competition are well known (see F. H. Knight, Risk, 
Uncertainty and Profit [London School Reprints No. 16, 1933], chaps. 1, 6; for those of 
perfect monopoly, see R. Triffin, Monopolistic Competition and General Equilibrium 
Theory (Harvard Press, 1940). Perfect monopoly in this sense is merely a technical method 
of describing a closed economy containing only one economic unit. 
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norance of the literature and a lack of understanding of scientific meth- 
odology.) These limiting concepts obviously cannot be used directly in 
an empirical study. This is apparent if one asks how our economy 
differs in detail from one in which entrepreneurs have complete knowl- 
edge of future prices and future technological development; no one can 
know the answer. 

The selection of a comparative system which can be used as a frame 
of reference in judging our present economy will depend.almost exclu- 
sively upon the purpose of our investigation. The only important pur- 
pose of such an investigation is to improve economic policy, so the com- 
parative system should be an alternative form of economic organization 
which is proposed by the investigator. Historically some form of com- 
petitive enterprise economy has been the American choice of method 
of dealing with the economic problem. It is probably correct to say 
that this objective was accepted by most of the T.N.E.C. staff and by 
most of the witnesses, although in both cases the ambiguity of the ob- 
jective contributed greatly to the wideness of its acceptance.’ But no 
attempt was made to define this objective with any precision, and as a 
result the judgments passed on particular industries (especially in the 
monographs) are not comparable. 

It is necessary, therefore, to replace the standard of a competitive 
enterprise economy by a more specific comparative system. The system 
here chosen may be characterized as workable competition, although 
“workable” is used because it has already gained some currency and 
not because it is believed that such competition is always practicable. 
It would take us far afield to defend this choice but it may be observed 
that, for the chief use made here of the concept, certain other systems 
(e.g., socialism) would lead to very similar results. The following defi- 
nition of workable competition is of course tentative; it is designed 
primarily to illustrate the type of specific criterion which is necessary 

‘to a general investigation of monopoly: “An industry is workably com- 
petitive when (1) there are a considerable number of firms selling 


?In its final report, the T.N.E.C, “recommends the maintenance of free, competitive 
enterprise by the effective suppression of the restrictive practices which have always been 
recognized as evil.” (inal Report and Recommendations of the T.N.E.C., S. Doc. 35, 77th 
Cong., ist sess. [Washington, Supt. Docs., 1941], p. 9.) _ 

One example of the ambiguous use of “competition” may be cited: 

“The Chairman. Then is it your advice to this committee, as a person of prominence in 
industry, that the competitive system should be maintained? 

“Mr, Greene. I certainly think it should. 

“The Chairman. Do you think it would be inadvisable for Congress, by law in any way 
to weaken the competitive system? 

“Mr. Greene. Well, I think the freedom of business from regulation is very important, 
very desirable.” (Hearings, Pt. 18, Iron and Steel Industry, p. 10280.) 
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closely related products in each important market area, (2) these firms 
are not in collusion, and (3) the long run average cost curve for a new 
firm is not materially higher than for an established firm.’* It is prob- 
able that in certain cases the definition. of perfect competition would 
have to be approximated more closely. For instance, in the retail market 
one might also specify that consumers have easy access to information 
concerning the technical properties of commodities." 

Three general problems may be distinguished in an empirical study 
of the efficiency of an economy, and all were recognized in. the course 
of the T.N.E.C. inquiry. First, there is the question of partial equi- 
librium analysis: how far do the prices, outputs, investments, employ- 
ment, quality of product, etc., in various selected industries differ from 
what they would be if the industries were workably competitive? The 
measurement of this discrepancy in specific industries would be a diff- 
cult task. To know price and output in an industry under workable 
competition, for instance, it would be necessary to know the demand 
curve, and the difficulties involved in statistical studies of demand, 
especially for nonagricultural products, are notorious. But two com- 
ments on these difficulties are in order. A reasonable approximation is 
all that is needed; rigorous mathematical demonstrations are simply in 
another universe. Moreover, if the economist cannot influence social 
policy by providing at least approximate quantitative results, he must 
resort to abstract analysis, for which there is not a wide demand, or to 
oratory, at which he customarily does not excel. 

These comparisons of actual prices and outputs with those which 
would rule under workable competition would, if carried out. for numer- 
ous industries, provide one important basis for the formulation of legis- 
lative policy and the administration of the antitrust laws. What is more 
important, they would serve as an intelligible basis for public decisions 
concerning economic policy. Many economists seem to enjoy emphasiz- 
ing the fact that “consumers” are indifferent and unorganized (one 
cynic has called them the great unwashed) but few point out the fact 


‘The first two points serve to eliminate not only monopoly and explicit collusion but 
also tacit avoidance of price competition for fear of retaliation of close rivals. The necessary 
number of firms is relevant to such questions as “trust-busting,” but it has no bearing on 
the measure of departure of an industry from workable competition. The third point 
excludes direct and indirect controls of entry of new firms, i 


* Professor Clair Wilcox’s definition, “the availability of buyers of genuine alternatives 
in policy among their sources of supply” (C. Wilcox, Competition end Monopoly in 
American Industry. T.N.E.C. monog. no. 21 [Washington, Supt. Docs., 1940], p. 8), appears 
to be too loose; one could always use something else in place of aluminum. Professor J. M. 
Clark’s discussion for the case of the long run harmonizes fairly well with the definition 
here advanced; see “Toward a Concept of Workable Competition,” Am. Econ. Rev., Vol. 
XXX (June, 1940), pp. 241-49. 
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that specific information which can be assimilated by the nonprofes- 
sional is rarely available in a form which bears a reasonably direct 
relationship to economic policy. 

With respect to this objective, the T.N.E.C. rates a very low score. 
In only a very few cases is a specific comparison undertaken of the 
present facts in an industry with those which would rule under work- 
able competition.* Customarily not even the most fundamental data 
(e.g., costs) were provided. This failure is attributable, I believe, to 
three factors: (1) First and most important, the T.N.E.C. did not have 
a specific program, it did not define fundamental terms, and it did not 
erect precise criteria. (2) The constituency of the committee and the 
nature of the public hearings were ill-suited to detailed and technical 
discussions of this nature.’ (3) Some of the research was conducted by 
agencies which yielded to the temptation to compile data “which will 
provide an invaluable basis for future work on this subject.” 

The second major problem is concerned with the much discussed 
question: How competitive is the economy as a whole? Despite the 
frequency with which dogmatic answers are given to this question, it is 
doubtful whether any meaningful answer is attainable. If the com- 
parisons of actual conditions with those ruling under workable compe- 
tition were carried out for all important industries, the results could 
scarcely be combined. In one industry the investment would be too 
Jarge, in another too small; in one industry quality would be inferior, 
in another price too high. And waiving the difficulty of combining such 
diverse elements into a single index, there would remain the fact that 
partial equilibrium studies cannot be added together: the divergences 
in any one industry depend upon the extent of competition elsewhere. 
Aside from such weighty objections, it is difficult to find any important 
purpose in asking how competitive an economy is. There is some intel- 
lectual curiosity in knowing how much smaller national income is than 
it would be under workable competition (where practicable! ), but the 
curiosity does not merit huge.expenditures for a crude and unsatisfac- 
tory answer. 

The third problem, the explanation of unemployment and the level 

* Professor James estimates the cost to consumers of the duties and quotas on sugar and 
rayon at 274 million dollars and 70 million dollars per year respectively (Industrial Con- 
centration and Tariffs, raonog. no. 10, chap. 7). The hearings on the sulphur industry imply 
that the price of sulphur would be about $7.00 or $8.00 a ton, and not $18 as with the 
present duopoly (Hearings, Pt. 5, Monopolistic Practices in Industries, pp. 1992 ff.). There 
are some relevant data in Professor Warren C. Waite’s study of federal milk price fixing 
programs (Economic Standards of Government Price Fixing, monog. no. 32, pp. 87-91); 


and some of the testimony in the Hearings is also pertinent (Hearings, Pt. 7, Milk Industry; 
Poultry Industry, pp. 2782 f., 2831 f.). 


7 See the reactions of the committee to the discussion of marginal cost curves (Hearings, 
Pt. 26, Iron and Steel Industry). 
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of output of the economy, is treated at length in Dr. Abramovitz’s able 
paper. Yet it may be permissible to reémphasize the fact that the 
T.N.E.C. almost completely ignored the monopoly question at this 
point. Only one school of monetary theorists, the depression-minded 
Keynesians, were heard.® The discussion ran primarily in terms of the 
technical exhaustion of private investment opportunities. Virtually no 
attention was paid to the effects on private investment of cost-price 
relationships, and more particularly of monopoly—a problem, inci- 
dentally, of which price flexibility is only a small part.’ Considering the 
auspices under which the studies of unemployment of resources were 
presented, this neglect seems inexcusable. 


Il—Competition and Monopoly in the Economy 


Three types of information are provided by the T.N.E.C. with re- 
spect to the extent of competition and monopoly in the economy. They 
are (1) a general survey of secondary materials, (2) large scale sta- 
tistical investigations, and (3) a variety of investigations of particular 
industries. 

In his general survey, Professor Clair Wilcox* classifies industries 
as workably competitive or monopolistic, and then divides this latter 
class into three groups (monopoly, oligopoly, and cartels), primarily 
on the basis of the form of market organization. I have already ex- 
pressed the opinion that the task was well done,” but this type of ap- 
proach is subject to two important limitations. First, as the preceding 
discussion argues, we do not yet possess the information to classify 
industries accurately as workably competitive or otherwise, and the 


® Hearings, Pt. 9, Savings and Investment. 


® The topic of monopoly received little explicit attention—none from Currie or Hansen— 
and no important additions were made to our theoretical or factual knowledge. On the 
genera] question, see Saving, Investment and National Income, monog. no. 37, p. 101; — 
Technology in our Economy, monog. no. 22, Pt. II, chap. 4; on housing, see Hearings, Pt. 
11, Construction Industry; Toward More Housing, monog no. 8, Pt. I, chap. 5; on natural 
gas, see Reports of the Federal Trade Commission, monog. no. 36, pp. 71 f. Martin Taitel 
attempted to- prove by means of a statistical study that the importance of the profit rate in 
investment decisions has been exaggerated. “Factors other than the amount or the rate of 
profit have been the major determinants of the level of capital expenditures of groups of 
companies, Of these other factors, the most important have been the level of output in 
relation to capacity and the pressure upon business for the introduction of available new 
technologies.” (Profits, Productive Activities and New Investment, monog. no. 12, p. xix.) 
But surely technological improvements and the rate of operation are really only two of the 
factors affecting the profit rate, and both influence investment decisions through the profit 
rate. Dr. Abramovitz has pointed out that a convincing statistical demonstration of the 
unimportance of the profit rate would require (1) use of expected, not realized, profits, 
and (2) comparison between industries in which entry is easy. 


*® Competition and Monopoly, monog. no. 21. 
“See my comments, this Review, Vol. XX XI (September, 1941), pp. 573-74. 
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T.N.E.C. did little to remedy this defect. Second, and more important, 
we do not know how far the monopolistic industries depart from work- 
- able competition. If the list of monopolistic industries expands, it is not 
possible to state with any assurance that the economy is less competi- 
tive. 

It is worth emphasizing that a general survey in nonquantitative 
terms, such as Wilcox’s (or Burns’s), is almost certain to leave an 
exaggerated impression of the extent of monopolization of the economy. 
The competitive industries are essentially similar in their character- 
istics and broad patterns of behavior, so they receive brief attention 
in order to avoid tiresome repetition. The monopolistic industries are 
much more varied in their market practices, and they provide an un- 
limited number of examples of chicanery, exploitation, and other savory 
literary items. As a result the distribution of space and emphasis is 
always biased. Wilcox, for instance, devotes approximately equal space 
to the huge, competitive women’s apparel industry and to beryllium, 
yet the sales of the latter commodity are probably less than those of 
any one size of cotton dress. 

In The Structure of Industry” several broad statistical studies of 
concentration are presented. The first is a study of employment and 
product per establishment (plant) in manufacturing industries; the 
averages rose 35 and 80 per cent respectively from 1914 to 1937.” 
These averages are not sufficiently relevant to the question of the 
extent of competition to merit analysis here. Somewhat more pointed 
measures of concentration are also computed for 195 industries, on the 
basis of the number and proportion of plants employing half of the 
workers in each industry. There are several difficulties in interpreting 
the results of this study. The data as presented do not tell us the extent 
of concentration in individual industries, but only changes relative to 
1914, The tests of concentration are relatively crude. And the Presi- 


= Monog, no. 27. 
* Ibid., p. 4. 
“In a given industry, let there be n plants in the base year (1914) employing x, %:,..., 
-Xn workers in decreasing order of size; the first p plants employ half of the workers. In any 
given year, let there be m plants employing Yı, yz,..., Yn workers in decreasing order of 
size; the first q plants employ half of the workers (ibid., pp. 54 f.). Then the absolute 
index (AI) is defined as 

AI = p/q X 100. 
The relative index (RI) is defined as 


RI = Eas x 100. 
n m 


Hence AI = n/m RI. 


1 The following example will suffice. Let employment be the same in 1914 and 1917 in a 
given industry. If in 1914, 15 equal-sized plants hire half the labor and 100 plants hire the 
remainder, and in 1917 one plant hires 30 per cent of the labor, the next 19 plants 20 per 
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dent’s request, to study “the effect of concentration on the decline of 
competition,” is unfortunately ignored here as elsewhere in the mono- 
graph. 

The other statistical survey measurés the concentration ratios (ratio 
of the output of the four largest firms to United States production) for 
1807 products of manufacturing industries. There is one grave defect 
in the statistical procedure: the production of domestic concerns is the 
basis of the computation. Surely the domestic consumption plus imports 
should have been used if the findings are to be interpreted as evidence 
of the extent of monopoly in the domestic economy. This oversight 
introduces a fairly systematic bias in the direction of exaggerating con- 
centration.** Moreover, this bias is very large, as the following tenta- 
tive corrections show:*” 

Concentration Ratio 


Monograph Revised to 
Commodities No. 27 Include Imports 
Newsprint 68.1 15.2 
Crude Glycerine 40.2 24.8 
Acetic Acid 73.4 58.4 
Sodium Sulphate 63.0 35.2 
Tin 89.6 4 
Cigarette Paper 71.6 50.4 
Burlap 39.6 23.4 
Rayon Waste 70.9 32.6 
Whiskey 40.0 25.1 


The omission of imports is therefore sufficient, I believe, to vitiate the 
conclusions of the monograph.** 

Even if concentration ratios are revised, however, they are a poor 
index of monopoly. They minimize the extent of monopoly control in 
many cases: all markets are treated as national; collusion between firms 
is not considered; and physically similar commodities are treated as 
identical. But, on the other hand, intercommodity competition is ig- 
nored, and this is an equally fatal defect. For instance, over 5 per cent 
of the products are in the textile group, and almost all of these have 


cent, and 95 plants the remainder, the absolute index is 75 and the relative index is also 75. 
Yet monopoly power has very probably increased. 


1 This is obvious when the commodity is on an import basis. If the commodity is 
exported, on the other hand, the concentration ratio used in the monograph does not 
systematically understate concentration, for all companies usually are or can be in both 
domestic and export markets. The concentration ratio will be increased if one of the four 
largest firms is also a large importer (e.g., copper) and it may be increased when an importer 
is one of the four largest “producers.” 


"The data are taken from Structure of Industry, monog. no. 27, pp. 420 f., and from 
the Statistical Abstract; the year is 1937. The corrections are probably exaggerated in some 
cases because it is not known who the importers were. 

* The same criticism can be made of the concentration ratios in the National Resources 
Committee’s The Structure of the American Economy, 
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nigh concentration ratios. Yet the substitution possibilities on the sup- 
ply side (to say nothing of the demand side) between many of these 
similar products make it reasonably certain that monopolistic powers 
are in general small. Again, the concentration ratio for motor vehicles 
is almost 90, but this ratio takes no cognizance of the large used-car 
market. It is doubtful whether the monopoly question will ever receive 
much illumination from large scale statistical investigations. 

In addition to these broader studies, numerous monographs and most 
of the Hearings are devoted to specific industries and groups of indus- 
tries.” These individual studies range in quality from the very good 
to the very bad, but it would be unfair to itemize the groups without a 
detailed justification which is beyond the limits of this paper. 


IlI—The Economies of Large-Scale Production 


Let us turn now to some of the bases of monopoly. The bases of 
monopoly here refer to the conditions or institutions which maintain 
the monopolistic situation, and not the (fairly obvious) incentives which 
lead to its formation. Bases for monopoly operate through either limita- 
tion of the number of firms or restriction on the market freedom of 
firms. The first basis to be considered is the economy of large-scale 
production. The incompatibility of competition and continuing econo- 
mies of scale is well known;* here the existence of economies will be 
examined. 

On general theoretical grounds, only two things can be said about 
the shape of the long-run average cost curve. First, large outputs have 
larger total costs than smaller outputs, so the elasticity of the average 
cost curve is numerically greater than one.” Second, long-run average 


"Eor example, 16 companies make two-piece men’s suits with extra knickers and the 
concentration ratio is 76.3, but 634 companies make men’s three-piece suits (Structure of 
Industry, monog. no. 27, p. 425). 


* On the group of agricultural industries, see monog. no. 35 (Large-Scale Organization in 
the Food Industries) and my comments, this Review, Vol. XXXI (September, 1941), pp. 
576-77; and monog. no. 23 (Agriculture and the National Economy), which will be com- 
mented on below. 


** A proof may be given. Under competition p == k, a constant. Long-run average costs 
may be denoted (x), where x is output. Then total profits are 
x= x(k — ọ) 
and for maximum profits 


= = (k — gy) — xg’ = 0 
z xg’ = 0. 
But (k— ọ) is positive and —xq’ is also positive if there are continuing economies of 


scale, so the equation has no real roots; the determination of output is complex. 

* This is sometimes proved formally: if x: > xo and the total cost of x: is less than that: 
of Xo, one will produce x; even if Xo is all that is desired and throw the remainder away. I 
prefer the more empirical (if less rigorous) argument that additional output must require 
more of some productive services and, within small variations of output, less of none. 
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cost must (at certain selected outputs) fall at a decreasing rate; the 
average cost curve is convex to the output axis.” Beyond this we cannot 
go without recourse to the facts. The T.N.E.C. provides facts of several 
varieties. 

The first evidence is a summary by the Federal Trade Commission 
of the findings in 233 studies of average costs and rates of return on 
investment in various industries.** Using the cost figures, as more 
directly pertinent to the question of economies, in only one case of 59 

did the largest or a large company have the lowest average costs and in 
-only six cases out of 53 did the largest plant have the lowest average 
costs.” These findings are impressive, but they are subject to several 
important qualifications, 

First, this mode of summary in terms of what size firm or plant has 
lowest costs or highest returns utilizes directly only one observation 
in each cost study. Such a summary is by no means uninformative, for 
if a small firm can have the lowest costs in an industry it suggests that 
economies of scale probably are not of great quantitative importance. 
But it is unsatisfactory to stop here, for there may still be large correla- 
tions between size and efficiency (as measured by average costs); the 
individual firm may be atypical. This is, in fact, the case in certain of 
the tests. As examples, the rank correlation between size of plant and 
efficiency for beet sugar producers is .75% and in milk distribution it is 
58.7" Unfortunately this type of analysis cannot be utilized in many 
cases because of the way in which the data are presented, but it appears 
that the major conclusions of the monograph would be weakened by 
this qualification. 

Second, the cost and rate of return figures are of course suspect since 
they are based upon corporate accounts. The Federal Trade Commis- 


= Although the basic phenomena are well known, they are usually not presented in this 
form, so a proof may be given. The economies of scale are due to indivisibilities of pro- 
ductive factors and processes. This is a tautology since an indivisible factor is defined as one 
which does not have the same long-run average cost for all sizes of factor (measured in 
terms of output). There are two possibilities: 

1. In the trivial case where all indivisible factors are most efficiently used at the same 
output (z.e., have the same “capacities”), average cost is equal at all multiples of this output, 
—there are no economies of scale as a general trend. 

2. If the most efficient outputs (“capacities”) vary, average cost will fall at a decreasing 
rate at multiples of the capacity of the smallest factor. This is true because the lowest (and 
then the next lowest, etc.) capacity factor will no longer contribute economies of scale. 
Lowest long-run average cost is of course reached when output is the lowest common 
multiple of all capacities, 


4 Relative Efficiency of Large, Medium-Sized, and Small Business, monog. no. 13. 


3 In the rate of return test the large companies made a somewhat better showing; for a 
tabular recapitulation see this Review, Vol. XXXI (September, 1941), p. 578. 
=" Relative Efficiency, monog, no. 13, p. 45, 


7 Ibid., p. 56. 


t 
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sion assures us that government accountants have reduced the figures 
to comparability.” Examination of some of the detailed reports suggests 
that the chief corrections are a uniform classification of costs and 
the elimination of intangibles from investment (and from operating 
charges? ).” This is scarcely enough to guarantee comparability. In- 
deed the theoretical difficulties in rendering costs and investments com- 
parable are so great that the most careful results will be only approxi- 
mate. Witness the sad tale of utility valuations. 

Third, the individual studies are not explored in sufficient detail to 
insure that the data are trustworthy clues to the shape of long-run 
average cost curves. The effect of the ratio of output to “capacity” is 
dismissed too easily.*° Quality differences in products are not consid- 
ered, and the dependence of the definition of the size of plant on the 
size of market area is also passed over. The quantitative differences 
in costs are not examined, and this is a basic defect. It does not matter 
much for any purpose what size plant or firm is most efficient if the 
differences are small. A few sample computations lead to the tentative 
conclusion that, on balance, the costs of large and small companies are 
fairly close and those of medium-sized plants considerably lower than 
either.* 

Finally, for purposes of social policy a distinction should be drawn 
between technological economies and pecuniary economies. If the 
larger firm attains lower costs chiefly by use of its bargaining power 
in buying productive services and factors, the economies represent 


= Ibid., pp. 5, 11. 

2 See, as examples, Petroleum Industry: Prices, Profits and Competition (70th Cong., 1st 
sess., S. Doc. 61, 1928), pp. 266-70; Competition and Profits in Bread and Flour (70th 
Cong: .» 1st Sess., S. Doc. 98, 1929), p. 27, chap. viii, especially p. 279. In this latter report it 
is shown that profits of small and closely held companies are partially included in executives’ 
salaries, and this practice tends to exaggerate the costs of small firms (ibid., pp. 309-10). 

Tt is said that some adjustments have been made (when, how?), and that this factor 
can be “overrated” (Relative Efficiency, monog. no. 13, p. 19). The figures for cement— 
the illustration used by the F.T.C.—show a rank correlation between operating ratios and 
efficiency of .47 (ibid., p. 24). 

3 The following are examples taken from the monograph (the page references follow the 
name of the commodity or industry): P represents plants, C, companies: 


Commodities Large Medium Small Very Small 
P: Pig iron (p. 26) $13.28 $12.86 $13.21 $14.03 
C: Petroleum (p. 38) 1.19 34 132 1.48 
C: Beet sugar (p. 45) 3.57 3.86 4.47 — 
C: Milk distribution (p. 56) 3.29 2.60 3.58 —_—— ` 
C: Evaporated milk (p. 59) 5.02 4.75 5.14 ~——— 
P: Flour (p. 60) 1.09 1.11 1.03 1.12 
C: Flour (p. 65) 6.15 5.80 5.95 —_—— 


If a few of the small firms with very high costs were eliminated, the differences would be 
considerably smaller. Thus the five highest cost producers of beet sugar raise the average of 
small companies from $4.19 to $4.47. 
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dent’s request, to study “the effect of concentration on the decline of 
competition,” is unfortunately ignored here as elsewhere in the mono- 
graph. 

The other statistical survey measures the concentration ratios (ratio 
of the output of the four largest firms to United States production) for 
1807 products of manufacturing industries. There is one grave defect 
in the statistical procedure: the production of domestic concerns is the 
basis of the computation. Surely the domestic consumption plus imports 
should have been used if the findings are to be interpreted as evidence 
of the extent of monopoly in the domestic economy. This oversight 
introduces a fairly systematic bias in the direction of exaggerating con- 
centration. Moreover, this bias is very large, as the following tenta- 
tive corrections show:*" 


Concentration Ratio 
Monograph Revised to 
Commodities No. 27. Include Imports 
Newsprint 68.1 15.2 
Crude Glycerine 40.2 24.8 
Acetic Acid 73.4 58.4 
Sodium Sulphate 63.0 35.2 
Tin 89.6 4 
Cigarette Paper 71.6 50.4 
Burlap 39.6 23.4 
Rayon Waste 70.9 32.6 
Whiskey 40.0 25.1 


The omission of imports is therefore sufficient, I believe, to vitiate the 
conclusions of the monograph.’ 

Even if concentration ratios are revised, however, they are a poor 
index of monopoly. They minimize the extent of monopoly control in 
many cases: all markets are treated as national; collusion between firms 
is not considered; and physically similar commodities are treated as 
identical. But, on the other hand, intercommodity competition is ig- 
nored, and this is an equally fatal defect. For instance, over 5 per cent 
of the products are in the textile group, and almost all of these have 


cent, and 95 plants the remainder, the absolute index is 75 and the relative index is also 75. 
Yet monopoly power has very probably increased. 


1 This is obvious when the commodity is on an import basis. If the commodity is 
exported, on the other hand, the concentration ratio used in the monograph does not 
systematically understate concentration, for all companies usually are or can be in both 
domestic and export markets. The concentration ratio will be increased if one of the four 
largest firms is also a large importer (e.g., copper) and it may be increased when an importer 
is one of the four largest “producers.” 

"The data are taken from Structure of Industry, monog. no. 27, pp. 420 f., and from 
the Statistical Abstract; the year is 1937. The corrections are probably exaggerated in some 
cases because it is not known who the importers were. 


% The same criticism can be made of the concentration ratios in the National Resources 
Committee’s The Structure of the American Economy. 
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nigh concentration ratios. Yet the substitution possibilities on the sup- 
ply side (to say nothing of the demand side) between many of these 
similar products make it reasonably certain that monopolistic powers 
are in general small.” Again, the concentration ratio for motor vehicles 
is almost 90, but this ratio takes no cognizance of the large used-car 
market. It is doubtful whether the monopoly question will ever receive 
much illumination from large scale statistical investigations. 

In addition to these broader studies, numerous monographs and most 
of the Hearings are devoted to specific industries and groups of indus- 
tries.” These individual studies range in quality from the very good 
to the very bad, but it would be unfair to itemize the groups without a 
detailed justification which is beyond the limits of this paper. 


IlI—The Economies of Large-Scale Production 


Let us turn now to some of the bases of monopoly. The bases of 
monopoly here refer to the conditions or institutions which maintain 
the monopolistic situation, and not the (fairly obvious) incentives which 
lead to its formation. Bases for monopoly operate through either limita- 
tion of the number of firms or restriction on the market freedom of 
firms. The first basis to be considered is the economy of large-scale 
production. The incompatibility of competition and continuing econo- 
mies of scale is well known; here the existence of economies will be 
examined. 

On general theoretical grounds, only two things can be said about 
the shape of the long-run average cost curve. First, large outputs have 
larger total costs than smaller outputs, so the elasticity of the average 
cost curve is numerically greater than one.” Second, long-run average 


For example, 16 companies make two-piece men’s suits with extra knickers and the 
concentration ratio is 76.3, but 634 companies make men’s three-piece suits (Structure of 
Industry, monog. no. 27, p. 425). 


* On the group of agricultural industries, see monog. no. 35 (Large-Scale Organization in 
the Food Industries) and my comments, this Review, Vol. XXXI (September, 1941), pp. 
576-77; and monog, no. 23 (Agriculiure and the National Economy), which will be com- 
mented on below. 


“A proof may be given. Under competition p == k, a constant. Long-run average costs 
may be denoted p(x), where x is output. Then total profits are 
x z= x(k — mp) 
and for maximum profits 


dix 
— = (k — p) — xq’ = 0. 
dx 


But (k— ọ) is positive and —xq’ is also positive if there are continuing economies of 
scale, so the equation has no real roots; the determination of output is complex. 

” This is sometimes proved formally: if x, > x. and the total cost of x, is less than that: 
of xo, one will produce x; even if xo is all that is desired and throw the remainder away. I 
prefer the more empirical (if less rigorous) argument that additional output must require 
more of some productive services and, within small variations of output, less of none. 
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cost must (at certain selected outputs) fall at a decreasing rate; the 
average cost curve is convex to the output axis.” Beyond this we cannot 
go without recourse to the facts. The T.N.E.C. provides facts of several 
varieties. l 

The first evidence is a summary by the Federal Trade Commission 
of the findings in 233 studies of average costs and rates of return on 
investment in various industries.™* Using the cost figures, as more 
directly pertinent to the question of economies, in only one case of 59 
did the largest or a large company have the lowest average costs and in 
only six cases out of 53 did the largest plant have the lowest average 
costs.” These findings are impressive, but they are subject to several 
important qualifications. 

First, this mode of summary in terms of what size firm or plant has 
lowest costs or highest returns utilizes directly only one observation 
in each cost study. Such a summary is by no means uninformative, for 
if a small firm can have the lowest costs in an industry it suggests that 
economies of scale probably are not of great quantitative importance. 
But it is unsatisfactory to stop here, for there may still be large correla- 
tions between size and efficiency (as measured by average costs); the 
individual firm may be atypical. This is, in fact, the case in certain of 
the tests. As examples, the rank correlation between size of plant and 
efficiency for beet sugar producers is .75°° and in milk distribution it is 
.58."" Unfortunately this type of analysis cannot be utilized in many 
cases because of the way in which the data are presented, but it appears 
that the major conclusions of the monograph would be weakened by 
this qualification. 

Second, the cost and rate of return figures are of course suspect since 
they are based upon corporate accounts. The Federal Trade Commis- 


Z Although the basic phenomena are well known, they are usually not presented in this 
form, so a proof may be given. The economies of scale are due to indivisibilities of pro- 
ductive factors and processes. This is a tautology since an indivisible factor is defined as one 
which does not have the same long-run average cost for all sizes of factor (measured in 
terms of output). There are two possibilities: 

1. In the trivial case where all indivisible factors are most efficiently used at the same 
output (z.¢., have the same “‘capacities”), average cost is equal at all multiples of this output, 
—there are no economies of scale as a general trend. 

2. If the most efficient outputs (“capacities”) vary, average cost will fall at a decreasing 
rate at multiples of the capacity of the smallest factor. This is true because the lowest (and 
then the next lowest, etc.) capacity factor will no longer contribute economies of scale. 
Lowest long-run average cost is of course reached when output is the lowest common 
multiple of all capacities. 


** Relative Efficiency of Large, Medium-Sized, and Small Business, monog. no. 13. 


**In the rate of return test the large companies made a somewhat better showing; for a 
tabular recapitulation see this Review, Vol. XXXI (September, 1941), p. 578. 
** Relative Efficiency, monog. no. 13, p. 45. 


ĉ“ Ibid., p. 56. 
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sion assures us that government accountants have reduced the figures 
to comparability.” Examination of some of the detailed reports suggests 
that the chief corrections are a uniform classification of costs and 
the elimination of intangibles from investment (and from operating 
charges?).”° This is scarcely enough to guarantee comparability. In- 
deed the theoretical difficulties in rendering costs and investments com- 
parable are so great that the most careful results will be only approxi- 
mate. Witness the sad tale of utility valuations. 

Third, the individual studies are not explored in sufficient detail to 
insure that the data are trustworthy clues to the shape of long-run 
average cost curves. The effect of the ratio of output to “capacity” is 
dismissed too easily.*° Quality differences in products are not consid- 
ered, and the dependence of the definition of the size of plant on the 
size of market area is also passed over. The quantitative differences 
in costs are not examined, and this is a basic defect. It does not matter 
much for any purpose what size plant or firm is most efficient if the 
differences are small. A few sample computations lead to the tentative 
conclusion that, on balance, the costs of large and small companies are 
fairly close and those of medium-sized plants considerably lower than 
either.** 

Finally, for purposes of social policy a distinction should be drawn 
between technological ‘economies and pecuniary economies. If the 
larger firm attains lower costs chiefly by use of its bargaining power 
in buying productive services and factors, the economies represent 


2 Ibid., pp. 5, 11. 


7° See, as examples, Petroleum Industry: Prices, Profits and Competition (70th Cong., 1st 
sess., S. Doc. 61, 1928), pp. 266-70; Competition and Profits in Bread and Flour (70th 
Cong., 1st sess., S. Doc. 98, 1929), p. 27, chap. viii, especially p. 279. In this latter report it 
is shown that profits of small and closely held companies are partially included in executives’ 
salaries, and this practice tends to exaggerate the costs of small firms (ibid., pp. 309-10). 

= Jt is said that some adjustments have been made (when, how?), and that this factor 
can be “overrated” (Relative Efficiency, monog. no. 13, p. 19). The figures for cement— 
the illustration used by the F.T.C.—show a rank correlation between operating ratios and 
efficiency of .47 (ibid., p. 24). 

2 The following are examples taken from the monograph: (the page references follow the 
name of the commodity or industry): P represents plants, C, companies: 


Commodities Large Medium Small Very Small 
P: Pig iron (p. 26) $13.28 $12.86 $13.21 $14.03 
C: Petroleum (p. 38) 1.19 84 1.12 1.48 
C: Beet sugar (p. 45) 3.57 3.86 4,47 — 
C: Milk distribution (p. 56) 3.29 2.60 3,58 — ` 
C: Evaporated milk (p. 59) 5.02 4.75 5.14 —— 
P: Flour (p. 60) 1.09 1.11 1.03 1.12 
C: Flour (p. 65) 6.15 5.80 5.95 — 


If a few of the small firms with very high costs were eliminated, the differences would be 
considerably smaller. Thus the five highest cost producers of beet sugar raise the average of 
small companies from $4.19 to $4.47. 
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transfers and not net social gains. It is not possible to separate these 
two types of economies in the F.T.C. data, or for that acter in the 
other cost studies here considered.” 

A second measure of economies of scale rests on the following hy- 
pothesis: that the amount of electrical energy per man-hour in plants 
of various sizes is a good index of the adoption of “more modern and 
efficient types of technological equipment” and hence of the relative 
efficiencies of the various sizes of plants.” In each of 21 industries 
surveyed, the electrical energy per man-hour increased with the size 
of plant. The loosely formulated hypothesis scarcely carries conviction. 
The labor used in larger plants is probably more efficient,** and the 
products of these industries are doubtless also very heterogeneous. Nor 
does lower labor cost (if it is lower) per unit of output necessarily imply 
lower average costs for large plants.” The investigation may be only 
an illustration of the law of variable proportions. _ 

The statistical analysis of the costs of the U. S. Steel Corporation 
made by Professor Yntema is the chief new material on the subject of 
costs in the T.N.E.C. record." The cost curves derived are of a short- 
run nature,” but they cast light on the probable shape of the long-run 
average cost curve. The chief finding, it will be recalled, is that the 
total cost function of the U. S. Steel Corporation (as of 1938) was C =- 
$182,000,000 + $55.73 Q, where C is total cost and Q is tons of out- 
put.” Hence marginal costs are constant (and equal to $55.73) over an 
observed range from 4 to 15 million tons of output. 

This finding of constancy of short-run marginal costs, which has 
also emerged from other costs studies, is open to a considerable number 
of objections which need not be examined here.** If we take the findings 


2 Difference in price paid for materials, for example, is due in part to the economies 
accruing from larger orders and shipments. Even the price-conscious steel industry, how- 
ever, grants to large buyers concessions which are too large to be explained on cost grounds 
(Hearings, Pt. 20, Iron and Steel Industry, pp. 10788 ff.). 

3 Technology in Our Economy, monog. no. 22, p. 203. 

%“ Large companies (and plants?) in general pay higher wages (Hourly Earnings of 
Employees in Large and Small Enterprises, monog. no. 14), and this differential is probably 
due in large part to the fact that large companies have more selective personnel policies. 

3 This point is also relevant to the studies of the effect of scale of operations on man- 
hours of Jabor per unit of output (Technology in Our Economy, monog. no. 22, pp. 200-02). 
The data on short-run labor inputs (ibid, p, 97) are not relevant to the question of 
economies of scale;' the validity and interpretation of these data are open to some question. 

8 Hearings, Pt. 26, Iron and Steel Industry. 

3 More accurately, they are a peculiar variant of the Marshallian short-run curves, for 
the effects of technological improvements and plant expansions are “removed” only to the 
extent that they manifest themselves in (linear) trends in the time series used. 

3 Hearings, Pt. 26, Iron and Steel Industry, p. 14034. 


3 See the testimony of Professor de Chazeau and Mr. Taitel (zbid., pp. 13617 f. 
13694 f.); R. Ruggles, “The Concept of Linear Total Cost-Output Regressions,” this 
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at their face value, two possible explanations seem possible. First, vari- 
ations in output are effected by approximately equal changes in the 
employment of all factors; the coefficients of production are fixed. 
Second, the increase in the efficiency of utilization of fixed factors as 
output increases is approximately ‘offset by decreasing efficiency of 
labor and other variable factors, an improbable situation.” If the first 
explanation is correct, as it undoubtedly is in many cases, then there 
should be few economies of scale, for expansion of plant will occur by 
way of adding more machines, not using larger ones.“ These cost 
studies by implication support the conclusion of the F.T.C. study. 

In the petroleum hearings, one witness submitted an estimate of oper- 
ating costs for three sizes of modern gasoline refineries.“ The salient 


figures are as follows: 
Size of Refinery (barrels per day) 


Item §,000 15,000 60,000 
Capital Investment $2,000,000 $5,000,000 $16,000,000 
Direct Operating Expense 16 11 08 
Total Cost of Processing a Barrel of Crude Oil 337 259 201 


The details of the cost analysis are unfortunately omitted,“ so it is 
difficult to assess the significance of these data. Nevertheless the gen- 
eral method of securing costs for hypothetical plants of various sizes 
has several advantages over the customary statistical studies, and it is 
to be hoped that more such studies—-with details—will become avail- 
able. 

The remainder of the T.N.E.C. material on costs may be passed over 
quickly. There are comments on the optimum size of plant in numerous 
industries,** but such observations are not very useful. The detailed 
evidence for the figures is not presented, and quantitative differences in 


Review, Vol. XXXI (June, 1941), pp. 332-35; and my comments, this Review, Vol. XXX 
(March, 1940), pp. 401-02. 

“Tf there is much specialized plant, the short-run marginal cost curve will be steep. If 
flexibility is built into the plant, the question turns on how the flexibility is attained. If it 
is secured by (e.g.) using numerous small machines rather than a few large ones, we are 
thrown back to the first explanation. See my “Production and Distribution in the Short 
Run,” Jour. of Pol. Economy, Vol. XLVII (June, 1939), pp. 305-27. 


“Tf the short-run marginal cost curve rises, no conclusion can be drawn respecting the 
shape of the long-run average cost curve, 


” Hearings, Pt. 15, Petroleum Industry, pp. 8636 f., 8661 ff. 


“For instance, the largest plant contains two “good-sized” combination skimming and 
cracking units (zbid., p. 8351); in fact, each of these units “is about as large as we know 
how to build” (ibid. p. 8352). Why are two units necessary? 


“Eg, a modern, semi~integrated steel plant costs $100,000,000 (Zechnology in Our 
Economy, monog. no. 22, p. 199), or anyway $40,000,000 (Hearings, Pt. 18, Iron and Steel 
Industry, p. 10410) ; a company producing 100,000 automobiles a year has no serious handi- 
caps (Hearings, Pt. 21, War and Prices, pp. 11216 #.); a distillery with a capacity of 1300 
gallons a day is apparently efficient, especially on a farm (Hearings, Pt. 6, Liguor Industry, 
pp. 2543 f.); ete. 


~ 
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costs of plants of different sizes are not considered although this is 
really the crucial question. 

As with so many topics, therefore, the reader will find it easy to 
leave the T.N.E.C. publications with much the same ideas with which 
he approached them. With respect to economies of scale. the writer 
has so fared: he retains the view that beyond a relatively modest scale 
of output the economies of large scale production are in general quanti- 
tatively unimportant. 


IV—The Rôle of Government 


The efforts of governments to repress competition may now be con- 
sidered. The federally-financed T.N.E.C. spent considerable time on 
the familiar state and local restrictions on competition,“ but passed 
rather quickly over the much more important part which has been and 
is being played by the federal government. In this essay, financed on 
a somewhat more modest scale by a state institution, the distribution 
of emphasis will be reversed and the meager contributions to the sub- 
ject of federal intervention will be summarized. Seven cases will be 
considered. 

1. Foreign trade, tariffs. Professor Cyril James instituted an investi- 
gation of the effects of tariffs on domestic competition.** The funda- 
mental finding is that of 317 products whose concentration ratios 
(taken from monog. no. 27) exceed 75 per cent, 27.7 per cent by value 
would have lower prices if tariffs were reduced because “monopolistic 
elements” in domestic prices would be offset.“ Unfortunately the criti- 
cal information on which his results turn is not included in the mono- 
graph, so the validity of the findings cannot be assessed. It is also 
regrettable that products with low concentration ratios (e.g., dairy 
products) were not included, for combinations of producers have also 
secured much assistance from the federal government.*® 


# In addition to state trade barriers (Hearings, Pt. 29. Interstate Trade Barriers), there 
is material on building codes (Hearings, Pt. 11, Construction Industry, pp. 5317 f.), price- 
maintenance laws (Problems of Small Business, monog. no. 17, chap. 16; Price Behavior 
and Business Policy, monog. no. 1, Pt. 3; Final Report, pp. 141 ff.); milk markets 
(Economic Standards of Government Price Control, monog. no. 32, Pt. 2, chaps, 2-6); and 
oil conservation (Control of the Petroleum Industry by Major Oil Companies, monog. no. 
_ 39, chap. 3). 

8 Industrial Concentration and Tariffs, monog. no. 10. 

“In a study of export policies of 76 companies, Milton Gilbert observed: “In many cases, 
however, approximately half in our sample, the protective tariff is of prime importance in 
the maintenance of a high degree of monopolistic competition or a monopoly position” 
(Export Prices and Export Cartels, monog. no. 6, p. 82). 

* Some aspects of sugar and lumber are studied (Industrial Concentration and Tariffs, 
monog. no. 10, chaps. 6, 7). l 
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The unsatisfactory report made by the F.T.C. on the Webb- 
Pomerene associations does not even allude to the possible tendency 
of these associations to restrict domestic competition. This omission 
cannot be attributed to the lack of evidence of such a tendency.” 

2. Patents. The subject of patents received a good deal of attention 
from the T.N.E.C., and it was the only case, so far as I know, in which 
at least minor legislative reforms have resulted from the work of the 
committee, which also recommended a twenty-year limitation on 
patents from date of application, compulsory licensing, prohibition of 
restrictive licensing, and certain technical changes in administration.” 
In addition there were numerous suggestions from individuals, one of 
the most intriguing of which was Professor Walton Hamilton’s proposal 
that patents of decreasing term be given for discoveries characterized 
by genius, professional competence, and mechanical ability.” 

Disregarding matters of technical procedure and administration, on 
which I do not possess the mechanical ability to pass, two basic prob- 
„lems were posed: (1) the use of patents to evade the antitrust laws; 
and (2) the proper reward to be given to inventors. With respect to 
the first problem, the cartellization of the glass-container industry by 
the Hartford Empire Company was an eloquent example of an evil 
demanding correction,’* and Professor Hamilton’s useful survey of 
judicial decisions on this matter emphasizes the fact that the remedy 
must be legislative.” The case for limitation of restrictive licensing is 
surely irrefutable. 

But the question of the proper reward to be given to inventors was 
not approached in useful terms. Almost every witness expressed his 
opinion as to whether patents were or were not necessary to stimulate 
invention, but these opinions would be of little value even if they had 
been uniform. (One witness seems to have summarized the prevailing 
attitude: “That 17 years seems to have worked out very well for a 
hundred years. Why change it?’”*) The relevant question is a quanti- 
tative one: Will the social gains from a reduced patent term exceed the 
loss from discouragement of invention? The social gains flow from 
reduced monopoly: earlier use, lower prices, greater investment, etc. 


* Export Prices and Export Cartels (Webb-Pomerene Associations), monog. no. 6, Pt. 3. 


” Hearings, Pt. 20, Iron and Steel Industry, pp. 10951 f.; Hearings, Pt. 25, Cartels, pp. 
13157 f. 


" Patents and Free Enterprise, monog. no. 31, p. 146n. 

@ Final Report, pp. 36-37; also pp. 249-51. None of the basic proposals has been adopted. 
Patents and Free Enterprises, monog. no. 31, pp. 156-57. | 

™ Hearings, Pt. 2, Patents. 

5 Patents and Free Enterprise, monog. no. 31. 

Hearings, Pt. 2, Patents, p. 322, 
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That a shorter term would lessen the researcher’s incentive is probable 
(although not certain),°” although one should keep in mind both the 
distinction between inventor and patentee and the possible alternative 
methods of stimulating technological progress. 

A large part of the answer to this question, surely, would be pro- 
vided by an examination of the amount of return on a selection of pat- 
ents five, ten, fifteen and twenty years after the date of application, 
and some estimate of the gains from an earlier lapse of the patent. 
. Similarly, the practicability of compulsory licensing might be examined 
through its hypothetical application to numerous patents and by con- 
sideration of detailed foreign experience with this technique." As the 
situation now exists, each person has his own opinion, arrived at intui- 
tively, as to the proper patent term, the feasibility of compulsory licens- 
ing, the net effects of patent pools, and similar problems. One of the 
most plausible of these judgments, that a seven- to ten-year patent 
term better combines equitable treatment of inventors, protection of 
society, and administrative simplicity, receives no consideration. 

3. N.R.A. Even if the Blue Eagle had left no progeny, it would still 
be useful to view in retrospect the workings of government by trade 
association. Professor Clair Wilcox’s concise summary of cartel-features 
- of the codes is therefore very welcome.” But, of course, the progeny 
have been most numerous. In some cases (coal, trucking), special 
legislation has restored monopolistic arrangements. The more important 
effects, however, were to strengthen greatly the trade association move- 
ment, which had suffered reverses from 1930 to 1932,°° and to increase 
the price-fixing activities of these and less formally organized groups 
of producers.” There is fragmentary evidence on the persistence of 

On the ground that additional rewards will not directly discourage anyone and will 
encourage some avaricious inventors. But the reduction of patent monopolies would lead to 


wider production of the patented object, and improvements or derivative ideas might 
emerge more rapidly, 


8 Since Mr. Coe was available, such studies should have been simple: “Mr. Coe. In the 
last 5 years of my service as Commissioner of Patents I have devoted myself to a careful 
. study of almost every aspect of our patent system. This I have done not merely for my own 
information but with the purpose of increasing the usefulness of the system to the American 
people, In the course of this long and serious study I have utilized every available source of 
information.” (Hearings, Pt. 3, Patents, p. 838). There is an illuminating dispute between 
Messrs. Coe and Arnold in Hearings, Pt. 31A, Supplemental Data, pp. 18467-89. 


See Competition and Monopoly, monog. no. 21, pp. 259-67; Hearings, Pt. 25, Cartels, 
pp. 13319 f#.; and Final Report of the Executive Secretary, pp. 98-101. 


© Trade Association Survey, monog. no. 18, pp. 12 f., 369. 


“In this connection it may be of interest to quote the testimony of Thurman Arnold: 
“May I interject this in the record with respect to the Department of Commerce report 
[Trade Association Survey, monog. no. 18], which says that trade associations are not 
violating the law? I don’t believe that it is possible for anybody to know whether any 
association is violating the law or not without a grand-jury investigation. I would only say 
that the majority of trade associations against whom we have had substantial complaints 
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N.R.A. codperation—for example, the iron ore company executives 
had apparently not yet heard in 1938 of the Schechter decision”—but 
no systematic study was made. 

4. Agriculture. Of federally fostered monopolies, agriculture is surely ` 
one of the most important. The broad subject is discussed only by 
Dr. A. L. Meyers, and this discussion is brief and nonfactual.* The 
government program is held to be nonmonopolistic because maximum 
returns are not sought and because social considerations (favoring 
small farms, aid to sharecroppers) are given attention. Surely both 
arguments are equally valid (or invalid) when applied to antichain 
store legislation, which is accorded less favorable treatment. Later 
Dr. Meyers shifts ground and concedes that competitively-oriented 
criticisms of the agricultural programs are “theoretically sound,” but 
falls back on the familiar argument that farmers must organize to com- 
bat industrial monopolies in order to receive (120 per cent of?) parity 
incomes.® | 

The development of federal price fixing in milk is reported in an 
informative, balanced essay by Professor W. C. Waite. The early 
marketing agreements in interstate markets were dominated, and in 
large part administered, by local organizations of producers and dis- 
tributors. Under the subsequent licensing scheme the distributors were 
left to care for themselves, and the interests of the producers—and, to 
an apparently infinitesimal extent, of consumers—became the concern 
of the Department of Agriculture. Certain improvements have been 
made in the marketing machinery, but the major results have been 
an increase in milk prices (of 20 to 40 cents per hundredweight) and a 
strengthening of the powers of producer organizations, which, inci- 
dentally, possess veto powers over the Department of Agriculture’s mar- 
keting orders. 

5. Bituminous coal. The compulsory cartellization of the coal indus- 
try is an extremely important case of governmental intervention because 
of both the basic importance of the industry (which employs over half 


have been found to have been violating the law, and we have collected a large number of 
fines against them. As to the complaints which we haven’t investigated, I don’t think either 
the Department of Commerce knows, or we know, or anybody knows” (Final Report, 
p. 305). ' 

Hearings, Pt. 18, Iron and Steel Industry, pp. 10298 fi. 

© Agriculture and the National Economy, monog. no. 23. 

“ Ibid., pp. 14-15. 

& Ibid., p. 27. 

8 Tbid., p. 40. 

“ Economic Standards of Government Price Control, monog. no. 32, Pt. TI, chap. 1. 

Ibid., pp. 74, 92. 
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a million laborers) and its probable use as a precedent. On the one 
hand, minimum prices are established primarily to protect union wage 
rates, and on the other hand, marketing associations are exempted 
from the antitrust laws. Unfortunately the only T.N.E.C. study of 
coal is restricted primarily to technical problems of price determination 
under the unusually cumbersome procedures dictated by the Bitumi- 
nous Coal act of 1937.° This study dismisses competition—in con- 
siderable part because it is not “orderly” (rigid? )—in a page,” and 
indeed the authors recommend strengthening the cartel features by 
introduction of production controls, compulsory marketing associations, 
and regulation of substitute fuels.“ For a critical appraisal of the 
workings of the Bituminous Coal act, other sources must be consulted.” 

6. Labor Unions. The delicate topic of labor organizations, it need 
scarcely be said, was not submitted to close scrutiny by the T.N.E.C. 
In this respect it is interesting to note that the Industrial Commission, 
working at a time (1901) when the question was somewhat less im- 
portant, devoted more attention to labor than did the T.N.E.C. Hear- 
ings.” It is surely indisputable that New Deal encouragement has been 
the greatest factor in the recent ascendancy of labor unions, so it is 
most appropriate to discuss the effects of union policies on competition 
at this point. The problem can be subdivided as follows: (1) the ef- 
fects of labor unions on competition among employers; (2) policies of 
unions in the labor markets; and (3) the direct prevention of compe- 
tition by the federal government. 

Information concerning the effects of unions on competition among 
employers is virtually nonexistent. Thurman Arnold cites a case or 
two where unions have suppressed small concerns to “stabilize” an 
industry.”* There is also evidence of efforts of drivers’ unions to prevent 
competition in milk marketing,” of the important part played by 

® E. B. Gordon and W. Y, Webb, Price Fixing in the Bituminous Coal Industry, monog. 
no. 32, Pt. HII. But consult also the sections in Professor Donald Wallaces summary (ibid., 
Pt. IV, chaps. 6, 8, 11). 

® Tbid., p. 320. 

” Tbid., p. 328. 


™ See the excellent essay by E. V. Rostow, “Bituminous Coal and the Public Interest,” 
Yale Law Jour., Vol. 50 (February, 1941), pp. 543-94, 


“For a summary, see M. Atkinson, “Trusts and Trade Unions,” Pol. Sci. Quart., Vol. 
ATX (1904), pp. 193-223. 


“For evidence on the first two points of our subdivision, see his memorandum, Final 
Report, pp. 164 f.; also Corwin Edwards, “Public Policy toward Restraints of Trade by 
Labor Unions; and Economic Appraisal,” Am. Econ. Rev., Suppl, Vol. XXXII (March 
1942), pp. 432-48. The reactions of the American Federation of Labor and a railroad 
brotherhood of Arnold’s statement were obvious but depressing; Corwin Edward’s com- 
mentary is excellent (Hearings, Pt. 31A, Supplemental Data, pp. 18168-94). 


= Hearings, Pt. 7, Milk Industry, Poultry Industry, pp. 2944 f., 3223 f. 
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unions in the New York poultry racket,"* and of the enforcement of mo- 
nopolistic agreements in the building industry.” 

The marketing policies of labor unions also receive practically no 
consideration. Trifling attention is paid to rackets—the Chicago (1!) 
witness who used this word was reprimanded by members of the 
T.N.E.C." But what is more important, the effects of wage rates, 
hours, and output policies of unions on prices, investments, and em- 
ployment were not explored. The one monograph dealing with this 
subject is concerned only with the situation in individual firms, and 
questions of general effects or policies are not raised.”* In the study 
of bituminous coal pricing the problem is dismissed as follows: “Fears 
have been expressed that the public has no protection, under such a 
plan [of legally enforceable minimum prices], against excessive wage 
scales which under favorable conditions might conceivably [séc/] be 
forced through perfectly legal negotiations. These authors can hardly 
picture labor forcing unreasonable wage levels upon an industry whose 
prices would shoot upward, when as a result the industry upon which 
they depend for their livelihood would be faced by probable losses 
of tonnage and employment because more consumers would be driven 
to lower-priced competing fuels.”® Aside from the observable falsity 
of this attitude, it might be useful to mention that the “reasonable- 
ness” of a wage structure should be judged in terms of economic effects 
as well as in terms of the niceness of everyone receiving good incomes. 

The final point, positive intervention in labor markets by the gov- 
ernment, is completely omitted. There is no reference of importance to 
the Fair Labor Standards act or to the Walsh-Healey act. 

7. War. Although the T.N.E.C. lasted more than fifteen months after 
the outbreak of the European war and held a set of hearings on War 
and Prices, the effects of war on competition were not considered. 
Nevertheless, the current interest in the topic is sufficient to justify 
a few comments. It is certain that competition diminishes sharply 
during a major war, and it is probable that competition does not re- 
gain its former position after the demobilization. The following are a 
few bases for this generalization. 

First, those in charge of procurement, rationing, and price fixing find 
it much easier to deal with associations of producers than individually 
with numerous small producers, so organizations of producers are 


e Ibid., pp. 2869 f. 


™ Hearings, Pt. 11, Construction Industry, pp. 5007 ff., Toward More Housing, monog. 
no. 8, pp. 54 f., 134. 


8 Hearings, Pt. 11, Construction Industry, pp. 5247 f. 

© Industrial Wage Rates, Labor Costs and Price Policies, monog. no. 5. 

® Economic Standards of Government Price Control, monog. no. 32, p. 327. 
“ Hearings, Pt. 21, Wer and Prices. 
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fostered. During World War I the number of trade associations in- 
creased greatly.” There is likely to be virtual suspension of antitrust 
laws in the ubiquitous defense industries.” 

Second, small concerns are less likely to secure war orders because 
of inadequate information of government needs, aversion of procure- 
ment officials to dealing with small orders, and resistance of large com- 
panies (for a variety of reasons) to subcontracting. Moreover, in the 
great flood of, administrative decisions (e.g., the granting of 75,000 
priority ratings a month) the small concern, lacking a skilled repre- 
sentative or “influence,” will not always fare so well. The situation is 
pithily described before the Truman Committee Hearings by Senator 
Connally: “You say anything to the Army and Navy about powder 
and the first thing they say is ‘du Pont. We will get du Pont to do 
that.’ 3984 

Third, the production of civilian goods may be concentrated in a 
few plants for a variety of reasons, not all of which are convincing. The 
British have already employed this method extensively, especially in 
the textile industry,” and certain characteristics of the scheme have 
already been introduced in the United States.* 


© Trade Association Survey, monog. no. 18, p. 369. 

The signs already point in this direction. For example, the antitrust suit against the 
leading oil companies which was announced July 27, 1940, was immediately referred to the 
National Defense Advisory Commission, apparently at the latter’s request. The commission 
reported unfavorably on the most important part of the government’s suit, the attempt to 
divorce ownership of transportation facilities. The reason given by the commission, and 
(perforce) accepted by Attorney General Jackson, was that outside capital was unwilling 
to take over the pipe lines (which earned only 10 to 30 per cent on investment, depending 
upon the investment figures used). At the time it was also argued by many that new pipe 
lines construction, later prohibited by S.P.A.B., would be discouraged. (See New York 
Times, July 27, August 1, September 29, 1940.) Since the above was written, it has become 
the explicit policy of the Administration to suspend antitrust prosecutions when, in the 
opinion of the Secretary of War or the Secretary of the Navy, such prosecution would 
impair war production. (See New York Times, March 29, 1942.) 

* Investigation of the National Defense Program, Hearing before Truman Committee, 
Pt. 6, 77th Cong., 1st sess. [Washington, Supt. Docs., 1942], pp. 1639-40. This volume con- 
tains illuminating testimony of several small producers. See also the Truman Committee’s 
Report Concerning Priorities and the Utilization of Existing Manufacturing Facilites, Pt. 
3, 77th Cong., 1st sess., S. Rept. 480. 

8 See “Concentration of Industry” and “Methods of Concentration,” Economist, March 
8 and April 5, 1941. For a summary of the Board of Trade’s very confused explanation of 
the policy, see “British Concentration of Production,” Foreign Commerce Weekly, June 14, 
1941. One purpose of the policy, to make more efficient use of, resources even in the short 
run, may be commented upon. Let g(x) and f(x2) be the total cost functions of two plants. 
Then for minimum costs of production for any output k = xa- Xa g(x:) + f(x.) = 
g(x:) -+ f(k — x1) must be a minimum, i.e., g' (x1) = f’ (xe) ,—marginal cost should be equal 
in the two plants. The sufficiency condition is 

g” (x1) + f” (x2) > 0. 
From this condition it appears that in only two cases is it more efficient to concentrate 
production in one plant: (i) when both plants have falling marginal cost curves, and (ii) 
when the marginal cost curve of one plant falls more rapidly than that of the other plant 


20 THE AMERICAN ECONOMIC REVIEW 


Finally, there are important post-war forces operating to reduce 
competition. The war’s legacy of overexpanded or “sick” industries, 
to judge from the cases of agriculture and coal, will not lack for gov- 
ernmental assistance which may well take the form of compulsory 
cartellization. The wave of nationalism may bring into existence new 
barriers to international trade. 

A review of this impressive although incomplete list leads, I believe, 
unambiguously to the conclusion that the major factor, in the decline 
of competition has been governmental support of monopoly. This con- 
clusion is reinforced when one considers the negative rôles of govern- 
ment, such as the anaemic administration of the antitrust laws until 
recent times, the weakness of control over corporate charters and ac- 
tivities, and the free play long allowed to the security-market pro- 
moters. It must be left to the reader to find a pleasant interpretation 
of this fact. 


V—Other Bases of Monopoly 


It would be easy to extend the list of bases of monopoly illustrated 
by T.N.E.C. material. Among the familiar bases on which evidence is 
provided, one may mention the ownership of natural resources and 
transportation facilities;*’ acquisition of assets of rival concerns;** the 
now declining rôle played by the investment bankers;** participation 
in international agreements restricting competition here and abroad;*° 
and cultivation of consumer allegiance to particular brands, the alle- 
giance being based proximately on extensive advertising and ultimately 
on consumers’ ignorance of the technical properties of the commodi- 
ties they buy.” But these may be passed over, for the T.N.E.C. follows 
well-worn paths. 


rises. Neither condition seems very realistic. (I am indebted to Mr. Herbert Stein on this 
point.) 


® See the sulphite pulp allocation plan, Victory, January 13, 1942. 


3 On sulphur, see Hearings, Pt. 5, Monopolistic Practices in Industries, Development of 
the Beryllium Industry, pp. 1987 f.; on iron ore, Hearings, Pt. 18, Iron and Steel Industry; 
on pipe lines, Hearings, Pts. 14 and 15, Petroleum Industry. 


SA summary of such cases (which are not subject to section 7 of the Clayton act if 
assets, and not stock, are acquired), see Hearings, Pt. 5A, Federal Trade Commission 
Report on Monopolistic Practices in Industries, pp. 2361-86; also Relative Efficiency, 
monog. no. 13, Appendix C. 

For example, monog. no. 13, Appendix B. 

” See Hearings, Pt. 5, Monopolistic Practices, pp. 1988 ff.; Hearings, Pt. 25, Cartels. 

* There is a very useful compilation of information on the phenomena of “monopolistic 
competition” in Price Behavior and Business Policy, monog. no. 1, an exhaustive summary 
of the research on consumer standards by governmental agencies in Consumer Standards, 
monog. no. 24, and a miscellany of testimony in Hearings, Pt. 8, Problems of the Consumer. 
No general theoretical analysis is given, however, nor are recommendations for social 
policy explicit. l 
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It may be worth while, however, to consider a less publicized basis 
of monopoly: monopoly. There is a tendency for monopoly to expand 
vertically to both market outlets and supply sources and horizontally 
into the markets for other products. Each of these phenomena will be 
considered briefly. 

The retail outlets for monopolistically produced commodities are ~ 
frequently cartellized. The situation appears to be most acute when 
there are a few producers of close substitutes: in their endeavor to 
secure outlets without resort to price competition, the producers estab- 
lish their own outlets or offer many special favors to exclusive dealers. 
This development is well illustrated by the petroleum industry. The 
major companies have entered retailing on an extensive scale,” and 
in addition they have used wider retail margins, free equipment, free 
painting, credit card privileges, and threats of erecting competing sta- 
tions in order to persuade independent dealers to handle only one major 
company’s line of products.” There seems to be no doubt but that the 
competitive position of the smaller refineries has been seriously im- 
paired by these practices. It is also probable that the resultant wastes 
of “excess capacity” have been great, but these wastes were not rigor- 
‘ously substantiated, let alone measured.” The situation in motion pic- 
ture theatres is similar in many respects.” 

The monopolistic powers in one product line may be used to coerce 
acceptance of additional products. Perhaps the most blatant instance 
was the large meat-packing company which secured widespread adop- 
tion of a brand of railroad draft gears in which it had a financial in- 
terest by promise or threat of diversion of its patronage.” A more 
pedestrian example is block-booking of motion pictures.” 

"In 1935, eighteen major companies owned 38 per cent of the retail stations. The rise of 


the “Iowa Plan” of leasing the stations has blurred the distinction between ownership and 
exclusive contractual relationships with independent dealers. 


° See the Hearings, Pt. 15A, Petroleum Industry, passim; Pt. 16, Petroleum Industry, pp. 
8907 f., 9137 f., 9171 #f.; and Pt. 17, Petroleum Industry, pp. 9744 ff. The legalization of 
minimum retail margins by state fair-trade practice acts is not discussed. In addition there 
is evidence of collusion among retailers (Hearings, Pt. 16, Petroleum Industry, pp. 9031 f.). 
An official of the retailers’ trade association vehemently expressed his nostalgia for the good 
old days: “We had a code for the petroleum industry and for the people generally; it was 
the finest thing in the world, and the little opposition that we had to the Petroleum Code 
came from the dirty, lousy chiselers who were gypping the public in many ways” (Hearings, 
Pt. 17, Petroleum Industry, p. 9448). 


“Mr. Swensrud of Standard Oil of Ohio argued that the number of filling stations is 
not excessive (Hearings, Pt. 15, Petroleum Industry, pp. 8678 ff.). His arguments de not 
appear to me to be wholly convincing but they deserve a detailed analysis they did not 
receive. 

” See The Motion Picture Industry, monog. no. 43. 

“Hearings, Pt. 5A, Federal Trade Commission Report on Monopolistic Practices in 
Industries, p. 2307. 


" Motion Picture Indusiry—Pattern of Control, monog. no. 43, pp. 23 f. 
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Finally, a very important example of the self-propagation of mo- 
nopoly is vertical integration. Of course when vertical integration rests 
on technological economies—the stock example is the hot strip mill— 
the question of monopoly is usually irrelevant.” Such economies are 
historical: technological progress merely leads to a redefinition of the 
scope of the production process, But it is arguable that most of the 
important advantages of vertical integration partake of a monopolistic 
nature.°® . 

Two typical causes of vertical integration will illustrate the monopo- 
listic elements which are present. First, if the markets for raw ma- 
terials or finished products are monopolized or threatened by monopoli- . 
zation, integration becomes a defensive weapon. Thus, the head of a 
major oil company pointed out the need for backward integration to 
- combat monopolies, and the head of the Beryllium Corporation saw 
the need for entering the fabricating field because the fabricating com- 
pany did not wish to disturb its phosphor bronze market." Second, 
integration on a large scale permits the manipulation of margins of 
various stages of the production process and hence endows the firm 
with considerable control over the competitive position of non- 
integrated rivals. The Hearings on iron ore, semi-fabricated steel, and 
the petroleum industry pay much attention to the topic, but as usual 
the witnesses were not questioned in sufficient detail or with sufficient 
persistence to establish definite conclusions.” 


University of Minnesota 


"If the new process is subject to substantial economies of scale, of course, competition 
will be reduced at that stage and this decline may be communicated through vertical 
integration to other stages. 


” The readers of this Review will not desire a repetition of the familiar argument that 
elimination of “middlemen’s” profits and the like are illusory gains if the markets for 
supplies are competitively organized, although of course this point appears in the T.N.E.C. 
(e.g., Hearings, Pt. 17, Petroleum Industry, p. 9749). Managerial economies, one would 
expect, should normally dictate horizontal, and not vertical, integration. 


™ Hearings, Pt. 14, Petroleum Industry, p. 7168. The argument was used to support the 
thesis that integration leads to competition, which is not unplausible in the light of the 
witness’s concept of competition (ż.e., oligopoly). 

Hearings, Pt. 5, Monopolistic Practices in Industries, p. 2153. 


1? On iron ore—where the witness argued that an integrated concern is merely the 
algebraic sum of two independent firms—see Hearings, Pt. 18, Iron and Steel Industry, 
pp. 10360 #.; on semi-fabricated steel, see Hearings, Pt. 20, Iron and Steel Industry, pp. 
10747 #.; numerous charges with respect to manipulation of margins are made against the 
petroleum industry in monog. no. 39 (Control of the Petroleum Industry by Major Oil 
Companies) but the charges are most inadequately documented. 


PRICE AND PRODUCTION POLICIES 
By M. M. BOBER 


The material of this essay is presented under three heads: first, the 
economic theory contained in the studies of the Temporary National 
Economic Committee in so far as it bears on price and production 
policies; second, such policies in certain specific industries; and third, 
price and production in the field: of retail distribution. That this classifi- 
cation has faults is admitted. It is difficult, for instance, to draw the 
line between theory and practice; and it may be questioned why the 
basing point system is placed with the steel industry and not as a 
problem in theory. Likewise, the discussion of some of the selected 
industries includes their retailing practices, instead of segregating these 
practices under the third topic. Nevertheless, this particular organiza- 
tion seems to be a convenient way of blocking out the discussion of a 
far-flung investigation, and it is hoped that the reader will perceive the 
convenience as he proceeds. 


I—Economic Theory 


Viewpoints of the business man. It may be of interest to touch on 
some of the theoretical views voiced by the business representatives 
at the Hearings. The business man would not openly be drawn into 
a discussion of a theoretical flavor, invariably claiming that he is a 
practical man of experience and facts. Consciously or unconsciously, 
however, business witnesses gave expression to theoretical opinions. 

The changes are rung on the following maxims. Each business Is 
competitive because it is subject to the law of supply and demand, and 
if a high price is charged, the order is lost to a competitor. The con- 
sumer makes the final choice, and there is nothing for the producer to 
do but to strive to please. No business man will sit idly by and let a 
competitor get the orders; he will cut the price and get his share. A 
reasonable price is one which suffices to maintain the properties, cover 
expenses, carry on research for improving the product, and provide a 
fair return to the owners of the business, the stockholders. High prices 
are always attributed to the high cost of materials, to heavy taxes, and 
especially to wage advances. Poor or modest profits are a demonstra- 
tion that the price is reasonable. As the volume of production rises, 
unit costs decline; and in a depression, unit costs rise owing to lower 
capacity and a higher overhead cost per unit. Advertising creates a 
mass market, with mass production and lower costs and prices. In 
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prosperity such prices are to be charged as will make up for the scant 
profits of lean years. Chaotic competition is destructive and is to be 
avoided; “stabilization” is to be sought after, above all. 

The business man’s concept of competition is interesting. It seems 
to stand less for rivalry and more for codperation or for the exigencies 
of doing business in a given set of circumstances. A small concern 
‘manufacturing beryllium copper admits that it follows the price pub- 
lished by a leading company, and in a written statement to the com- 
mittee declares that it “has no alternative except to meet such pub- 
lished prices in order to compete.”* The negotiations between the larg- 
est seller of tinplate (the U.S. Steel Corporation) and the major buyer 
(American Can Co.) result in a competitive price, in the opinion of 
high officials in the steel industry; and a smaller firm selling at this 
price claims to be competing.” A trade association reports to the Fed- 
eral Trade ‘Commission that its objective is “the preservation of com- 
petition in its original sense of ‘to strive together for common 
interests.’ ”* 

Competition and monopoly. The theoretical discussions by econo- 
mists are generally confined to elementary problems. The concept of 
competition is presented in terms made familiar in the last decade; 
and there is brief mention of oligopoly and the usual exposition of 
product differentiation. Monopoly is simply referred to as collusion 
among firms or as the concentration of the supply in one firm; and 
only once or twice is there reference to measures of the degree of 
monopoly power.* Dr. Clair Wilcox gives in brief paragraphs concise 
descriptions of nearly a dozen types of competition, such as perfect, 
pure, imperfect, monopolistic, predatory, potential, cutthroat compe- 
tition. His inclusion of oligopoly as a form of competition stands, how- 
ever, without justification. Oligopoly is characterized by him as a sit- 
uation in which each of the few sellers of a product takes into consid- 
eration the price reactions of the other sellers: there is no mention of 
possible competitive behavior. The resulting price of oligopoly so de- 
scribed will be a monopoly price; and since Dr. Wilcox recognizes 
cases of monopoly, with monopoly prices, oligopoly should have been 


* Investigation of Concentration of Economic Power, Hearings before Temporary Na- 
tional Economic Committee, February, March, May 1939, on Pub. Res. 113 (75th Cong.), 
Pt. 5, Monopolistic Practices in Industries, Development of the Baym Industry (Wash- 
ington, Supt. Docs., 1939), pp. 2090, 2285. 


* Hearings, Pt. 19, Iron and Steel Industry, pp. 10625-26, 10681. 


°C. A. Pearce, Trade Association Survey, T'N.E.C. monog. no. 18, (Washington, Supt. 
Docs., 1940), p. 47. 


t See, e.g., Price Behavior and Business Policy, monog. no. 1, Pt. 1, chap. 1; Export 


Prices and Export Cartels, monog. no. 6, pp. 74-80; Tke Structure of Industry, monog. 
no. 27, pp. 407-08. 
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classed as a type of monopoly.” There is the customary nonconformity 
in the use of terms. For example, perfect competition is used at times 
when pure competition is meant, inasmuch as the definition refers to 
a homogeneous commodity and many sellers, and without mention of 
the absence of friction.® 

Dr. A. C. Hoffman presents two problems not commonly taken up 
in an elementary discussion. One is a diagrammatic exposition of price 
policy in an industry of one or a few large firms and many small ones.’ 
To each small firm the demand for its product is almost perfectly 
elastic, but the dominant firm or firms, by varying the output, can 
affect the price and assume the rôle of price leadership. In their effort 
to maximize profits as oligopolists, the dominant firms must, however, 
take into consideration the production response of the small firms to 
a high price set for the article. The more elastic the supply of the small 
firms, or the easier the entry, the more are the large firms apt to lose 
part of their market if the maximization of their profits entails a high 
price. 

The other problem deals with bilateral monopoly,*® exemplified when 
both the seller and the buyer are monopolists—the manufacturer sell- 
ing to the retailer, the owner of raw materials selling to the manufac- 
turer, etc. Dr. Hoffman is unaware that this problem is known in eco- 
nomic literature, and has been examined by Cournot, Edgeworth, 
Pigou, Wicksell, Bowley, Schneider, and others.® However, he deserves 
credit for recreating independently essential phases of a complicated 
analysis. 

The theory has several aspects and the solutions depend on the 
assumptions. Dr. Hoffman considers three cases. One, the seller, a 
manufacturer, sets the price, and the buyer, the retailer, adjusts the 
quantity. The seller would begin by setting a price calculated to maxi- 
mize his profits; and if the second monopolist would buy all that the 
seller would like to sell at the set price, the second monopolist (the 
retailer) would, with a given demand curve by the consumer, receive 
a margin merely sufficient to cover the cost of his services. In other 
words, the first monopolist (the manufacturer) would alone reap the 
monopoly profit. Accordingly the second monopolist, to obtain some 
monopoly advantage by enhancing the consumer price above the price 
which the first monopolist had in view, will purchase less than the first 

5 Competition and Monopoly in American Industry, monog. no. 21, pp. 5, 9-10. 

* See, e.g., Large-Scale Organization in the Food Industries, monog. no. 35, p. 79. 


"Ybid., pp. 81-84. (For some of the literature on the subject see G. J. Stigler, “Notes on 
the Theory of Duopoly,” Jour. of Pol. Econ., Vol. XLVIII (1940), p. 522 n. 2). 


8 Ibid., pp. 84, 161-65. 


°? See, e.g, E. Schneider, Reine Theorie monopolistischer Wirtschaftsformen (Tübingen, 
1932), chap. 2. 
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monopolist is ready to sell for the maximization of his profits. Wors- 
ened by this move, the first monopolist will lower the price to induce 
the second monopolist to buy more. Marginal cost and marginal revenue 
are the foci of consideration for both monopolists. The conclusion is 
that the jockeying will result in a higher price to the consumer and 
more restricted production than would rule in the familiar cases of one 
monopolist in a market. 

The second case taken up by Dr. Hoffman assumes. that the buyer 
(the second monopolist) sets the price, and the seller adjusts the quan- 
tity. The analysis and the conclusions are similar to those of the first 
case. The third case, briefly mentioned early in the discussion, assumes 
collusion between the two monopolists on an agreed basis of sharing 
the profits. Obviously, in this case, the price and the volume of produc- 
tion will behave in the same manner as with a single monopolist. It 
is noteworthy that, without the use of marginal revenue and marginal 
cost tools, Bowley offers a somewhat similar approach.” 

Rigid and flexible prices. The controversy over inflexible prices re- 
ceives adequate treatment in a well thought-out chapter by Dr. Saul 
Nelson.” He steers a cautious course between the thesis which sees 
competition in flexible prices and monopoly policy in rigid prices, on 
the one hand, and the view, on the other hand, which tries to explain 
price sensitiveness wholly in terms of the market setting. He sees some 
truth in both but perceives that careful analysis forbids firm generali- 
zations. As a very general proposition, prices are flexible when they are 
market-determined, that is, competitive. Likewise very rigid prices may 
point to the presence of monopoly in the traditional or antitrust law 
sense, when the commodities affected are standardized, or they may 
imply product differentiation or other aspects of non-price competi- 
tion, if the products involved are not standardized (pp. 15, 32, 37). . 
But account must also be taken of the specific market situation: e.g., 
an unchanged price for an article of improved quality is not to be 
termed inflexible (pp. 27-28). 

A study of 111 commodities (p. 38) for 1929-33 discourages a sharp 
division between categories of goods of small price declines in recession 
and greatly curtailed production and those of sharp price declines and 
small declines in production. For durable goods the coefficient of cor- 
relation between price and production declines is only —.12, although 
for nondurable goods it is —.44. There is, however, a broad tendency 
for small drops in price to be associated with appreciable curtailment 
of production; and there is a “marked tendency” for such an association 
as we move toward goods of increasing durability. But we are cautioned 


“A. L. Bowley, “Bilateral Monopoly,” Econ. Jour., Vol. XXXVII (1928), pp. 651-59. 
” Price Behavior and Business Policy, monog. no. 1, Pt. 1, chap. 2. 
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against postulating a causal connection between such price and pro- 
duction declines: it should not necessarily be inferred that production 
dropped considerably because the price was not brought down suff- 

ciently. “It happens,” says Dr. Nelson, “that the severest price declines 
during the depression occurred in precisely those industries which pro- 
duced the most urgent necessities of life, while the smallest declines 
were to be found among those commodities whose purchase could best 
be deferred” (p. 40). Necessities would be bought in large quantities 
even if their prices were but slightly reduced in a depression; and 
postponable commodities would suffer a great drop in sales even at 
much lower prices. 

It must also be realized, Dr. Nelson insists, that the emphasis on 
price declines in a depression must extend beyond commodities to such 
items as rent, wages, interest rates on mortgages, public utility rates, . 
professional fees, and taxes (p. 13). A fall in commodity prices but not | 
in these other particulars may express a distortion in the price pat- 
terns as injurious to the economy as the concurrence of flexible and 
rigid prices for commodities alone (p. 50). He makes the interesting 
observation that a reduction in prices and charges throughout the 
economy may come to reflect a settled lower level of incomes, costs, 
employment and output—without the stimulus to recovery which some 
are in the habit of finding in reduced prices (pp. 42-43). 

At each step statistical findings are presented as illustrations, Four- 
teen measures of price flexibility, 11 of them developed for this study, 
were applied to the 784 price series of the B.L.S. index, to test various 
aspects of flexibility or rigidity during various periods of time, and 
the results are presented in great detail.” _ 

There is a measure of agreement among the investigators for the 
committee on this subject. Dr. Hoffman is not ready to consider 
monopoly exclusively responsible for insensitive prices, holding that 
the preponderance of overhead or variable costs is of paramount sig- 
nificance.* Dr. W. F. Crowder, on the basis of an elaborate statistical 
investigation, comes to the definite conclusion that price and produc- 
tion behavior can best be related to the nature of the particular product 
and its market and not to the degree of concentration of production.* 
Of course concentration of production is not necessarily identified with 
aspects of monopoly behavior. Dr. Wilcox alone seems to incline to 
Dr. Gardiner Means’s thesis. After a brief summary of the statistical 
studies on the subject and of the arguments on both sides, he concludes 


” Tbid., Pt. 1, Appendix 1. 


8 Large-Scale Organization in the Food Industries; monog. no. 35, pp. 113 n. 2, 118; 
cf. p. 71. l . 
“The Structure of Industry, monog. no. 27, pp. 402-06, 411. 
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that rigid prices in an industry facing a falling demand and mounting 
unemployment can only betoken monopolistic behavior.” 

Nonprice competition. There is a long chapter on this topic.*° Skep- 
tical about the frequently voiced generalization that competition is in . 
progressive decline, the treatment underlines the conception that there 
is a redirection of the channels of competition from price to other 
factors, so that in many sectors, if not generally, competitive rivalry > 
still prevails but with a different focus. The reasons -for the trend 
away from price competition are found in technological progress pre- 
cipitating the proliferation of varieties and subvarieties of goods, in > 
the distaste of the business man for rivalry in terms of price, in the 
pressure of the so-called “fair trade” and “unfair practices” laws, and 
in a changed market structure. The chief avenues of nonprice compe- 
tition run along quality, brands, service, guarantees, price-lines (to be 
discussed under retailing), and the like. There is an evaluation of the 
growing importance of this type of competition in its implications for 
price policy, the complication of consumers’ choices, and social policy. 
There is no analysis of the impact on the scale of production, costs, 
monopoly elements, and investment. The chapter is more informa- 
‘tional than analytical. 

Wage rates and price. An interesting statistical investigation is of- 
_ fered which throws light on the relation between price policy and wage 
rates and labor costs.” Confined to two shoe companies, two paper 
companies, one cotton textile concern, and the International Harvester 
Company, and, moreover, to selected articles and over a short period, 
this study is limited in scope, but it tends to support theoretical dis- 
cussion of short-run price determination. One must hesitate to trans- 
late the diverse facets of the exploration into clear-cut propositions, but 
the following conclusions of the pertinent parts may be outlined. 

Despite the insistent emphasis of business men on high wages as the 
foundation of high prices, there is less causation between wage rates 
and labor costs on the one hand and the price of the product on the 
other than entrepreneurs realize. Price changes precede wage changes 
in recession and recovery alike (pp. 15-16). In the International Har- 
vester Company, for instance, deliberations on price policy begin with 
costs as a frame of reference, but controlling consideration is given to 
a variety of general and specific market conditions so that cost becomes 
one of many factors (p. 84). For the whole period of 1929-37, changes 
in the market situatiori and costs other than the wage bill overshadowed 
labor costs in price considerations (p. 126). 


* Competition and Monopoly in American Industry, monog. no. 21, pp. 306-07. 
1 Thid., Pt. 1, chap. 3. - 
” Industrial Wage Rates, Labor Costs and Price Policies, monog. no. 5. 
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In a depression the governing factor is the market setting—the fall- 
ing demand, the degree of competition, etc——and once a low price is 
established pressure follows to reduce labor and other costs. In re- 
covery, costs are somewhat more prominent as a stimulus to rising 
prices, and wage increases accompany improved prices for the product 
(pp. 19, 88). If a firm is in a position of price leadership, or if it pro- 
duces a uniquely differentiated article, more latitude prevails in the 
formulation of price policy, and then wages, and even costs generally, 
are more definitely subordinate as price determinants. However, in 
all cases wages affect profits and the cash position of a firm and are on 
this account of vital concern to a business, especially in a falling market 
(pp. 20-22, 40, 120). ` 

In firms in which materials compose a major proportion of the ex- 
penditures and are flexible in price, the correspondence between the - 
price of the product and total costs is close; but there should be no 
inference of a causal link from cost to price (pp. 16-17). In such an 
instance, as well as in the case where the prices of both the materials 
and the final product are formed in a competitive market, the profit 
margin will depend on overhead and labor costs. Accordingly, in a 
prolonged and severe depression, overhead costs will have a rôle in 
price policy: to reduce the overhead cost per unit of product by in- 
creasing the volume of production, a price will be instituted which will 
cover variable costs and contribute slightly to overhead costs. Equally, 
wages will be lowered to permit lower prices and larger volume (pp. 
40-41, 50, 52-53). 

In periods of rapid and wide industrial fluctuations overhead costs, 
a large factor, e.g., in the International Harvester Company, have a 
prominent influence on unit costs. The decline of production in 1929- 
33 was reflected in rising unit costs, with the consequent pressure for 
economy in adjustable costs, such as those of labor and materials. The 
picture was different in these regards in the relative upswing of 1933-37 
(pp. 121, 127). But even in these periods there was “lack of any close 
relationship between changes in season’s labor and material costs and 
changes in prices” of agricultural implements, although company offi- 
clals stressed rigid costs as one of the principal factors responsible for 
the failure to reduce prices and maintain production in the former 
period of 1929-33, and high costs for the advance in prices in the latter 
period of 1933- 37 ( © 70, 87, 89, 91).** 


* Mention is to be made of an elaborate field study (Export Prices and Export Cartels, 
monog. no. 6, Pt. 1), defying summary, which compares export and domestic prices of 
specified products by anonymous firms. The analytical paragraphs break no new ground; 
but there is an abundance of examples of selling practices and an outline of the reasons 
offered by business men for quoting an export price equal to, or higher or lower than, the 
domestic price. . 
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General observations. It is probably fair to state that the explicitly 
theoretical formulations touching on price and production policy solve 
no old problems and raise few new issues, but generally treat well the 
problem in hand, and with an abundance of factual and statistical illus- 
trations. Certain important omissions must, however, be noted. 

First, an investigation of this character needs to give formal and ~ 
extended treatment to the questions of what constitutes a normal or- 
desirable price pattern in the various segments of our economy; what 
constitutes a serious distortion in the price structure; and. why a dis- 
tortion deranges our economy, in view of the possible contention that, 
e.g., with low prices in a given sector like agriculture, what Peter, the 
farmer, loses as a seller Paul, the city worker, gains as a buyer, and 
Paul has more money to spend on other goods, instead of Peter. These 
paramount questions receive only incidental consideration, by Dr. Nel- 
son in his discussion of rigid prices and by Dr. D. H. Wallace in his 
noteworthy resume of government regulation of certain industries.’ 

Second, because of the prevalence of price differentiation and non- 
price competition generally, advertising becomes a central problem in 
theory. Yet there is scant discussion of the effects of advertising on the 
scale of production, costs, Investment, and prices. 

Third, there is little or no analysis of such relevant problems as the 
components of cost and the behavior of costs in the firm and the in- 
dustry; of the theory of oligopoly; and of the influence of commodity 
speculation on prices. 


IT—Selected Industries 


When turning to the sketch of price and production policies in spe- 
cific industries—construction, milk, oil, and steel—it is necessary to 
remember that the chief objective of the committee’s investigations 
was the concentration of economic power, that all discussion was pri- 
marily oriented to this objective, and that aspects of price and pro- 
duction, far from finding a focus of their own, are auxiliary to the 
central purpose. One must not expect special studies of price and pro- 
duction in given periods of time and in given places, in relation to 
unique circumstances and market structures: Price and production be- 
havior is, rather, embedded in a context of description of monopoly 
and competition; and this is more true of the milk and oil industries 
than of the construction and steel industries. The scrutiny of each 
industry seems to have its center of gravity in the proposition that the 


* Economic Standards of Government Price Control, monog. no. 32, pp. 494-96, 500- 
04. See also Technology in Our Economy, monog. no. 22, pp. 190-94. 
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cause is monopoly and the cure is competition. This circumstance ex- 
plains the tenor of the account that follows. 

The construction industry. The construction industry”? exhibits 
three related maladies. First, like all durable goods industries, it is 
expected to make its contribution to recovery with the termination of 
a recession; and yet in the revival of 1937 this industry notoriously 
lagged behind both in employment and in the dollar value of the 
product. In the peak of 1937 durable goods industries reached the 
level of employment of 1929, whereas the construction industry, as 
well as the industries preparing materials for construction, failed to 
reach such a level, varying from 65 per cent of the 1929 level for lum- 
ber millwork to 87 per cent of this level for plumbers’ supplies.” 
Second, throughout the period of 1929-37, building materials were 
higher in price than either capital goods generally or the B.L.S. index 
of commodities,” thus contributing to the impairment of economic 
activity associated with marked dislocations in-the price structures of 
the different segments of our economy. ; 

Third, the residential house building industry is marked by a dis- 
tressing ‘disequilibrium between supply and demand. The volume of 
low priced housing in demand by the population obviously far exceeds 
the volume of high priced housing; nevertheless, the amount of build- 
ing from year to year is remarkably small in ‘the former class and 
remarkably large in the latter. Forty-eight per cent of the homes built 
in 1934 were valued at between $6,000 and $10,000, but only 15 per 
cent of city families could afford to rent or buy such houses; 48 per 
cent of city families can afford to buy or rent homes selling at $4,000 
or less, but only 20 per cent of the houses built are in this category.” 
For the period of 1922-38, the volume of private house building traces 
a curve like that of the volume of high priced (over $750) automobiles 
sold, and not at all like the curve of low priced automobiles sold.” 
Stated generally, at prices which equilibrate supply and demand for 
the masses of the poor, the housing obtained is of demonstrably inade- 
quate character. In the famous phrase, one-third of the nation is ill- 
housed. 

Many are the factors responsible for these conditions, and the in- 


* Hearings, Pt. 11, Construction Industry; Toward More Housing, monog. no. 8; Geo- 
graphical Differentials in Prices of Building Materials, monog. no. 33; Competition and 
Monopoly in American Industry, monog. no. 21, pp. 287-89. 


** Hearings, Pt. 11, Construction Industry, pp. 4936 f. 
= Ibid., pp. 5232, 5447-51. 


° Ibid., pp. 4962, 5479; cf. p. 4983. See zbid., the testimony of R. L. Davison, T. J. 
Kreps, and W. Thorp. 


* Ibid., p. 4985. 
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vestigations pay attention to heavy taxes, high interest rates in house 
finance, and inflated land values. Chief emphasis is given, however, 
especially by the economists who summarize the situation, to two 
circumstances: obsolete methods of production and monopolistic 
prices. While the production of most building materials is charac- 
terized by modern methods, the actual construction of houses is largely 
reminiscent of the handicraft days. The building process involves 
numerous distinct parts and many independent crafts .and retailing 
operations, often without the integrating management of an experi- 
enced entrepreneur: the building of many a “home” is supervised by 
the housewife. The small size of the enterprise, the general lack of 
technological improvements and standardization of materials, poor, 
uncodrdinated management, the tradition-ridden and parochial atti- 
tude of the public and city governments alike, combine to stamp the 
house building industry as one of low productivity and high costs.” 

The second circumstance is the almost complete subjection of the 
industry to varying degrees of monopoly power. Oligopolies and strong 
national trade associations in the supply of materials are paralleled by 
the local monopolies of contractors, dealers and labor, with high and 
rigid prices, wages and costs almost wherever one turns. There is, in 
addition, vigorous opposition, by labor and the small local business 
men alike, to labor saving devices, to innovation and experimentation, 
and to the enlargement of markets and the scale of production. The 
industry tends to support the affirmation that the monopolizing spirit 
is not the unique attribute of big business, but is to be found as well 
in the man in overalls and in the village tradesman.” Reinforcing the 
element of monopoly is the fact that a house, consisting of a multitude 
of parts and involving many classes of labor, reflects a joint demand. 
Accordingly the seller of any given part, or any group of laborers, may 
feel that a low price for the individual product or service, constituting 
` but a small part of the cost of a house, will not have a stimulating 
effect on house building. The seller considers the demand for his product 
or labor very inelastic. No one agency will be induced to diminish the 
price in face of a declining demand unless all the agencies essential to 
the industry will simultaneously reduce their prices. 

Some aspects of the price and production data for the industry de- 
serve comment. For the period of 1929-38, charts show an inverse re- 
lationship between nonresidential construction and the “exchange 


* Ibid., testimony of T. J. Kreps and W. Thorp; Toward More Housing, monog. no. 8. 
" Toward More Housing, monog. no. 8, pp. 61, 130, 133. 


*Ibid., pp. 134-35; Hearings, Pt. 11, Construction Industry, testimony of W. Thorp 
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value,” or barter terms of trade, of iron and steel; and similarly be- 
tween residential construction and the “exchange-value” of lumber 
and of brick and tile. Construction declines in volume as the value of 
structural materials rises, that is, as more goods have to be offered 
in exchange for materials.” The discussion of these charts at the Hear- 
ings suggests a causal connection between these two variables, clearly 
implying that if in a recession the prices of building materials and of 
capital goods in general fluctuated in accord with other prices, build- 
ing and durable goods industries would play a prominent and initiating 
rôle in recovery, as was the case before the past two decades. How- 
ever, we do not know enough about business cycles to accept this in- 
ference, More than one theory of the trade. cycle suggests that the 
impulse to recovery will have to come from more-directions than lower 
prices for capital goods. 

A separate monograph” presents a very R collection of 
figures for 37 building materials, from asphalt to white lead, in 50 
cities, in every state, during the period from January 1935, to Septem- 
ber 1939. Actual prices, wholesale and retail, and corresponding 
monthly price indices are offered for each of the nine geographical 
regions of the country. Only a few summarizing remarks can be given 
here. The most common types of geographical price structures used 
are the freight equalization, the multiple basing point, and the zone 
systems. The national trend of wholesale prices of these commodities 
was upward for the period, with a considerable rise in 1936-37. During 
any part of this period some commodities were not with the trend but 
remained stable or moved in the opposite direction, The retail prices 
of each article followed the trend of its wholesale prices, but, the 
fluctuations were narrower. Of the regional trends, some conformed to 
the national curve, and others departed from it. In general, regions 
closer to the producing areas of certain articles enjoyed lower prices, 
while far-off regions showed the disadvantage of transportation costs. 
Thus the retail price of sand, gravel and crushed stone was consistently 
lower in New England and in the Rocky Mountain and Pacific regions 
than in other areas. For most articles, however, except, e.g., fir doors, 
prices were high in these latter two regions and low in the Northeast. 
The wholesale prices of insulation board and plumbing fixtures ex- 
hibit, for carlot shipments, no geographical variation, since the practice 
is to allow full freight. Where, as in the case of lime, there is a wide 
geographical distribution of small plants, the pricing practices display | 
no discernible pattern for the country. Where retail prices tended to be 


** Hearings, Pt. 11, Construction Industry, pp. 5447-52. 
2 Geographical Differentials in Prices of Building Materials, monog. no. 33. 
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high, the margin to the retailer was high. This means that margins were 
high away from producing areas. Higher margins seem also to be as- 
sociated with inflexible retail prices. 

The investigations of this industry offer abundant new data on the 
prices of building materials, samples of the costs of building operations 
and their components, figures on wage rates in building trades, and 
statistical illustrations of the disequilibrium between the supply and 
demand for housing. There is little or no discussion of such topics as 
the so-called long cycles in the industry; the evidence that building 
anticipates a recession; the effects of war on building; and the fluctua- 
tions in and the unique problems of the construction industry aside 
from city housing, e.g., activity in the field of public utilities, factory 
construction, or rural building. It is worth noting that, while the 
T.N.E.C. studies establish that labor costs constitute a considerable 
proportion of the total costs of construction, there is a disposition to 
. tone down the effect of monopolistic practices of labor on building costs. 

The milk industry. In the milk industry, while the two leading com- 
panies, the National Dairy Products Corporation and the Borden Com- 
pany, do not control over 12 and 8 per cent, respectively, of the coun- 
try’s fluid milk not consumed on the farm, in many cities 4 or 5 large 
distributors handle from nearly 60 to 90 per cent of it. There is no 
evidence of price competition among the oligopolies, but not a little 
evidence of price setting and of higher prices than those charged by 
small independents.*° 

Milk sold to the distributors and processors is not treated as a 
homogeneous product. Class I milk is bottled milk used as a beverage; 
it needs greater care and brings a higher price to the farmer. Class II, 
and further classifications, represent milk used for dairy products, 
like fluid cream, butter, cheese, ice cream, and condensed milk: it is 
commonly referred to as surplus milk.** Under competitive conditions 
all the milk would sell at a price in accordance with its marginal use; 
but both producer and distributor, having some degree of monopoly 
advantage, prefer to protect the price of fluid milk at a comparatively 
high level and divert the “surplus” milk at lower prices to manufac- 
tured dairy products. 

The method of distribution to the consumer is a bone of contention. 
The distributing companies—and truckmen’s unions—prefer the daily 
doorstep delivery, in the opinion that it assures a large and steady 
demand, and that the housewife will often neglect to buy milk if she 
has to go for it to the store or depot. Such delivery entails inevitable 
waste. A study of the situation in Milwaukee for March 16, 1934, 


” Hearings, Pt. 7, Milk Industry, pp. 2763, 2851, 3137, 3196-97, 3202-04, 3221. 
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revealed that in 1,020 blocks an average of 6.8 concerns delivered 
milk in a block. In one extreme case, 17 concerns served one block. 
Nearly 1,000 individual premises had “duplication of delivery.” 

The price of milk to the consumer stood high and rigid, even dur- 
ing the depression of the 1930’s. But the farmer’s share of each dollar 
spent on dairy products declined from 52 cents in 1923, which is gen- 
erally taken to mark the beginning of the growth of the large processing 
and distributing companies, to 35 cents in 1933; and the processor- 
distributor’s share rose correspondingly.** Whether, and to what extent, 
this represents exploitation of the farmer by the distributor cannot be 
judged without an analysis of the supplies of milk and of the costs 
of processing and marketing in this period; but such data are not pre- 
sented. The price paid the farmer and the margin secured by the dis- 
tributor are not necessarily at the expense of each other. A large supply 
of milk may depress the price to the farmer; while rising costs of 
processing and marketing may simultaneously induce high margins 
to the seller of the finished product. In fact, a large supply of milk. 
may enhance the demand for the services of the distributor. The com- 
plaint is voiced that the large dairy companies are especially inter- 
ested in pushing the much advertised and differentiated manufactured 
milk products, like cheese and canned milk, and for these goods, al- 
though they are inferior as a food to milk, the market has grown and 
the price has declined.** | 

Arrays of figures are presented here and ‘there to indicate the price 
behavior of fluid milk in various towns and at various times. Unfor- 
tunately, the significance of the data is considerably diminished in 
view of the lack of parallel studies of costs in these localities and of the 
various other aspects of the respective market patterns.” 

Some of the government experts seem to be impressed by the ex- 
perience of an independent dealer in Detroit** and by studies in Mil- 
waukee, both indicating that milk can be sold at 6 cents to 8 cents a 
quart at depots on the cash-and-carry basis. Indeed, while some of. 
the experts are content with the suggestion that a vigorous milk in- 
dustry is contingent upon the restoration of competitive conditions 
therein, one of them, Dr. F. C. Howe, sees a definite panacea in the 
depot method of distributing milk.*’ He is of the opinion that a “free 
competitive system” would “automatically” result if “milk flowed 


3? Ibid., p. 2784. 

3 Tbid., p. 2800. 

3 Ibid., pp. 2791, 3029. 

= Ibid., pp. 3190-93. 
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freely through the pasteurization plant at a custom or tolling charge 
determined by cost and was available to all buyers.” 

It is difficult to share such optimism. We are not told about the 
agency that will negotiate with the farmers for the supply of milk 
for the depot, what assurance there is that this agency will not strive 
for large profits, and how the farmers will dispose of their surplus 
milk. We need to know the relative elasticities of demand for fluid milk 
and for the varieties of dairy products if we are to gauge the effect of 
a price change in any one class of milk upon the competition, or the 
diversion, from the other classes, or upon the incomes of the farmers. 
Account has also to be taken of the cost of building and managing 
pasteurization plants and properly located depots in a large city, of 
scientific experimentation and educational advertising, and of doorstep 
delivery. Without such studies it is difficult to estimate the degree of 
power exercised by the bilateral monopoly (7.e., the customary bar- 
gaining between the farmers’ codperatives and the large distributors) 
in the industry, the possible reductions in the price of milk and the 
concomitant rise in the consumption of it, and, generally, the reper- 
cussions of alternative methods of distributing milk. 

Since 1933 the milk industry has joined the ranks of enterprises 
regulated by federal or state authorities, and the experience, treated 
in a separate study? which deals also with the regulation of the more 
commonly recognized “public utilities” in three sample states and of 
bituminous coal, gives some idea of the price and production policies 
of regulatory bodies. The inquiry is detailed and scholarly, and Dr. 
D. H. Wallace’s hundred-page summary is shot through with theoreti- 
cal considerations and broad views of social policy. The study ap- 
proaches the problem from three angles: the level of prices set by 
regulation; the price structure as among the different classes of goods; 
and the impact of the prices upon employment. 

The foundation of federal regulation of milk prices is the celebrated 
principle of “parity prices” to farmers. In a number of milk markets 
to which the interstate commerce clause applies the farmers’ codpera- 
tives, the large distributors and government authorities collaborate in 
setting the price of Class I and Class II milk (cream). It has proved 
impossible to raise the price to the “parity” level, principally because 
of the competition of outlying areas and the diversion of Class III, 
that is, manufacturing milk. However, owing to the restrictive measures 
. of the codperatives and the sanitation authorities, prices have been 
raised appreciably. The distributors’ margins have remained unaffected, 
and the full incidence of federal regulation seems to have been on the 
consumers’ pocketbook. 


* Economic Standards of Government Price Control, monog. no. 29, Pts. 2 and 4. 
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All the five milk regulating states investigated in this study—Cali- 
fornia, Indiana, New York, Oregon, and Wisconsin—set minimum 
prices to the farmer on Class I and Class IT milk, and in some markets 
in some of these states, on the other classes as well. None sets maximum 
prices. All states fix the resale price to the consumer, evidently to avoid 
impairment of the price structure set for the producer; but New York 
abandoned this policy in 1937. In all states, especially in California, 
attention is given, in varying degrees, to cost calculations. In California 
the objective is to establish a differential between fluid and manufac- 
turing milk commensurate with the difference in costs in preparing the 
two types of product; but in the other four states the principal goal 
is to enlarge farmers’ incomes. In three of these states there is some 
control of entry, and one of these three, Oregon, has formulated a 
definite scheme of restricting output. In most of these states, notably 
Indiana and New York, procedure relies on bargaining between pro- 
ducers and distributors with assistance from the public official; and 
in all of them, except California, objectives and standards are vaguely 
expressed in such terms as “fair price,” “orderly marketing,” “reason- 
able profits.” The available evidence indicates that state control has 
resulted in advanced prices to the farmers; but there is precarious 
evidence regarding distributors’ margins. After a consideration of the 
various aspects of a transfer of income from one group of persons to 
another, the conclusion is reached that raising milk prices to the farmer 
failed to contribute to general recovery. 

The petroleum industry. The consistent theme running through the 
extended investigations of the petroleum industry? is the power and 
practices of the twenty large integrated companies, commonly referred 
to as the major companies, and the sad plight of the independents. 
Little is to be found on price and production structures. 

The production of crude oil exemplifies alike the difficulties of un- 
restrained rivalry and the inadequacies of partial planning. For nearly 
a decade and a half after the First World War periodic overproduc- 
tion, price wars, waste, and violent fluctuations in costs and earnings 
characterized this field, where entry is free and investment and the 
scale of operations small. The situation was aggravated by the law of 
capture and the disregard of underground oil for the legalities of the 
surface boundaries of ownership. In response to the demands for con- 
servation and the “stabilization” of the industry various states adopted 
proration laws, restricting the production of crude with some regard to 


» Hearings, Pts. 14-17, 14A, 15A, 17A, Petroleum Industry; Control of the Petroleum 
Industry by Major Oil Companies, monog. no, 39; Review and Criticism on Behalf of 
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an estimated demand. These attempts at planned production have 
been haphazard and of varying degrees of earnestness, and the com- 
plaints from the small independents have been numerous. An obvious 
difficulty rests on the fact that the amount of oil demanded is a func- 
tion of the price, and price, even in a wayward industry like oil, de- 
pends at least partly on cost, which in turn is governed by the amount 
produced by an entrepreneur: this amount is determined by the quota, 
but the quota is fixed by the estimated demand. The planner’s lot is not 
a happy one. 

The production of crude is to this day a blend of competition and 
monopoly. Many independents prospect, discover wells and operate 
them; *° but much of their land is leased by the major companies. The 
majors produce one-half of their crude, and they buy from the inde- 
pendents more than they need for refining, selling the excess from time 
to time in order to influence the market.** A small group of large buy- 
ers, they confront the many independent sellers with a price set by a 
leader or by explicit agreement. Nevertheless the price for crude has 
not been inflexible; during the period between 1926 and 1933, Cali- ` 
fornia crude had 19 changes in price, Kansas crude had 45, and 
Pennsylvania crude had 60. During a period of relatively great eco- 
nomic activity, 1926 to April 1929, the corresponding frequencies of 
price changes were 7, 18 and 24. However, between 1934-38, prices 
seem to have been very rigid.“ 

In the movement of crude to the refinery and of gasoline to the 
consuming markets the pipe line is essential; and since transportation 
by rail is twice as expensive, the majors, who own the pipe lines, have 
monopoly power over the independent shipper. The independent is 
compelled to sell his crude to a few buyers; or to ship over the pipe 
lines at a profit to their owners; or to build refineries near the oil fields 
and operate on a small scale and away from the consuming centers.“ 
From the refinery the gasoline is moved, in tank cars and tankers, by 
refiner and jobber, to the bulk station, and from there it is distributed 
to retailers. The independent refiners without retail outlets sell the 
gasoline at prices based upon those posted in the trade journals: this 
is the spot market, sensitive, fluctuating and subject to manipulation. 
Independents and jobbers who ship the products over pipe lines are 
subject to a multiple basing point system, under which the rail rate is 


Hearings, Pt. 17, Petroleum Industry, p. 9934. 
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up. See Hearings, Pt. 14A, Petroleum Industry, pp. 7714-15. 
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“ Ibid., pp. 7106, 7224, 7338, 7352, 7367-70, 7373, 7376, 7581-6. 
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charged to destination.“ There is evidence that the majors exert pres- 
sure on the railroads to adjust the rates unfavorably to competitors.” 

The retailing of gasoline expresses the same type of monopolistic 
competition as is apt to be observed in any other occupation repre- 
senting differentiation of service, free entry, little requisite experience, 
and small scale investment. The difference between the properties of 
many of the gasoline brands are hardly outstanding, yet the brands 
are intensely. advertised as unique creations, and each brand seeks in- 
dividual outlets.“ Most of the gasoline stations—85 per cent of them** 
—-and therefore most of the dealers are controlled by the majors, either 
as employees or under the lease system known as the Iowa plan. In 
either case the sale of competitive brands is discouraged by subsidies 
and penalties.“ The sequel is that there are too many gasoline stations, 
too many of them are of needlessly expensive architecture, too many 
operate under capacity, and the expense of retailing as well as the price 
to the consumer are too high.*° 

There is evidence of retail price setting by the majors, by collusion 
or price leadership.” It seems that at least one retailers’ trade associa- 
tion is far from rising above similar practices; and there have been 
examples of outright agreements, by majors and independents alike, 
to fix wholesale and retail prices.” A local price war may develop 
owing to one or more of such circumstances as the following. A new 
gasoline station may decide to lure customers with a low price. A 
seller of unbranded gas may start cutting the price. An ambitious 
dealer may attempt to make money by larger sales at a reduced price. 
A rumor may get around that a neighboring station is making secret 
price concessions to customers. A company agent may drop the remark 
to a lessee that his gallonage is below what it should be because he is 
not sufficiently competitive, and the lessee, fearing the cancellation of 

* Ibid., pp. 7269-70; Hearings, Pt. 14A, Petroleum Industry, pp. 8123-45; Hearings, 
Pt. 17, Petroleum Industry, p. 9817. 


* Hearings, Pt. 15, Petroleum Industry, pp. 8315-23; Hearings, Pt. 16, Petroleum Indus- 
try, pp. 9068-9125. 

* There is a general practice among the majors to exchange gasoline, and instances are 
not wanting in which the purchased gasoline was sold as the purchaser’s brand, See Hear- 
ings, Pt. 16, Petroleum Industry, pp. 9141 ff.; Hearings, Pt. 17, Petroleum Industry, pp. 
9864-9926; Hearings, Pt. 15, Petroleum Industry, p. 8409. Cf. ibid., pp. 8409-10, 

8 Hearings, Pt. 15A, Petroleum Industry, p. 8735. 

“Hearings, Pt. 15, Petroleum Industry, pp. 8471-75; Hearings, Pt. 15A, Petroleum 
Industry, pp. 8731-90; Hearings, Pt. 16, Petroleum Industry, pp. 9171 f., 9212. 

© See Hearings, Pt. 15, Petroleum Industry, pp. 8678-81, for the views of a company 
official. 

Hearings, Pt. 16, Petroleum Industry, pp. 9047, 9055. 


© Ibid., pp. 9040 f., 9307-10; Competition and Monopoly in American Industry, monog. 
no. 21, pp. 136, 251, 
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the lease, strives to raise his sales.” During the period between 1926 
and 1933, gasoline prices were, by every measure, definitely flexible.°** 
According to the testimony of representatives of the industry, the retail 
price of gasoline between 1923 and 1937 showed a downward trend 
and was consistently below the B.L.S. index.” However, the earnings of 
24 companies in the industry rose by 47 per cent in 1937 over 1923, 
while the income in all manufacturing industries advanced by 8.8 per 
cent, and the national income by 4.1 per cent.” . 

In evaluating data on price and earnings it is well to remember that, 
except when the station attendant is explicitly an employee of a com- 
pany, the incidence of price reductions in gasoline is at least in part 
on the leasing dealer. Further, while all the marketing phases, from 
the refinery to the consumer (with the station dealer as an employee of 
a company), are frequently unremunerative to the majors, what mat- 
ters to them is the net earnings on the integrated operations as a whole, 
and such earnings have made a good record.” 

The iron and steel industry. The best study of price and production 
policy in any of the T.N.E.C. surveys is connected with the examina- 
tion of the iron and steel industry. Prior to the Hearings, the U. S. 
Steel Corporation prepared a number of important analyses, under the- 
direction of Dr. T. O. Yntema, dealing primarily with demand and cost 
phases of steel and defending the basing point system.” In their turn 
the experts for the committee subjected many of these studies to a 
searching criticism.” There is room only for a sketch of some of these 
studies, but not for comments on the testimony of business men at the 
Hearings, which was, however, scarcely different in tenor from the 
testimony at the Hearings on the other industries. 

On the demand for steel two studies presented by the U. S. Steel 


= Cf. Hearings, Pt. 15, Petroleum Industry, pp. 8422, 8433-39, 
™ Price Behavior and Business Policy, monog. no. 1, pp. 178, 166. 
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Corporation are of special importance. One study examines the demand 
for steel in the major steel consuming industries.“ The cost of steel 
used in making the products concerned constitutes 10 per cent of the 
price of automobiles; from 3.4 per cent to 13.9 per cent of the retail 
price of canned goods; 5 per cent of the value of transportation serv- 
ice; 4 per cent of the cost of a frame house; and 30 per cent of the 
cost of a steel bridge. The average proportion of the cost of steel to 
the price of the finished product is taken to be 10 per cent. Thus a 
10 per cent reduction in the price of steel will be translated into a 
1 per cent reduction in the price of the finished product. The elasticity 
of the demand for these finished products, of which steel is a com- 
ponent, is “possibly less than 1 or 2.” Accordingly, a 10 per cent re- 
duction in the price of steel will reduce the price of the product by 
1 per cent and raise the sale of the product, and the consumption of 
steel, roughly by only one or 2 per cent: the demand for steel is very 
inelastic. 

The second study explores the elasticity of the demand for steel on 
the basis of a series of steel data for 1919-38. The purpose is to 
correlate respectively production, shipment, and bookings of steel with 
such factors as the price of steel, general industrial activity, consumers’ 
incomes, and industrial profits,* in order to test the relative strength 
of the impulses behind the demand for steel. The analysis is abstruse, 
with adjustments necessitated at each step and with assumptions and 
hypotheses erected upon assumptions and hypotheses. The final con- 
clusion is that general industrial production, industrial profits and con- 
sumers’ incomes exercise a primary influence on variations in the 
amount of steel sold, but that the price of steel is a minor factor; and 
that the elasticity of the demand for steel is only 0.3 or 0.4.© 

Another study looks into the relation between output and costs, and 
subjects to econometric analysis the cost and output data of the 
U. S. Steel Corporation and its subsidiaries for 1927-38. To eliminate 
the influence on variation in costs of other factors than output, the 
total costs of each year were adjusted to the levels of prices of ma- 
terials, wages, interest rates, taxes, and pensions prevailing in 1938; 
and since the corporation produces numerous different products, they 
were all reduced, by a scheme of weighting, to a homogeneous tonnage 
- for each year. The scatter diagram for these annual adjusted costs and 

“ Hearings, Pt. 26, Iron and Steel Industry, p. 13589; and Exhibits nos. 1413-1415, ibid., 
pp. 13981-14016. 

® Ibid., pp. 13592-93. 

& Ibid., pp. 13594, 13928, 

“ Ibid., pp. 13594, 13921-22. 

& Ibid., p. 13927. — 
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outputs is fitted by a straight line sloping to the left. This line points 
to results contrary to common understanding of the relative magnitudes 
of the fixed and variable costs of producing steel. The fixed costs are 
found to be only 182.1 million dollars a year, while the variable costs 
are as high as $55.73 per ton and are, moreover, constant per ton for 
a production capacity ranging from 18 to 90 per cent.® 

The implication of these studies is clear: a reduction in the price 
of steel during a recession would serve little purpose except inflicting 
on the firm considerable losses. Specifically, even if the elasticity of the 
demand for steel is assumed to be unity, a 10 per cent reduction from 
the 1938 price of steel would occasion a loss of 43 million dollars, and 
would require a 48.8 per cent rise in production for the producer to 
break even.” 

These studies have been criticized at each step by the experts for the 
committee,” but only a few points can be mentioned here. It was 
pointed out that the price elasticity of steel has been found low on the 
assumption that the other conditions are constant. But the increased 
steel output stimulated by a reduction in the price, especially if the 
reduction is substantial, would, by its impact on investment, employ- 
ment, and income, encourage alike general business activity and the 
demand for steel, thus rendering this demand much more elastic. It 
was also indicated that a general revival of business is bound to arrive 
when several durable goods industries cut their prices simultaneously; 
that the use of annual data and weighted tonnage, covering up the 
varying characteristics of the individual products, tends to minimize 
the elasticity of demand; and that the elasticity cannot be assumed to 
be constant for the period under study since it varies with the size of 
the price reduction, with the phase of the business cycle, and with the 
expectations of profits.” These criticisms have point, but it is doubtful 
that a price reduction in the steel industry alone can have a control- 


°° Tbid., pp. 13595, 14034, 14051, 14065. 
& Tbid., pp. 13598, 13602-04, 14064-66. 
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T. O. Yntema. 
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ling effect on industrial activity. Also, a concerted price cut by several 
durable goods industries is apt to provide a strong stimulus indeed, 
-but the suggestion is aay a valid criticism of the corporation’s 
argument. 

More incisive are the criticisms of the cost-volume studies.” It is 
pointed out, among other things, that the income statements of the 
corporation for 1927-38 are not adapted to the purposes of a cost- 
output investigation; that the period is too short and, in the critical 
area on the scatter diagram, there are too few points to fit a reliable 
line of regression; that the fit on this scatter diagram may properly 
be curvilinear, pointing to higher fixed costs and lower variable costs; 
that the adjustment of the data is questionable here and there; that 
the weighted tonnage is a precarious concept although the technique 
employed is unimpeachable; that the costs of production are high on 
account of the possible inefficiency of the oversized corporation; and 
that the corporation may not typify the industry as a whole with re- 
gard to fixed and variable costs. 

Doubt is imported from still another quarter. A careful study was 
made of the relation between.the size of a shipment and the magnitude 
of price concessions in the steel industry, based on ample data for 
February 1939, supplied by the industry in response to a special 
questionnaire.” It is revealed that the price concessions mount strik- 
ingly with the size of the shipment.” Steel production in February 
1939 was nearly 55 per cent of capacity, and at such capacity the 
proportion, in the U. S. Steel Corporation, of fixed costs to total costs 
is 25 per cent. Since according to the corporation studies variable 
costs are constant and in this instance they amount to 75 per cent of 
total costs, it seems doubtful that, to get large orders, the industry 
could afford to diminish mill nets by one-half or more per ton—pro- 
vided we emulate the corporation and imply that its costs are typical 
of the industry and that 1938 cost conditions argue for those of Febru- 
ary 1939. According to this study, more plausible would be the ex- 
planation that variable costs are not constant, but decline as orders ' 
and output rise.” 

In general, it is easy to agree with Dr. Isador Lubin when he re- 
marked at the end of the Hearings on the corporation studies that “the 
same job might have been done by somebody -equally well with a 


™ See footnote 68 above. 

"° Price Discrimination in Steel, monog. no. 41. 
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different set of assumptions and different set of methods and gotten 
entirely different results.’ 

There is lastly the controversy over the basing point system, as warm 
and as indecisive as ever.” There is no intention here to join the lists, 
but a few remarks may not be out of place. The attitudes of the cor- 
poration and the Federal Trade Commission are a study in contrasts. 
The corporation pamphlet perceives noncompetitive conditions in the 
industry, but denies monopolistic practices. The Federal Trade Com- 
mission perceives monopolistic practices, but ignores the underlying 
“noncompetitive conditions in the industry. 

The corporation pamphlet makes much play of the idea that pure 
competition”? is an abstraction not exemplified in the world of actual- 
ity, implying that the departure of steel from this abstraction is a 
normal occurrence in industry. The pamphlet does not recognize that, 
since the essence of pure competition is a price without an ingredient 
of monopoly, and since, equally, any such price situation is tantamount 
to pure competition, departures from pure competition betoken a degree 
of monopoly power.” The pamphlet consistently insists that the basing 
point system is the expression of competition, and nowhere is there 
mention of a trace of monopoly in the industry. In other words, pure 
competition is an abstraction, and yet the steel industry, denying the 
taint of monopoly, is the embodiment of the abstraction. The pamphlet, 
moreover, considers identical delivered prices as an index of competi- 
tion. Identity of prices, however, may be associated with duopoly, 
oligopoly, price leadership, nonprice competition, collusion or pure 
competition. Only a scrutiny of the conditions producing the identity 
will reveal the substratum of competition or monopoly. 

The claim is made, further, that the basing point system is the 
natural outgrowth of the unique circumstances describing the industry. 
This claim is inadequate if it means that, without collusion, the con- 
ditions of the industry prompted each steel firm to the basing point 
system as we know it; just as oligopolists may be induced independently 
to charge a monopoly price. The claim can at best imply that the basing 
point system is not the child of the desire of wayward people to be 
antisocial, but is rather, at least in part, an adjustment to a difficult 
situation. Analysis and recorded facts unite to suggest that the basing 
point system could not have emerged and could not endure without 
monopoly elements somewhere in the situation.*° 


8 Hearings, Pt. 26, Iron and Steel Industry, p. 13715. 

€ The Basing Point Problem, monog. no. 42. 
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On the other hand, the insistence of the Federal Trade Commission 
on making the steel industry competitive by substituting mill base 
quotations for the basing point system forgets that the proposal, failing 
to eradicate the underlying features of the industry which engender 
monopoly, merely seeks to establish the semblance of competition 
without achieving the substance of it. It is evident that the steel indus- 
try is dominated by a few large corporations. It will not be possible to 
prevent those gatherings for “merriment and diversion” of which Adam 
Smith complains and at which high f.o.b mill prices can be set. Even 
without meetings, price leadership or the regard of each seller for the 
price and production reactions of the other sellers is calculated to insti- 
tute monopolistic mill prices. Under competition only mill base prices 
govern; but not every situation in which mill base prices govern is 
competitive. 

Other industries. Some attention was given at the Hearings to the 
beryllium® and liquor** industries, with emphasis on patents, the habit- 
ual practices of leading concerns, collusive price setting, and, in the case 
of liquor, the multitude of brands. There is also a monograph? sum- 
marizing an older investigation by the Federal Trade Commission of 
the natural gas industry, including natural gas pipe lines, with a few 
pages on aspects of inquiries by the commission into the agricultural 
implement and motor vehicle industries. This monograph, of rather 
poor composition, has little of arresting importance on price and pro- 
duction. 


III —Retail Distribution 


The position of the consumer. Obviously it was not the intention of 
the investigations to prepare a treatise on retailing, but scattered 
throughout the studies we meet problems belonging in this feld. There 
is a volume of Hearings™* on the plight of the consumer confused by the 
stress on brands and makes, by the tinselled catchwords and grandiose 
sales promotions. 

The story is familiar. He is confronted in the city of Milwaukee with 
dozens of brands of canned milk, 142 brands of coffee, 95 brands of 
tomato juice, 225 brands of canned peas, 107 brands of peanut butter.® 
Tomato juice, according to another consumer witness, presented itself 
in one store in 21 different containers, 11 brands of varying sizes and 


3 Hearings, Pt. 5, Monopolistic Practices in Industries; Development of the Beryllium 
Industry. 
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t 


46 THE AMERICAN ECONOMIC REVIEW 


volumes, and 15 different prices.8* How to translate the diversity of 
quantity, quality and service into comparative price equivalence, for 
a rational choice, is a problem of calculus defying the knowledge and 
patience of the average consumer. Even simple products like salt and 
sugar come packaged, branded and advertised so that choice by price 
alone is precluded. 

Brands and price are inadequate guides. German silver has no silver 
in it, and French ivory is not ivory. Like the Holy Roman Empire to 
Lord Bryce, French linen is neither French nor linen. “Beaverette” 
means rabbit skin.” The Bureau of Agricultural Economics tested 
samples of brands of canned fruits and vegetables; and the more 
specimens of a given brand were tested, the greater was the variation 
in the grades of quality. Different brands or types of apparel, tires, 
bedding, drugs or desks are of identical quality but sell at different 
prices.” Higher priced milk has been found to be no better than lower 
priced milk; and better goods sell at lower prices than inferior goods. 
The consumer is victimized by false certificates and testimonials, by 
spurious experts and foundations, and by publications alleging that ad- 
vertisements in them are trustworthy.” How representative such ex- 
amples are of business practices it is hard to tell. Witnesses and writers 
are prone to cite outstanding cases; and the investigations under con- 
sideration probably do not give a balanced picture. . 

Proper buying demands calculation and experimentation. Large busi- 
ness concerns and institutions like hospitals and universities employ 
expert buyers. But a major proportion of the world’s buying for the 
consumer’s utility is done by the housewife, who, as Professor Wesley 
Mitchell once remarked, “is not selected for her efficiency as a manager, 
is not dismissed for inefficiency, and has small chance of extending her 
sway over other households if she proved capable.” A large monograph 
is devoted to the problem,” but the emphasis falls on providing an 
exhaustive inventory of the organization and activities of government 
and private agencies for testing products, procuring their own needs, 
and directly or indirectly helping the consumer. There is insufficient 
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integration and evaluation of what is being done for the wayfaring . 
consumer by private agencies, by general education, and by the Federal 
Trade Commission, and there is a somewhat inadequate analysis of 
what remains to be done for a greater accomplishment. Recommenda- 
tions run in the following terms: an investigation of the agencies which 
rate commodities; a study of the effects of resale price maintenance 
legislation; standardization and labeling of goods; and a government 
agency of consumer service.” 

Chain stores, In his monograph on the food industries Dr. A. C. 
Hoffman summarizes various studies on food chains. Several investiga- 
tions confirm the view that chain prices in food are distinctly below 
those in independent stores although this does not necessarily hold of 
each particular article. Individual chain stores are allowed to depart 
from the set rules pertaining to mark-ups, for the purpose of meeting 
local conditions, and a price war may be initiated to crowd out an 
independent. The emphasis Is commonly on price appeal; but there 
are instances of nonprice competition in the form of advertising and 
impressive buildings. Prices are flexible, more so in staple goods than 
in specialties. 

The Federal Trade Commission charges that chain mass buyers 
browbeat the sellers and small processors into unwarranted price con- 
cessions and allowances; that they employ the “loss leader” device; and 
that they pay lower wages than independents do. Dr. Hoffman stresses, 
and quite properly, such factors as the superior efficiency of manage- 
ment in chain stores, division of labor and specialization of functions, 
large scale buying and selling, the integration of wholesaling and re- 
tailing, and the employment of modern methods generally, all contribut- 
ing to greater productivity and lower costs. He disposes of the low wage 
argument by indicating that the sample on which it is based is alike 
small and unrepresentative.” 

The question whether prices and margins in retailing in general are 
competitive receives considerable discussion, and the conclusion is that 
the retail trade is competitive. Dr. Wilcox” offers several lines of evi- 
dence in favor of this thesis: the large number of retail units in relation 
to the population in cities large and small; the very small size of trading 
establishments, although there is a degree of concentration; the com- 
petition of mail order houses, chains, department stores, independent 

° Hearings, Pt. 8, Problems of the Consumer, p. 3454; Consumer Standards, monog. 
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retailers, consumers’ codperatives, etc.; free entry, in view of the small 
requirements of capital and experience; unusually low earnings for 
the trade as a whole, although the large corporations reveal high earn- 
ings; and a high rate of mortality. 

The evidence is impressive, but a caution or two may be pertinent. 
The presence of large numbers is deceptive. Retailing is uniquely a 
matter of local markets, and local markets may be noncompetitive, as 
Dr. Wilcox realizes when he states, on another page,” that the presence 
of many sellers locally or nationally, “affords no guarantee that active 
competition will prevail.” Retailing exemplifies differentiation of prod- 
uct with free entry, overinvestment and undercapacity, yielding a mo- 
nopoly price without, however, a monopoly profit. Further, the low 
earnings of the trade as a whole may reflect, at least partly, inefficiency, 
old-time methods, and small scale operations translated into low 
productivity and high costs of rendering the service.” 

Dr. Hoffman argues similarly and more extensively to the effect that 
food chains are competitive concerns. Among the several indicia of 
monopoly which he examines is the consideration that the sales of the 
chains constitute a smaller percentage of total sales for the country 
than is true with regard to concentration in manufacturing industries.” 
It may be observed, however, that inasmuch as there are many villages 
in the country without food chains, the small percentage is an under- 
estimation: it would rise if the total sales included only those in places 
where chain stores operate. Moreover, percentages of totals for the 
country are at times misleading. We saw in connection with the milk 
industry that, while the two leading distributors together controlled a 
very small percentage of the total, various large cities were subject to 
oligopolies. The same situation pertains to other products.*” It is note- 
worthy, too, that in food retailing, as in retailing generally, the fre- 
quently meager pursed, inexperienced tradesman can hardly meet the 
chain store prices. Between the costs of the chain stores and the prices 
charged by the independents there is an area within which the chain 
store In given localities can exercise a degree of price policy. Stated 
otherwise, the product and price of the chain store do not encounter in 
the product and price of the independent a very close substitute. This 
remark also applies to Dr. Wilcox’s and Dr. Hoffman’s™ stress on ease 
of entry: the inefficient small newcomer is hardly an effective competi- 
tive threat to the chain. 
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One may demur as well to Dr. Hoffman’s criterion of profits.*° The 
profits of the five largest food chains have been unusually high—over 
25 per cent on the investment (including long-term debts) in 1926, 
and declining to over 11 per cent in 1934-36. The full weight of Dr. 
Hoffman’s contention falls on the consideration that, as the chains grew 
in percentage of the country’s business, their rate of profit steadily 
declined. To him this fact suggests that “exorbitant chain-store profits 
must have some other explanation” than monopoly. There may be some 
other explanation, but the inevitability of the deduction may be ques- 
tioned. One might suggest that under the pressure of investigations, 
public opinion, and antichain legislation the chains may have been 
induced to moderate the exploitation of their monopoly advantage. One 
would also have to be certain that there had been no overcapitalization, 
no profit concealment, and no change in other effective circumstances. 
The question relating to the degree of competition or monopoly in food 
chains awaits further study. 

The drug trade. A careful statistical Investigation is presented of 
retail prices in the drug trade, comprising drugs, toiletries and sun- 
dries. In this sphere nonprice competition dominates the picture, 
and the consumer is so much in the dark about the utilities of the 
articles that a price considerably below the customary level arouses his 
suspicion regarding their quality. A chain store offered its own brand 
of aspirin at 19 cents for a hundred tablets whereas the prices of the 
best known brands varied from 59 to 75 cents. The public bought very — 
little of the chain store product; but when the price was raised to 49 
cents the volume of sales expanded greatly (p. 351). In this trade 
products identical in all essential regards command widely different 
prices, frequently out of all relation to cost of manufacture; and there 
are fluctuating deviations from the list prices among the stores. As is to 
be expected, small independent druggists in outlying districts charge 
higher prices for well-known advertised goods than large and con- 
veniently located units. 

The drug trade is preéminently subject to the resale price controls 
which have recently swept over the country, and there is impressive 
evidence that, but for the “fair trade” laws, the consumer would enjoy 
lower prices. After the Supreme Court decision in December 1936, up- 
holding the constitutionality of resale price maintenance laws, many 
prices began to exhibit alike a narrower dispersion among stores and 
a higher average. Although many an independent drug store matches 
the prices of chain stores, the chain prices of nationally advertised 
merchandise commonly rank lower, even where price maintenance ap- 


1 Thid., p. 96. 
13 Price Behavior and Business Policy, monog. no. 1, Pt. 3. 
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plies, although after the appearance of price maintenance Jaws price 
cutting by chains diminished perceptibly. As one would expect, the price 
range of widely advertised brands exceeds the prices of less known 
private brands or of unbranded goods of the same quality, but the 
magnitude of the differentials is often striking indeed (pp. 369-71, 80). 
With the expansion of “fair trade” legislation some of the large dis- 
tributors, like department stores in New York City, began to advertise 
the savings to the consumer purchasing private brands. -There is also 
evidence, however, that some large units, content with the substantial 
margins of price-maintained products, lost the incentive to push their 
own brands. 

Price-lines, There is finally an interesting account of an infrequently 
mentioned type of nonprice competition, price-lines.°* In women’s 
apparel, radios, vacuum cleaners, refrigerators and other goods, the 
quotations of different companies cluster about definite prices, sanc- 
tioned by custom, with arbitrary intervals in the series. Thus the prices 
of a certain type of girdle will run at $2.95, $2.98, $3.39, $3.50, $3.59, 
$3.95, and so on, with the greatest frequency of sales at $3.50 and $5.00. 
Sellers will quote the same prices, but will compete in style, material and 
workmanship. Some manufacturers of women’s dresses will specialize 
as a $10.75 house or a $14.75 house. Even in a depression, unless there 
is a great shake-up, the price-lines hold firm, and better material and 
craftsmanship are put into the article; or else, when possible, the size 
is increased. 


IV—Concluding Observations 


As far as the T.N.E.C. investigations relate to price and production 
policy, it may be said that, aside from new data here and there and 
an occasionally interesting viewpoint and aside from the testimony by 
experts, especially on the construction and steel industries, the Hearings 
are verbose, repetitive, and descriptive; and that the monographs, while 
containing much fresh statistical exploration, are in the main bent on 
summary rather than analysis. The ratio of ore to metal is high.” 
None the less the cumulative effect of the panorama of problems pre- 
sented on the numerous pages is bound to stimulate generalizations 
and questions which will doubtless vary with the reader. The present 
reader ventures the following observations. 

One, the traditional belief that self-interest begets competition does 


1 bid., pp. 70-75, 102-03, 242-51, 382-84. 

7 These remarks are far from predicting a career of limited usefulness for the T.N.E.C. 
publications. On the contrary, one may be confident that for years to come scholar and 
layman alike will turn to this rich storehouse of information, which bids fair to outrank 
the Report of the Industrial Commission. 
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not seem to accord with actuality. Self-interest seeks the maximization 
of revenue, and this often implies what Adam Smith called the mo- 
nopolizing spirit. Competition is not the life of trade; and when cir- 
cumstances permit monopoly advantage is sought even by the small 
manufacturer, the village store keeper, and the man in overalls. Mo- 
nopoly is not the unique sin of big business; nor is it the peculiar at- 
tribute of modern days. 

Two, competition does not always typify a smooth adjustment by 
rhythmic oscillations toward a beneficent equilibrium. The experience 
in agriculture, crude oil, and fluid milk seems to suggest that competi- 
tion may be associated with disorder and distress. To avoid the pains of 
adjustment, there must be mobility of resources; that is, pure competi- 
tion must also be perfect competition. Competition, however, postulates 
many sellers, and where many people are involved varieties of obstacles 
are likely to present themselves to their mobility. Thus competition 
is not apt to be perfect, and, instead of symbolizing ready adjustment, 
may offer painful economic (and political) problems before a transition 
has been made. 

Three, various sectors of our economy exemplify the sort of mo- 
nopolistic competition that offers the buyers good alternatives in price 
and quality and, accordingly, approximate competition closely enough 
for practical purposes so that an attempt to make the approximation 
closer, by social policy, may not be worth the effort. 

Four, we need to explore more categories of markets. The classifica- 
tion of pure competition, product differentiation, and oligopoly is su- 
perior to the old dualism of competition and monopoly. Nevertheless, 
the diversity of market situations seems to demand a more extended 
classification and analysis of basic market patterns. 

Five, with the dominance of advertising, salesmanship, and ha 
differentiation generally, consumer utility becomes a concept more 
puzzling than before. Economics teaches that consumer utility governs 
the optimum allocation of resources, under competition. But when 
consumers’ choices are largely governed by advertising producers, the 
maximization of utility assumes a new complexion, and the tenet that 
the consumer is the ultimate sovereign over the producer’s moves may 
need revision. If we decide to accept consumer choices as primary 
economic data without regard to the antecedent utility calculations, the 
query arises as to what constitutes the aim of an economy, what it seeks 
to maximize, and what is the paramount criterion by which we can 
judge one economic system as against another. The PPPI of utility 
is pivotal and cannot be eliminated. 

Six, the insistence on establishing competition in various sections of 
our economy may often face a dilemma. If the advantages of large size 
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are.to be achieved, many industries will be dominated by small num- 
bers. If the industry is atomized into many firms, the result may be 
the inefficiency of small size compounded with the possible disorder of 
competition, if the product is homogeneous. If the product is differen- 
tiated, the presence of many firms may symbolize overinvestment, un- 
dercapacity, and a high price although without a monopoly profit. 

seven, we need to reformulate our attitude to public policy with 
regard to price and production. The nineteenth century accepted laissez- 
faire. In the first quarter of the present century many seemed to be 
content with the antitrust laws, if properly enforced. Then came the new 
formulations of the theory of competition and monopoly. Where do we 
stand now? 


Lawrence College 


SAVINGS AND INVESTMENT: PROFITS VS. PROSPERITY? 


By MOSES ABRAMOVITZ 


Introduction 


The investigations of the Temporary National Economic Committee 
are a momentous work. They are the product of a mood of deep despair 
over both the justice and the efficiency of our economic arrangements. 
The information compiled in the Hearings and monographs, though 
much of it is neither new nor even improved, is a telling indictment 
in its general effect. There can be little doubt that, in the hands of a 
powerful party representing the interests of workers and farmers, this ` 
official portrait of our economy would be a powerful, perhaps decisive, 
political instrument of reform. Even in the confused political organiza- 
tion of this country it would not, in times of peace, have been without 
effect. It is clear, however, that the committee completed its work 
at a time when the country is particularly unready to use it. In the 
circumstances, it is perhaps not merely excusable but even desirable 
to treat it, not as the political document which it was meant to be, but 
as a set of academic materials, to ask what information it contributes 
to our knowledge of the economy, what general policies seem implicit 
in the analysis of the monographs and the testimony of the witnesses, 
and how well these policies fit the problems of the economy as these 
are now best conceived. 

The particular aspects of these problems to which this essay directs 
itself are those especially connected with our current processes of saving 
and investment. And on these points, as no doubt on others, it is not 
an easy job considered from the point of view of scientific advance to 
reap the fruits of all the labor. Witnesses naturally considered their 
function to be that of elucidating the simpler facts in the simplest style. 
Analysis is often distorted to-avoid difficulty. Suggestions of policy are 
left implicit to avoid prejudicing the authority of factual testimony. 
While the authors of the monographs felt somewhat freer to deal with 
the complexities of their subjects, their status in the civil service en- 
joined a still more cautious approach to policy. The final recommenda- 
tions of the committee are hardly consistent with the scope of the 
testimony taken or the problems raised. 

All this is, no doubt, inherent in the political process of which these 
materials are a by-product. From the point of view of their contribu- 
tions to our knowledge, a narrow review of what was said and written, 
of what should have been treated but was not, would be not only ex- 
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hausting but also unprofitable. It is better to emphasize the contribu- 
tions and forget about the failings. 

From this point of view some organization is necessary. The most 
convenient standpoint from which to take departure is the Keynesian 
convention: Income == Consumption -+ Investment. Our problems 
then are: What factors determine the levels of consumption and invest- 
ment? These problems are broad enough to include all that is relevant 
in our materials and are, in fact, the point of view from which the 
relevant monographs and testimony proceed. The character of our 
materials also makes it convenient to divide the factors bearing on in- 
vestment into two classes, those dealing with the “rate of interest” (for 
which we ought to read: “all matters affecting the cost of financing’), 
and all other conditions determining the attractiveness of investment. 

One further bit of cross-classification seems necessary. Our interest 
runs toward two aspects of national income, its level and its fluctuations. 
We wish to raise the level and to increase its stability. We would not 
wish to accomplish our desires in one direction at too great a cost in 
the other. And, of course, these two aspects of national income are in- 
timately connected causally. In particular, the risks attendant on in- 
stability tend to reduce the general attractiveness of investment and 
thus the general level of national income. Thus, attempts to attain a 
higher level of income at the expense of stability may defeat their own 
purpose; and, contrariwise, measures which promote stability and do 
not directly prejudice the level of income are likely to act to raise it 
because they reduce the risks attendant on investment. 

From an analytical standpoint, moreover, there is a strong tendency 
—too often exemplified in the T.N.E.C. materials—to infer the charac- 
teristics attendant upon certain long-run levels of income from data in- 
herently cyclical in character. One cannot judge with any accuracy 
how much more people tend to save or invest during a decade when 
the national income stands at an average level of 87 billion dollars 
than when it stands at 43 billion dollars by comparing 1929 with 
1932. All these considerations urge the necessity of keeping the two 
problems in mind, both in their divergences and in their parallelisms. 
., Throughout the essay, therefore, we shall ask what the conditions under 
review portend not only for the level of activity but also for its 
stability. 


I. The Relation between Income and Savings 


From the point of view of maintaining a national income of satis- 
factory size, studies must ask: how much will the community desire 
to save when the national income is high? The critical statistic is the 
average propensity to consume. From the point of view of the stability 
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of Income, one wants to know how sensitive is expenditure to a change 
in income. The question is: How much less will people spend if their 
income falls by a dollar? The critical statistic is the marginal propensity 
to consume. These two characteristics of the relation between income 
and savings are fundamentally distinct and independent. 

A community which is able to obtain a high income because its desire 
to spend at such a level of income is very strong is not necessarily an 
economy which will resist the impact of forces making for reduced in- 
come flows. If the community tends to save but a small amount, but 
to cling tenaciously to that volume of savings, its rate of expenditure 
will in fact be very sensitive to reductions in income. It is essential, 
therefore, to deal with the two problems separately. 


1. The Level of Income and the Level o f Savings 


Our interest centers In two questions: How much is the community 
likely to try to save at high levels of income; and why does it try to 
save so much? The first question was of major concern to Professor 
Hansen’ and to Dr. Currie? in their testimony and to Dr. Altman’ in 
his monograph. All these witnesses used Dr. Kuznets’s well-known 
estimates of national income and capital formation as the basis of their 
observations. The witnesses were naturally at a disadvantage for lack of 
data running over more than the last two decades, years marked by an 
unparalleled depression which carried income down to levels involving 
negative saving. For lack of better materials, recourse was had to an- 
nual comparisons and conclusions were necessarily limited to pointing 
out the general order of magnitude of savings associated with levels of 
national income which furnished “reasonably full” employment. ‘Thus, 
Professor Hansen used an average of the years 1923-29* and Dr. Currie, 
an average of the years 1923-28° to indicate the level of savings asso- 
ciated with high prosperity. In the period, gross savings amounted to 
about 19 per cent of gross national income. While the witnesses. ventured 
no definite predictions, they thought it worth while to hold out this 
ratio'as a useful basis for calculating the rate of saving likely to ac- 
company satisfactorily high levels of nation] income in the future. 


The witnesses make it clear, however, that factors other than the size 


1 Investigation of Concentration of Economic Power, Hearings before the Temporary 
National Economic Committee, 76th Cong., ist sess, May, 1939, on Pub. Res. 113 
(75th Cong.). Pt. 9, Savings and Investment (Washington, Supt. Does: 1940), pp. 3500 f. 

? Ibid., pp. 3536 f. 

30. L. Altman, Saving, Investment, and National Income, T.N.E.C, monog. no. 37 
(Washington, Supt. Docs., 1941). ` 

1 Hearings, Pt. 9, Savings and Investment, p. 3498. 

€ Ibid., p. 3537. : 
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of the national income have an important bearing on the rate of saving. 
Indeed, it is these other factors which provide the community with its 
opportunity for control. Without developing their analysis systemat- 
ically, they nevertheless point out that our communal propensity to 
save is likely to vary directly with the degree of inequality in the dis- 
tribution of income, the amount of profits earned by business, and the 
percentage of such profits retained by enterprises, and, inversely, with 
the size of capital gains, the weight of taxation, and the degree to which 
taxes are borne by the relatively rich. 

Oscar Altman’ uses the familiar materials of the National Resources 
Committee study, Consumer Expenditures in the United States 1935- 
36, to emphasize the importance of inequality in income distribution. 
The showing of the committee’s data on the relation between the income 
and savings of American consumers at various income levels is striking. 
_In the year studied it appears that the 59 per cent of our families earn- 
ing less than $1,250 spent more than they earned while the 2.3 per cent 
of our families earning over $5,000 saved 79 per cent of the 6 billion 
dollars saved in that year by individuals. Families having incomes be- 
tween $5,000 and $10,000 saved, on the average, 30 per cent of their 
income. But families earning over $20,000, who were less than .3 per 
cent of all families, saved 50 per cent of their income and accounted for 
nearly 40 per cent of the total saved by individuals. The average in- 
come of all families in the same year was almost exactly $1,500. A 
rough estimate of the saving which would have been done by individuals 
if all families had received this average income is 1.8 billion dollars.’ 
The actual saving apparently effected came to 5.9 billion dollars. 

Adolph J. Goldenthal® attempted to estimate the aggregate income 
earned by the most fortunate one per cent of income receivers. His 
figures included capital gains and losses in income. But a rearrangement 
of his data by Dr. Altman’ provides us with figures excluding capital 
gains and reveals that the highest one per cent of income recipients 
recelved 13 per cent of total individual incomes on the average during 
the years 1918-37. Moreover, the percentage of income earned by 
this highest income bracket was remarkably stable, varying between 
11.6 per cent in 1920 and 14.3 per cent in 1928.*° 


° Saving, Investment, and National Income, monog. no. 37, pp. 16-17. 

T Calculated by the present writer by applying to the total income of all families, as 
determined by the Consumer Expenditure Study, the average percentage of income 
saved by the two income groups, $1,250-$1,500 and $1,500-$1,750. 

8 Concentration and Composition of Individual Incomes, 1918-1937, monog, no. 4. 

? Saving, Investment, and National Income, monog. no. 37, p. 18. 

1 These percentages are probably an underestimate of the share of the highest one per 
cent of income receivers. Mr. Goldenthal was unable to estimate the total income received 
by individuals with the highest economic incomes. His dependence upon Treasury materials 
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Mr. Goldenthal also presents extremely interesting information on 
the sources of inequality in the distribution of incomes. He finds that, 
while compensation for personal services accounted for 83 per cent of 
all income received by individuals, and income from property for but 17 
per cent during the years 1931 to 1935, the highest one per cent of all 
income receivers secured 49 per cent of their income because of their 
ownership of property and earned only 51 per cent by “personal serv- 
ice,” a category which is taken to include the total earnings of the 
owners of unincorporated concerns. Thirty-seven per cent of all in- 
come from property during these years went to the highest one per 
cent of income receivers. Of greatest importance in accounting for the 
property income of this richest group is its dividend roll. Some 60 per 
cent of all its income from property came to this topmost income 
bracket in the form of corporate dividends; and this group received 
an even higher proportion of all dividends than of property income as a 
whole: 63 per cent against 37 per cent. 

Dividends then play a notable part in giving the members of our 
highest income bracket the disproportionate share of our total income 
which they receive. But dividends are even more important in account- 
ing for differences of income within this sparsely populated region. 
Martin Taitel* provides the figures for all federal income taxpayers, as 
shown in Table I. 


forced him instead to estimate the total incomes of the one per cent of income receivers 
who obtained the highest statutory net incomes, Statutory net income differs from a 
more relevant definition of income by including capital gains and losses and by excluding 
contributions, certain taxes paid, tax exempt interest on government securities, and cer- 
tain other minor items, Hence, it is clear, as Mr. Goldenthal points out, that “the pro- 
portion of total economic income received by individuals with the highest statutory 
net incomes would obviously be somewhat less than the proportion of total economic 
income received by those with the highest economic income.” 


* The years 1932 and 1933 are omitted from the data. Capital gains were excluded from 
total income and income from property by the present writer. Savings of individual en- 
trepreneurs and of partnerships not withdrawn from their businesses are included by 
Mr. Goldenthal in individual incomes. The figures presented in the text are based on 
Table 10, p. 37, and Table 12, p. 39, of Mr. Goldenthal’s monograph (no. 4, Concentration 
and Composition of Individual Incomes, 1918-1937). 

A possible distortion of the shares of total income accounted for by personal services and 
property respectively in different income brackets may possibly inhere in the fact that, in 
Mr. Goldenthal’s classification, entrepreneurial incomes are considered to be a return to 
personal services alone. It seems unlikely, however, that this can be of great importance. 
Figures presented by Mr, Goldenthal (zbid., p. 48) make it clear that entrepreneurial incomes 
accounted for less than 20 per cent of total income for both income recipients earning 
more than $5,000 and those earning less than $5,000 and that the shares of total income 
accounted for by entrepreneurial earnings in the two groups did not differ by more than 
two percentage points in any of the four years, 1926, 1929, 1932 and 1935, for which 
data are presented. Moreover, only part of the total earnings of entrepreneurs can be 
attributed to their capital investments, 


2 Profits, Productive Activities and New Investment, monog. no. 12, p. 53. 
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Perhaps the most significant information in the table appears in the 
last column: These data indicate that even at the lower levels of tax- 
payers’ incomes, substantial portions of the difference between the 
average incomes of successively higher brackets are due to differences 
in the amount of dividends received. Above the $50,000 level over one- 
half of the difference is attributable to dividends, and this ratio be- 
comes even higher as incomes rise. Figures for 1932 and 1929 exhibited 
similar characteristics. 


TABLE J—APPROXIMATE RELATION BETWEEN Gross INCOME AND 
DIVIDEND RECEIPTs: 1936 





Difference between successive 


Dividend receipts average gross incomes 
Average —-—$— $$ 
gross income ; Percentage 
Approximate Percentage of ‘Amount accounted for by 
average gress income dividend receipts 
$ 2,400 $ 125 5.2 — — 

5,000 551 11.0 $ 2,589 16.5 
10,000 1,825 18.3 5,000 255 
25,000 7,843 31.4 15,000 40.1 
50,000 20,306 40.6 25,000 49.9 

100,000 49 , 402 49.4 50,000 58.2 
150,000 79,997 53.3 50,000 61.2 
300,000 181,984 60.7 150,000 68.0 
500,000 328,915 65.8 200,000 13:9 
1,000,000 704,117 70.4 500,000 75.0 


The rich, however, are not rich because of the direct yield of their 
property alone. As much of their income comes to them in the form of 
salaries and fees (31 per cent) as comes in the form of dividends (30 
per cent).** In 1929, when the average income receiver earned about 
$1,150 in the form of wages and salaries, the comparable figure for the 
highest one per cent of our income receivers was $6,859. In 1931 the 
comparable figures were $864 and $6,130. One would, however, be in- 
genuous Indeed, if one thought of the “earned” income of the rich as 
substantially independent of their property income. The “pickings” as 
well as the profits of property are great. The relatively small group of 
men who receive the highest property incomes also control our corpora- 
tions. When corporations make profits and furnish these men dividends, 
they also furnish a fund which makes possible the compensation of 
executives at high salaries, the payment of bonuses and the like. In- 
deed, the same thing is probably true if the corporations are merely 

* The figures apply to the average of the years 1919-35, 1932 and 1933 being excluded. 


The calculations are based on Concentration and Composition of Individual Incomes, 
monog. no. 4, Tables 10 and 12. 
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big, even if unprofitable. Big and, more especially, profitable corpora- 
tions can afford to pay extremely high fees for the services of fashion- 
able and, no doubt, somewhat more skilled attorneys, accountants, and 
consulting engineers. Rich individuals can afford to pay their attorneys 
and physicians in the same liberal fashion. Finally, one may add that 
property income means the education and, even more, the connection 
and entrée which qualify individuals for the more lucrative positions in 
the economy. All this, of course, is not meant to belittle the real impor- 
tance of sheer ability. 

It is clear that the magnitude of property earnings, more especially 
of profits, is a critical determinant of the volume of individual savings. 
Profits, however, affect the savings of the community at still another 
point. When business makes profits it usually retains part of these net 
earnings either to finance its own purchases of capital goods or to in- 
crease its liquid assets. Dr. Altman used the Department of Commerce 
estimates of gross savings by nonfinancial enterprises and Dr. Kuznets’s 
estimates of gross capital formation to indicate that, in two periods of 
relatively high income and high savings, 1925-29 and 1935-39, gross 
savings of business averaged 36 per cent and 35 per cent, respectively, 
of aggregate gross capital formation.** 

Dr. Kuznets’s recently published study of national income provides 
us with a convenient gauge of the importance of the net savings of 
business.“ During the prosperous period 1919-28, incorporated and un- 
incorporated business together accounted for more than 19 per cent of 
the net savings of the community. In the highly prosperous year 1929, 
the figure was 26 per cent. In the relatively depressed period, 1929-38, 
when corporate net earnings alone dropped to an average of 2.3 billion 
dollars a year from 4.9 billions in the earlier period, business enterprises 
dissaved at the rate of 2.3 billion dollars a year. Even in the relatively 
prosperous year 1937, when the community saved 6.4 billion dollars, 
business enterprises dissaved one billion dollars. 

It is not easy from these figures to arrive at any definite impression 
of how important business savings are likely to be during the years of 
high prosperity. The latter twenties were quite exceptionally profitable 
years; even the payment of unprecedentedly high dividends did not 
prevent corporations from adding substantial amounts to surplus. The 
thirties, on the other hand, included the country’s deepest depression. 
Moreover, when recovery came,.profits failed to rise to anything like 
pre-depression levels. In 1937, the best of these years, net profits of 
corporations before taxes were not higher than in 1922 when our na- 


“ Saving, Investment, and National Income, monog. no. 37, p. 15. 


5 National Income and Its Composition 1919-1938 (New York, Nat. Bur. of Econ. Re- 
search, 1941), Table 39,- "P: 276. 
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tional income was some 14 per cent smaller.*® In addition, the short-lived 
but effective federal undistributed profits tax’? probably forced the 
distribution of a considerable volume of corporate dividends which 
would otherwise have been retained. On balance, therefore, it seems a 
fair guess that future boom periods will see substantial savings by 
business enterprises, perhaps of the order of magnitude which charac- 
terized the twenties. 

There is some question, however, about the accuracy with which the 
depreciation and depletion allowances actually charged by business 
truly measure the investments required to maintain capital intact. 
Professor Hansen”? argues that a much smaller amount of replacement 
expenditures than the amounts actually charged to depreciation may be 
sufficient to maintain the productivity of the total capital stock. If this 
were so, the effective net savings of business required to be absorbed 
by investment intended to expand output would be considerably larger 
than the figures cited in the text above. 

In support of his views Professor Hansen cites the fact that depre- 
clation allowances are, in the ordinary course, used to provide im- 
proved machinery operated by more efficient techniques. Against this 
view one might stress the importance of the obsolescence which ac- 
companies technological advance. The difficulty at bottom is a con- 
ceptual one. A useful definition of the amount of investment required 
to maintain capital intact may be quite different in an analysis of 
money flows and in other conceivable problems. One way out of these 
conceptual difficulties is to conceive of the savings-investment problem 
in gross terms alone. On this basis, of course, the importance of business 
savings is unquestionable. 

Still another unresolved problem connected with business savings 
concerns the net reduction in the communal propensity to consume 
which might be effected by forcing a larger distribution of business 
profits. Although great stress was laid in both the testimony and mono- 
graphs” upon the extent to which retention of earnings of business 
added to the savings of the community, no attempts were made to in- 
dicate what the net effect upon the community’s saving was likely to 
be if earnings were distributed in greater volume. 

The logic of the situation is, of course, such as to leave no doubt that, 


* Ibid., Table 37, p. 269. 

"Some notion of the effect of the undistributed profits tax on the net savings of cor- 
porations may be gleaned from the fact that corporations dissaved 700 million dollars 
more in 1937 than in 1938 when the tax was reduced to nominal levels, although cor- 
porate profits fell from 3.5 billion dollars in 1937 to 2.8 billion dollars in 1938. Ibid., 
table 22, p. 216. 

* Hearings, Pt. 9, Savings and Investment, p. 3510. 

17 See especially the testimony of Oscar Altman, ibid., pp. 3669-3702, 
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other things being equal, a reduction in business savings is likely to re- 
duce the total savings of the community. The individuals to whom the 
profits of business are distributed are unlikely to save anything like the 
entire amount. This would be true even though the very rich secure 
most of the profits distributed. Still, a quantitative expression of the 
probable net reduction in savings is vital; for it is clear that if business 
is forced in somewhat greater measure to finance itself via the security 
markets, this constitutes some bar to investment. Unless the reduction 
of savings is greater than the probable reduction of investment, a more 
liberal distribution of profits would be of no benefit. 

Paul Samuelson’s study of this problem led him to estimate that a 
reduction of business savings of $1.00 was likely to cause individ- 
uals to increase their savings by about 20 cents.”° 


TABLE II—NaTIONAL INCOME AND Savines, 1919~28, 1929-383 
l (All figures in billions of 1929 dollars) 


Annual average 


Classification 
1919-28 1929-38 
INatOnALINCOMEs <2 5c gen ciiacena niles See snincinsmne heer 68.6 71.1 
Aggregate payments to individuals, excluding entrepreneu- 

Fld Savins csacowasnieesceeees Wiwat tess ETA 65.4 74.3 
Savings by individuals ¢ i.sc-25 ee eve kaw euawies cede cue aen 3.4 8 
Saviogs DY DUSINESS date vadoutd.cuuensatante ders eaesoued 2.3 —3.2 
Total private SAVINGS. pesoni seuda Sed AT G ea 5.7 1.6 


® From National Income 1919-1938 by Simon Kuznets, Occasional paper no. 2, National 
Bureau of Economic Research. 


Somewhat less formal use of national income figures yields much the 
same impression. The figures below are abstracted from a recent paper 
by Simon Kuznets. 

Although the national income in constant dollars was larger in the 
second decade than it was in the first, savings of individuals and busi- 
ness together were much smaller. The entire decline in savings is ac- 
counted for by the dissaving of business. A reduction of business 
savings of 6.4 billion dollars was accompanied by a reduction of total 
private savings of nearly as much (5 billion dollars). This occurred 
in spite of the fact that individual savings undoubtedly increased be- 
tween the first decade and the second for reasons other than the decline 
in business savings. Although the share of income going to the richest 


See his note in Professor Hansen’s Fiscal Policy and Business Cycles, pp. 250-60, Dr. 
Samuelson is skeptical about the value of these figures because of the high correlation 
between business savings and aggregate income payments to individuals. 
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section of the population was about the same in both decades,” aggre- 
gate income payments to individuals increased by about 14 per cent. 
Capital gains, which probably induce individuals to spend a larger 
proportion of their incomes than they otherwise would, fell from an 
annual average figure of 1,700 million dollars in the first decade to only 
81 million dollars in the second decade, a comparison which probably 
greatly understates the decline.” The comparison, in sum, constitutes 
a rather telling bit of evidence in favor of the notion that a decline of 
business savings is likely to lead to a rather large comparative decline 
in total savings, other things being equal. 

The last important component of savings is that done by govern- 
ments. Dr. Altman indicates that during the prosperous period, 1925- 
29, governments accounted for 10 per cent of gross savings. On a net 
basis the share of governments’ savings is considerably larger—22 per 
cent.” These figures emphasize the margin of control largely at the 
discretion of governments. Prosperous years in the future need not be 
characterized by such a large volume of investment as has marked 
them in the past, provided that a more enlightened control of fiscal 
policy prevails. 

While inequality in the distribution of income is perhaps the most 
important cause of one great volume of individual savings, the distribu- 
tion of income is particularly subject to modification through the 
medium of taxation. From this point of view, the character of our tax 


3 After deduction of federal income taxes, income receivers falling in the highest 
one per cent of the income distribution apparently obtained 12.2 per cent of all income 
received in the decade 1919-28. In the second decade the same group obtained 12.6 per 
cent of all income received by individuals. 

The figures for this computation were derived in the following manner: 

1. Income payments excluding capital gains but before income taxes, from S. Kuznets, 
National Income 1919-1938 (Occasional paper no. 2, Nat. Bur. Econ, Research), Table 
1p T 

2. Incomes of the highest one per cent including capital gains and before taxes, from 
Concentration and Composition of Individual Incomes, monog. no, 4, Table 12, p. 39. 

3. Capital gains of the highest one per cent, loc. cit., except 1937, which was estimated 
by the present writer by applying the ratio of capital gains realized by the highest one 
per cent in 1936 to total capital gains in 1936 to Mr. Goldenthal’s estimate of total 
capital gains in 1937, (1bid., Table 10, p. 37.) 

4. Federal income taxes paid in foto and by the highest one per cent, ibid., Table 
A-6, p. 98. 

Inability to estimate the realized capital gains of individuals in 1931, 1932, and 1938 
made it necessary to exclude these years from the second decade. 


” The figures are computed from Concentration and Composition of Individual Incomes, 
monograph No. 4, Table 10, p. 37. The average for the second decade does not include 
the years 1931 and 1932, when it seems likely that capital losses were large, and 1938, 
when the capital gains, if any, were probably small. Changes in the income tax law make 
the figures for 1935, 1936, and 1937 understate the amount of capital gains to some 
degree, a fact which counterbalances to some extent the effect of the years omitted. 


2 Kuznets, National Income and Its Composition, Table 39, p. 276. 
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system is a critical determinant of our tendency to save. This is the 
subject of a particularly bold and suggestive monograph by Gerhard 
Colm and Helen Tarasov.** Working on a problem for which the 
materials are poor even as economic data go, the authors were yet 
courageous enough to attempt to approximate answers to relevant ques- 
tions and not merely to those questions to which relatively accurate 
answers could be made. They attempt, in fact, to trace as accurately as 
poor material.and the nature of the problem allow the incidence of all 
federal, state and local taxation upon the members of the various income 
sizé groups for the fiscal year 1939. 

A preliminary allocation of taxes into two groups—those which are 
directly levied on consumption or may be presumed to be shifted to 
consumers, and those personal taxes which may be presumed to be paid 
by persons on whom they are levied—yields the highly interesting 
estimate that over 70 per cent of the total tax revenue in 1938-39 fell 
on consumption, while only 30 per cent took the form of personal levies 
which could not be shifted to others.” State and local taxation are, as 
is well known, more culpable in this respect than federal taxation, and it 
appears from Dr. Colm and Miss Tarasov’s figures that over 85 per 
cent of state and local taxes are finally borne by consumers. 

With all the caution required by their problem,” the authors present 
the following figures on the percentage which taxes are of income for 
various income groups. 

It is apparent that whatever elements of progression existed in our 
pre-war tax system were found in the federal tax system alone, and 
even federal taxes only begin to be seriously progressive above the 
$10,000 income level. From the point of view of distributive justice, the 
reform of the American tax system still has far to go. It is clear, too, 
that progress in this direction will involve substantial inroads upon the 
volume of savings. Although Dr. Colm and Miss Tarasov do not ven- 
ture estimates of the effect of an increase in the progressiveness of our 
tax system upon the volume of saving, their material was clearly 
organized to be relevant to that problem. This question will be discussed 
at some length in a later section of this paper. 

4 Who Pays the Taxes? monog. no. 3. 


** This calculation is based on figures pieced together from various tables of Who 
Pays the Taxes? monog. no. 3. Following Dr. Colm and Miss Tarasov, taxes which are 
presumed to fall on consumers include employers’ contributions to social security taxes, 
though these may well fall on labor, and taxes on all real estate improvements. Cor- 
poration income, excess profits, and stock taxes are assumed to fall on the income or 
equity of corporate shareholders and are, therefore, included among the nonshiftable per- 
sonal taxes. 


2 Tt seemed impossible in a paper of this character even to begin to summarize the 
difficulties of estimation encountered by the authors in arriving at their final tables. In- 
terested readers are referred to Dr. Colm and Miss Tarasov’s own concise presentation. 
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From this review of the determinants of saving, the magnitude of 
profits emerges as of critical importance. When profits are large, busi- 
ness retains a substantial part of its net earnings, and these retained 
net earnings constitute a considerable part of all our savings. The 
dividends which business pays go in great part to the rich and form a 
substantial portion of their total income. And since the rich tend to 
save a very large portion of their incomes, dividends account-for a 
much larger percentage of the community’s savings than they do of the 
community’s income. Finally, profits probably are the basis of a con- 


TABLE TTI—Taxes AS A PERCENTAGE OF CONSUMER INCOME: 1938-39 


Taxes as percentage of income 


Savings as 
Income classes percentage of ' 

Federal A ~ Total income 

I Under $ 500 7.9 14.0 21.9 —24.3 
Ir $ 500- 1,000 6.6 11.4 18.0 — 2.0 
Ill 1,000- 1,500 6.4 10.9 17.3 5.2 
IV 1,500- 2,000 6.6 11.2 17.8 5.8 
V 2,000- 3,000 6.4 11.1 17.5 9.6 
VI 3,000- 5,000 7.0 10.6 17.6 16.8 
VIE 5,000-10,000 8.4 9.5 17.9 28,4 
VIII = 10,000-15,000 14.9 10.6 25.5 32.3 
TX  15,000~20,000 19.8 11.9 31.7 32.3 
X 20,000 and over 27.2 10.6 37.8 38.3 
Total 9.2 | 11.0 20.2 11.4 


siderable portion of the nondividend receipts of the rich. By providing 
a surplus fund at the discretion of business directors, profits make 
possible the payment of extremely high salaries and bonuses to cor- 
porate officials and fees to the accountants, attorneys, and engineers 
who serve big business. As the source of a large part of the personal 
incomes of the rich, profits play the same rôle in making possible the 
incomes of the better paid physicians, attorneys and architects who 
serve rich individuals. 

Martin Taitel provides us with figures which allow us to secure some 
summary impression of the importance of profits in accounting for 
communal savings. He estimates, for a number of years between 1920 
and 1937, the amount of savings effected out of corporate dividends 
by dividend receivers with incomes of more than five thousand 1935-36 
dollars. His method involves the distribution of dividend payments 
by the income levels of the recipients and the use of the National 
Resources Committee 1935-36 estimates of the percentages of income 
saved at various income levels to estimate the amounts of dividends 
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saved.” Since savings out of dividends received by individuals with 
incomes of less than $5,000 were neglected, there can be little doubt 
that Mr. Taitel’s figures do not exaggerate savings from this source. 
To these estimates we have only to add the sums saved by incorporated 
and unincorporated business to secure estimates of total savings from 
profits. For this purpose the present writer has utilized Dr. Kuznets’s 
recent estimates of these magnitudes.”? 

' Table IV presents estimates of savings from profits for four pros- 
perous years, together with related information. 


TABLE [V—ESTIMATES OF PROFITS AND OF SAVINGS FROM PROFITS 
(In billions of dollars) 


Classification g 1925 1929 1936 1937 
1. Savings from dividends®...............000000 1.4 2.0 1.1 1.2 
2. Retained earnings of corporations®............. 0.8 1.5 | —0.7 | —1.4 
3. Entrepreneurial savings®..................006- 1.6 1.1 1.2 0.4 
A. Total savings from profits (Lines 1+2+-3)...... 3.8 4.6 1.6 0.2 
5. Total saving nekan A beater 9.3 10.0 5.4 6.4 
6. Percentage: savings from profits divided by total 
SAVINGE i cared osows re er ee 41.0 46.0 29.6 31 
1- Dividends ruei ee heehee Loewe A ERE 4,4, 6.3 4.8 4.9 
8. Total “profits” (Lines 2+3-+-7) .........00008- 6.8 8.9 5.3 3.9 
9. National income®........ccnccrcccsucsscscces 76.0 87.2 62.9 70.5 
10. Percentage: total profits divided by national in- 
COMIC oN adie Sy tw i daeotemenes artes eases 8.9 10.2 8.4 525 


® Profits, Productive Activities and New Investment, monog. no. 12, Table 14, p. 63. 
b Kuznets, National Income and Its Composition 1919-1938, Table 39, p. 276. 

o Ibid., Table 70, p. 348. 

a Ibid. Table 1, p. 137. 


The figures above provide a striking illustration of the importance of 
profits in accounting for savings. Although profits form no more than 
10 per cent of the national income in any of the years shown, they were 
apparently responsible for as much as 46 per cent of our total savings.?° 
In 1937 the reverse is true, but the circumstances serve to emphasize 
the importance of the magnitude of profits in accounting for savings. In 


" See Profits, Productive Activities and New Investment, monog. no, 12, chap. 6, sec. C, 
and chap. 7 for a detailed description of Mr. Taitel’s methods. 


= Mr. Taitel’s own estimates of retained earnings were discarded because they were 
not adjusted to eliminate revaluations of assets. 


* The estimates’ of total profits shown in Table IV possibly underestimate somewhat 
the magnitude which is relevant to our problem. Our estimate includes corporate dividends 
and the retained earnings of incorporated and unincorporated business. It does not include 
that part of entrepreneurial withdrawals which are properly profits. Consequently, our 
comparison of the difference between the proportion of national income and the propor- 
tion of savings accounted for by profits somewhat overstates the case. 
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that year, corporations maintained their dividends at the 1936 level 
although their profits fell by 15 per cent. The same condition must 
have been true of unincorporated business, judging from the reduction 
in entrepreneurial savings. As a result, business as a whole dissaved 
one billion dollars and savings from dividends failed to make up for this 
high rate of business dissaving. 

The moral may be underscored by noting that, when profits change, 
a very large proportion of the change is likely to go intg or come out 
of savings. If we total, without regard to’sign, the three changes in 
profits between the four years shown in Table IV, we find that the 
sum, 7.1 billion dollars, is associated with changes in savings from 
profits which total 4.2 billion dollars. The associated changes in total 
savings were only 6.3 billion dollars. 

All this is information of great interest. But its bearing upon our 
problem is less close than may at first appear. We are interested in 
estimating how much investment is likely to be necessary in order to 
maintain income at a high level. The figures we have reviewed tell us 
how large was the volume of savings when income stood temporarily 
at a cyclical peak. For various reasons the amount saved out of a given 
income produced at a cyclical peak is likely to be quite different from 
the amount the community is likely to save from the same income if 
this national dividend can be sustained for some time. 

One important factor probably operates to make the propensity to 
_ Save smaller at cyclical peaks than in the long run. During a business 
boom capital gains are apt to be large and to encourage people to spend 
more from a given income than they would otherwise be inclined to do. 
Another factor working in the same direction is the use of consumer 
credit. While their incomes are increasing people are inclined to add 
to their present consumption by anticipating future income. But if 
income is stabilized, the volume of consumer credit outstanding may 
also be expected to stop rising, other things being equal. 

Other possibly more important factors work in the opposite direction. 
They serve to indicate that the savings associated with high incomes, 
if the latter are maintained, will be smaller than is suggested by the 
figures we have reviewed. It seems plausible to suppose that consump- 
tion standards lag behind income. It takes time for people of given 
earnings to discover the opportunities which larger incomes afford, 
' time to rearrange their situations to make full use of these opportuni- 
ties, and time for the conventions of the group to impose their sway 
upon the recalcitrant. But possibly more important than any of these - 
considerations is the fact that the profits earned in the production of a 
high level of income are likely to become smaller the longer that level 
of income is maintained. Profits are high at cyclical peaks in good part 
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because a high level of income has been reached only a short time after 
the community had known a low level. Except in cases where competi- 
tion is virtually absent and entrance to an industry barred, the rivalry 
of existing firms and the entrance of new firms should lead to sufficient 
plant expansions to cause a substantial reduction in the volume of 
profits. Moreover, of the profits which are earned, business is less likely 
to retain so large a fraction since the urgency to provide reserves for a 
coming depression is reduced. 

One can only speculate about the relative importance of these factors 
and about the possibility that other factors equally cogent have been 
overlooked. It is clear, however, that we know little as yet about the 
volume of investment required to maintain a given level of national 
income. 


2. Changes in Income and Changes in Savings 


Although the work here under review is based upon statistical ma- 
terials which represent observations of a period marked by violent 
cyclical changes and although the data used were reported at relatively 
frequent intervals (annually), attention was almost entirely directed to 
the level of savings associated with high income. Beyond cursory re- 
marks about the possibility that savings are likely to increase more 
rapidly than income as the country emerges from a deep depression,*° 
no attention was given to the sensitivity of savings to changes in in- 
come. Material of the sort we have reviewed, however, is able to cast 
some light upon this problem. 

For example, Rollin Bennett, working with Harold Barger’s quar- 
terly estimates of income and consumption in constant prices for the 
years 1921 to 1938, found that a $1.00 increase of Income was ac- 
companied on the average by an increase of savings of approximately 
37 cents. Paul Samuelson” presented estimates of the same sort based 
upon annual data in constant prices adjusted for changes in population. 
He found that a $1.00 increase of national income was accompanied 
by increased savings of 46 cents on the average. 


% Compare the testimony of Lauchlin Currie, Hearings, Pt. 9, Savings and Investment, 
p. 3537. ; 


“The Significance of International Transactions in the National Income,” Studies 
in Income and Wealth, Vol. 4 (New York, Nat. Bur. of Econ. Research, 1941), Mr. 
Barger’s estimates on which these calculations were based will appear in a forthcoming 
publication of the National Bureau of Economic Research. Believing that the corporate 
profits which influence consumer expenditures are probably profits as reported rather 
than as adjusted for capital gains, Mr. Bennett used income figures before revaluation 
of assets, 

"See, Hansen, op. cit., p. 253. Dr. Samuelson used Dr. Kuznets’s data as presented in 
National Income and Capital Formation, from 1921 to 1935 and estimates of the Na- 
tional Resources Planning Board from 1936 to 1939. 
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These results indicate a very high degree of sensitivity of savings to 
changes in income. Conversely, they indicate that, so far as our savings 
habits go, the forces making for stability of income are very strong.” 
This source of resistance to cyclical fluctuations, however, appears to 
depend to a much greater extent upon the reaction of business savings 
to a change in national income than upon the responses of individuals. 

The present writer has estimated that business savings accounted 
for 38 per cent of the changes in net savings between peaks and 
troughs and troughs and peaks of business cycles between 1919 and 
1938, while private savings accounted for but 26 per cent. The balance 
of the changes in savings was due to the action of governments.** The 
difference in the sensitivity of these various components of savings to 
changes in national income is emphasized by the fact that the average 
annual savings of business over the period as a whole was virtually zero 
‘while individuals saved, on the average, 4.2 billion dollars a year and 
. governments about 700 million dollars. 
` Paul Samuelson” has attempted a more elaborate estimate of the 
same magnitudes with even more striking results. He studied the rela- 
‘tion between consumption and aggregate income payments to indi- 
viduals by years between 1921 and 1935% and found that, on the aver- 
age, virtually the whole of every dollar of incremental income tended to 
be spent. The entire increase of savings associated with increases of 
income tended to take the form of business or governmental savings. 
The relation between total business savings and the national income 
produced yielded an extremely high marginal propensity to save—49 
cents out of every $1.00 increase of income. 

Dr. Samuelson considered that some part of the high degree of 
sensitivity of individual consumption to increases of individual income 
was due to business savings. Individuals may fail to increase their sav- 
ings in part because business does it for them. He therefore attempted 
to discover the relation between consumption and aggregate income 
payments to individuals after allowing for changes in business savings. 
His results, presented with great diffidence because of the high degree 


33 The results of still other estimates of the propensity to save in the United States 
are summarized in Colin Clark’s The Conditions of Economic Progress, Four different 
methods yielded results ranging from 30 to 33 cents of savings with each dollar of 
income increase, figures somewhat lower than those cited in the text. 

* These figures are based upon Dr. Kuznets’s estimates of savings as presented i in Wa- 
tional Income and Its Composition 1919-1938, Table 39, p. 276. The reference dates 
of the National Bureau of Economic Research were used to mark peaks and troughs of 
business cycles. 

3 See Hansen, op. cit., pp. J f. 

3 Again Dr. Samuelson’s figures were drawn from S. Kuznets, National Income and 
Capital Formation. They are corrected for changes in the cost of living and in population. 
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of intercorrelation among the factors, indicated that if business savings 
did not vary from their level in 1929, individuals would raise their 
savings by about 19 cents when their incomes increased by $1.00. 
An increase of enterprise savings of $1.00 increases consumption by 
23 cents.” 

If these calculations are anywhere near the mark, then it would 
appear that a large part of such resistance to cyclical changes as is found 
in our economy consists in the fluctuation of business savings. The real 
objection to undistributed profits taxation may be found less in the 
fact that it constitutes a hindrance to the financing of small business 
than in the fact that it would tend to increase the violence of cyclical 
fluctuations. 


Il, The Inducement to Investment 


The factors which determine the volume of investment can be ' 
grouped into two classes: those bearing on the profitability of invest- 
ment, and those influencing the costs of securing the necessary re- 
sources. This section will deal with the first of these groups. 

The testimony of Professor Hansen and Dr. Currie included statis- - 
tical material and analysis relevant to the problem of stimulating a 
greater rate of investment.” Dr. Altman’s monograph bore in part on 
the same question. Our review of the materials and analyses they 
offered properly starts with a statement of the country’s position as they 
saw it at the time they testified and wrote. 

Our recent record in the production of national income, they pointed 
out, has not been as good as it was in the past. Whether we calculate 
national income upon a net basis or a gross basis, in current values or — 
in constant values, its level in 1937—-the most recent pre-war peak 
year—fell short of its level in 1929. Since our population was larger in 
1937 than in 1929, the drop in income per capita was even greater. 
Moreover, unemployment was probably far more serious in 1937 than 
in 1929 though here, of course, statistics are notoriously poor. 

This decline in national income was associated with, and in a sig- 
nificant sense no doubt caused by, a far larger decline in the rate of 
capital formation. While net national income in 1929 prices dropped 
7.2 per cent between 1929 and 1937, net capital formation declined 

Presumably the circumstances under which a hypothetical reduction of business 
Savings occurs would have some bearing upon the results. A decline of business savings 
which reflects a reduction of profits and implies, at a given level of income produced, 
an increase in the amount distributed as costs of production would be likely to have 


a different effect upon consumption than would the same reduction if caused by an 
increase in profits distributed. 


"8 Hearings, Pt. 9, Savings and Investment. 
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nearly 37 per cent.” On a gross basis national income fell 5.6 per cent, 
while capital formation decreased 10.3 per cent. 

Professor Hansen and Dr. Currie undertook a statistical analysis of 
the sources of this decline of investment. Dr. Currie’s breakdown of ` 
his estimates of “income producing expenditures which offset saving,” 
a slightly modified version of the gross investment magnitude, is most 
convenient for this purpose. Table V provides the gist of his findings. 


TABLE V-~LAUCHLIN CURRIE’s ESTIMATES OF INCOME PRODUCING 
EXPENDITURES THAT OFFSET SAVING, 1929 Anp 19374 


(In millions of current dollars) 


Type of Expenditure 1929 1937 one 
Ls. PMU PEE E A E cad E E EE 4,365 2,175 — 2,190 
2 -MOQWIDMCUt eea e ports a ENE 5,680 5,341 — 349 
3: Private MOUSIN Gyan esis copter a ekar eave ae 2,810 1,450 — 1,360 
4. Change in inventories.......... 0c cece eee eee eee 2,146 3,072 926 
5. Foreign Balances su i towc dts ae nada reciebin ned 447 —24 — 471 
6. Change in consumer credit.........0. 0.00.0 arrana 987 891 — 96 
7. Non-profit construction..............0.c cece eens 568 190 — 378 
Total business and private construction............ 17,003 13,095 — 3,908 
Total business and private construction excluding 
venton eeren vce Mul ar wen elses eesad 14,857 10,023 —4 834 
8. Government: federal. scicaceuw eons ceskecen ends —235 1,092 1,327 
9. Government: state and local.................0.-. 928 —291 -1,219 
Total: all governments. ............ cece reece eee 693 801 108 





2 Figures for items 4, 5, 6 are taken from Dr. Currie’s revised estimates, Hearings, Pt. 9, 
Savings and Investment, p. 4122. His earlier unrevised figures are taken from various tables, 
ibid., pp. 4011-14, in order to make use of a more detailed breakdown there available. 


It is clear that the great changes in the volume of investment oc- 
curred outside of the governmental sphere. The increase in the net con- 
tribution of the federal government was virtually offset by the decline 
in the net contribution of state and local governments. Within the 
private sphere the gross decline came to nearly 4 billion dollars and the 
decline is even more striking if we exclude from our calculations the 
investment represented by the accumulation of inventories which was 
very large in both years but nearly a billion dollars larger in 1937 than 
in 1929. The decline in private investment excluding inventories 
amounted to 4:8 billion dollars. The bulk of this decline is easily traced. 
If we add together the declines in the items that represent construction 
of one sort or another, that is, plant, private housing and nonprofit 
construction, the sum is 3.9 billion dollars, which is some 81 per cent 


TI use here the latest figures of Kuznets, National Income and Its Composition 1919- 
1938, chap. 4. 


3 
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of the total decline. The volume of construction of both plants and resi- 
dences was only half as large in 1937 as it was in 1929. The decline in 
equipment expenditures was small by comparison, less than one half a 
billion dollars and not nearly so generally dispersed throughout the 
economy. If allowance were made for price changes, the volume of 
equipment expenditures may actually have been higher in 1937 than ` 
in 1929, 

Professor Hansen’s and Dr. Currie’s presentations of these materials 
constitute a valuable contribution to our knowledge of recent business 
history. Specialists, no doubt, will dispute points of detail. The major 
lesson of the figures certainly will stand. There was a great decline in 
investment. The decline centered in construction of industrial plant 
and private housing. Serious controversy begins with attempts at inter- 
pretation, 

To the present writer three lines of explanation suggest themselves. 
The ‘first would stress the importance of particular circumstances 
peculiar to various segments of the field and to the period in question. 
Thus, one may point out that building construction follows long cycles 
which vary in duration from fifteen to twenty years. Residential con- 
struction which reached a peak in 1925 would, then, not be expected, 
in the ordinary course, to see another year of high boom before, say, 
1940 or perhaps later. Industrial construction which turned down later 
than residential building would be expected to reach its next high point 
at a still later date. Moreover, the growth of the power of labor unions 
and of trade associations which took place after 1933 may well have 
placed special obstacles in the way of investment in a field notoriously 
ridden by monopoly in the supply of labor and materials. Investment in 
railroad plant and equipment was hindered by unwieldy financial struc- 
tures and bankruptcies which were the heritage of the great depres- 
sion.“ The decline in the favorable net foreign balance (nearly half a 
billion dollars) was due in some part to the recency of our unfortunate 
experience with foreign lending in the twenties and in some part to the 
“peculiar” difficulties in international affairs which marked the thirties. 
This same period saw a decline in the influence of Big Business upon 
government and a concomitant growth in the influence of farmers and 
labor unions. It is plausible that the rapidly accelerated pace of govern- 
mental intervention in business, the strengthened hand of labor unions, 
and the novelty of government spending badly shook the confidence of 
investors. If investment decisions are concentrated in the hands of a 
particularly small group of men apt to move in the same social circles 


1 Compare Professor Hansen’s remarks in this connection, Hearings, Pt. 9, Savings and 
Investment, p. 3547. 
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and to reinforce each other’s prejudices, such an outcome is the less 
surprising.** 

A second line of explanation stresses the importance of cyclical fac- 
tors. The decline of business from 1929 to 1932 was the most serious in 
our recorded industrial history. From such a deep depression, it is not 
possible to recover with more than a certain rapidity. Except for tem- 
porary inventory booms, time is required for the circular flow of money 
to be rebuilt, for investment expenditures to have their effect upon 
consumption, and so to encourage further investment for replacement 
and expansion. As our economy now operates, the process of expansion 
creates difficulties by its own working which make the occurrence of a 
halt very probable after a time. Part of the increased investment which 
takes place during the expansion represents an accumulation of post- 
poned replacement expenditures. When these have been made, the rate 
of investment must tend to fall off. Moreover, an important part of the 
increase in investment associated with expansions is made up of ac- 
cumulations of inventories required to support a larger volume of pro- 
duction and trade. This rate of investment in inventories depends in 
part upon the rate of growth of production. If the rate of increase of 
production slows up, as it generally does in the course of business ex- 
pansion, this will tend to cause the rate of Investment in inventories 
to fall. 

Thus, there was no reason to expect the recovery from the Great 
Depression to be complete. As a matter of fact the upswing from 1932 
to 1937 was the longest expansion recorded in this country since the 
Civil War, and it was characterized by a far more rapid rate of expan- 
sion of national income than took place in any of the business expan- 
sions since at least. the World War. Net national income rose at the 
rate of 5.04 billion dollars a year during the expansion 1932-37. The 
highest annual rate observed in any earlier expansion since 1919 was 
3.75 billion dollars in the period 1927-29. In the light of these considera- 
tions, one may easily think the last expansion less notable for its failure 
to reach the national income of 1929 as for the fact that it lasted so 
long, proceeded so vigorously, and was so nearly complete as it turned 
out to be. 

These lines of explanation, however, are rejected out of hand by 
Professor Hansen. He proposes a third line of explanation: 


We are completing this year a decade of unemployment on a scale never 
before known in our history. This decade of unemployment was interrupted 
by a partial recovery which culminated in 1937. This depression is of a 
magnitude and duration which has eclipsed all others, not excepting even 


4 See Dr. Altman’s estimates of the number of people concerned with major investment 
decisions: Saving, Investment, and National Income, monog. no. 37, p. 89. 
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the deep and prolonged depressions of the seventies and nineties. It is a 
unique phenomenon. It cannot be explained in terms of ordinary business- 
cycle analysis, For the time being at least we are experiencing a chronic 
maladjustment, a failure of adequate outlets for capital expenditures for a so- 
ciety geared to a high savings, high investment level. We are caught in the 
midst of powerful forces in the evolution of our economy which we but 
dimly understand. Something has gone wrong with the forces making for 
expansion. We are undergoing a fundamental change in the structure of 
our economic life.*? 


Given this conviction, it is natural to stress the importance of broad 
changes in the character of investment opportunities, to seek causes 
whose roots are more deep-seated and permanent than those included 
in the lines of explanation suggested above. Our recent unfavorable 
record is, in this view, not merely the result of a deep depression made 
more serious by its conjunction with other special events. It is a symp- 
tom of changes and adverse circumstances likely to fashion our eco- 
nomic history for a long time to come. From the standpoint of people 
less impressed with these circumstances, it is plausible to emphasize 
the rapidity and duration of our recent recovery and to blame its in- 
completeness on cyclical factors and special circumstances. From Pro- 
fessor Hansen’s point of view it is natural to explain the duration and 
rapidity of the expansion by the fact that we had suffered a deep de- 
pression and to consider the incompleteness of the recovery as a symp- 
tom of more profound causes. 


The large capital outlays on industrial plant and equipment in 1936-37 may 
appear surprising if one accepts my thesis with respect to declining popula- 
tion growth and the lack of important new industries. One must remember, 
however, that we had passed through a long period of deep depression, so 
that there had accumulated a considerable volume of depreciation, deple- 
tion, and obsolesence, together with the new capital requirements which 
the rising national income stimulated, but new developments were not avail- 
able on a sufficiently large scale to sustain for long the high capital outlays 
of 1936-37, or to push them to sufficiently high levels in view of the lag, par- 
ticularly of residential building.”** 


Professor Hansen’s views about the change in our economic circum- 
stances, the effects of which he believes we are now feeling and are 
likely to continue to feel during many yars to come, are not unfamiliar. 
The nineteenth century, he would urge, was preéminently the time when 
the shop gave way to the factory, hand labor to machinery, and steam 
power to electrical power. It was also a time of immense improvement 


“ Hearings, Pt. 9, Savings and Investment, p. 3503. 
“From Professor Hansen’s testimony, ibid., p. 3515. ro : com 
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in means of transportation and communication which involved enor- 
mous investments in their own development and which also made pos- 
sible the migration of large populations and the exploitation of new 
resources in the most distant parts of the world. All this technical 
change and exploitation of newly discovered resources manifestly pro- 
vided great and growing opportunities for Investment. 

Concomitant with all this growth of wealth went an accelerating rate 
of increase in population. As an explanation of the abundance of in- 
vestment opportunities during the last century, the growth of popula- 
tion is apparently of even greater importance in Professor Hansen’s 
view than were the other characteristics of the period. To this rapid 
growth of population Professor Hansen attributed the optimistic and 
venturesome spirit of the capitalists of the time. Overinvestment had to 
be short-lived in a situation which would soon demand ever greater 
outfits of plant. 

The situation today is far different. The rate of increase of popula- 
tion during the last decade was barely half that which marked the one 
before it. Our most reliable population estimators assure us that it will 
be still smaller in the future. The deterioration of international eco- 
nomic life makes large migrations of people and capital unlikely in at 
least the near future. No technical developments whose investment 
potentialities are as great as those which marked the development of 
_ the automobile or of the railroads are in sight to replace these matured 
techniques. 

There seems to be no way at present to choose among the three 
competing lines of analysis on grounds which would be compelling to 
an investigator. Indeed, since the various lines of explanation are not 
mutually exclusive, the job which is really in question is that of assessing 
their relative importance—in many ways an even harder task. The 
present writer is certain that Professor Hansen would admit this; 
indeed, at many scattered points in his testimony he urges the im- 
portance of factors which properly have their place in lines of interpre- 
tation rival to his own. If his testimony seems one-sided in these re- 
spects it is important to remember that it is natural and right to’ stress 
the parts of one’s story which are novel and unfamiliar to one’s hearers. 

Professor Hansen’s thesis is more a challenge to work than to con- 
troversy. It is clear that much needs to be done analytically to clarify 
the rôle of population growth. How is it supposed to act? To what 
extent does it influence the demand for investment goods? To what 
extent are labor costs affected? In what manner does it modify the 
demand for consumption goods, if at all? How much of its influence is 
exercised via numbers? How much via age composition and family 
composition? Is it a force independent of a growth of national income 
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from other sources or does it have an expansive effect only when income 
is growing? | 


ITI, The Operation of the Capital Markets 


The conditions which affect the use that can be made of funds com- 
prise only part of the determinants of the rate of investment. The 
organization and operation of the capital markets and the attitudes of 
the people who trade in them are equally important. The investigations 
of the T.N.E.C. emphasize two impressive characteristics of the mod- 
ern American loan market: the massive rôle played by the great sav- 
ings institutions and the importance of internal financing of business 
corporations. 


1. The Principal Savings Institutions 


Donald H. Davenport** gave evidence on the growth and concentra- 
tion of the volume of assets held by life insurance companies, savings 
banks and other institutions for the accumulation and management of 
private funds. The figures in Table VI abstracted from his materials 
present the situation as it stood in 1938. 


TABLE VI—AssrETS OF PRINCIPAL SAVINGS INSTITUTIONS, June 30, 1938 


(In billions of dollars) 

Life insurance assets less policy loans... 1.0... .. cece cece eee tee e nee een eenes 28.8 
Time deposits of commercial banks. .......... cece ccee ee een eee eees SAREES 14.4 
Mutual savine bank asS6lS sorn dene isaac waseeeacikewew caus E eeeeeee 11.6 
Building and loan association assets............. ee ce ccc e eee c creer eeeeseeeees 5.7 

Total assets of private savings institutionS............ cc cece scene eee cere ees 60.5 

i : 

Governmental pensions and trust funds. ...... 0... eee eee een eee eeeeneees 6.2 
Postal savings deposits..... Dees aac ed Ge ee here he we ee ee E AT ne rates 1.3 
LW CS SaVings Dondoo vertene Cost ere naw eben eens Pecaeweanesee Seas 1.2 

Total public Savings Nds: reser isnt. os Tea sure suas Eas eeee es 8.7 


By tabulating the rate of growth of the assets of these institutions 
Dr. Altman was able to indicate that a major portion of individual sav- 
ings now finds its way into the life insurance companies and banks listed 
in Table VI above.“ Dr. Davenport presented evidence concerning the 
degrees of concentration of assets in the hands of these institutions. He 
found that at the end of 1937 over 50 per cent of the assets of life in- 
surance companies were under the control of the five largest organiza- 


“ Ibid., pp. 3726-74. 
5 Saving, Investment, and National Income, monog. no. 37, p. 32. 
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tions and over 80 per cent under the control of the sixteen largest. 
Similarly, the 25 largest mutual savings banks held over 40 per cent of 
savings bank assets at the end of 1938. The 8 largest commercial banks 
controlled over 20 per cent of the assets held by this class of institution 
at the end of 1938. 

Dr. Davenport was impressed, too, with the extent to which the 
assets of these institutions were concentrated geographically. This 
seems clearest and most significant in the case of the life insurance 
companies which gather their funds from all parts of the country but 
are located principally in New York and other northeastern states. At 
the end of 1937 he found that over 75 per cent of life insurance assets 
were held in New York, Philadelphia and New England. 

These compilations of the volume of assets held by savings institu- 
tions give particular point to the elaborate investigations conducted by 
the T.N.E.C. into the operations of the life Insurance companies, the 
largest by far of the group.** A great part of the results is no doubt 
relevant to the investment policies of mutual savings institutions and 
commercial banks. A convenient summary of the most significant por- 
tions of this testimony, so far as it affects the operation of the capital 
markets, is presented in Dr. Altman’s monograph. 

An examination of the portfolios of life insurance companies and the 
testimony of company officials revealed a not unexpected concentra- 
tion of investments in the securities of relatively old companies whose 
affairs are more easily investigated and whose safety is least open to 
dispute. The emphasis upon safety of principal is of course reinforced 
by legal requirements imposed upon the investment policies of insur- 
ance companies. The emphasis upon the securities of our larger and 
older companies may be a consequence in part of the managerial inter- 
relations between insurance companies, commercial banks and the 
largest industrial corporations. 

Particular companies appear to concentrate their assets in particular 
forms of investments or in particular sections of the country to the 
exclusion of other forms and other regions. Thus, one company handles 
no rural mortgages. Another has a great part of its mortgage portfolio 
invested in New York City mortgages alone. The explanation is not 
far to seek. To handle a given class of investments efficiently requires 
the establishment of an elaborate staff of officials. Specialization upon 
particular types of investment in particular localities helps to reduce the 
cost of management. But these facts serve to cast doubt upon the 
extent to which the concentration of assets in large savings institutions 


48 Pts, 4, 10, 10A, 12, 13, and 28 of the Hearings are concerned with various aspects 
of the life insurance business. 
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secures an efficient distribution of loanable funds to the borrowers © 
best able to use them. There can be no question that such specialization 
must serve to reduce the degree of competition among insurance com- 
panies for investments. 

Competition for investments is affected, too, by the concentration of 
assets in the hands of a few large companies. Dr. Altman pointed out 
that the cash holdings of the 26 largest legal reserve life insurance com- 
panies increased by more than 500 million dollars from 1929 to 1938 
and that all the executives who were questioned agreed that their cash 
holdings were greatly in excess of the amount normally required in the 
business. They claimed that inability to find investment outlets en- 
forced this inconvenient liquidity. 

Dr. Altman remarks cryptically: “It would be to the advantage of 
any one company to invest its surplus cash; and if other companies fol- 
lowed suit, the competition would undoubtedly have a marked effect 
upon both long- and short-term interest rates.’’** 

The significance of this possible absence of competitive fervor is far 
wider than is suggested by the size of the surplus cash holdings of the 
insurance companies. Nearly 19 per cent of their total assets were 
invested in United States government bonds at the end of 1938. If in- 
surance companies hesitated to dispose of their cash for fear of reduc- 
ing the yield on interest bearing assets, how much more would they 
fear to disturb the prices of government bonds by selling them and of 
corporate bonds by buying them? 

There can, of course, be little doubt that the large insurance com- 
panies are so large that their investment policies are affected to some 
degree by fears of spoiling the market. But their accumulations of cash 
in recent years hardly clinch the point. In a period of extraordinarily 
low interest rates, it is hardly surprising to find large investors holding 
a great deal of cash and, indeed, of loans of near-by maturity against 
the chance that interest rates may rise.in the near future. 

The general significance of these aspects of insurance. company oper- 
ation, moreover, remains questionable in view of the quantities of- assets 
held outside life insurance, companies and, indeed, outside all of the 
principal savings institutions. Dr. Davenport referred to the estimate of 
the Securities and Exchange Commission that individual and corporate 
trustees held assets of about 50 billion dollars at the end of 1938. In 
that year, too, the still expansible assets of commercial banks (less an 
amount required to cover deposits in savings departments) came to 
42.4 billions and an unknown but undoubtedly immense volume of 
assets was directly controlled by individuals. 


“ Saving, Investment, and National Income, monog. no. 37, p. 44. 
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2, Internal Financing of Business Enterprises 


The extent to which business depends upon the capital markets for 
its financing is generally overemphasized. Dr. Altman‘? presents esti- 
mates which compare the gross savings of business enterprise with 
George Terborgh’s estimates of outlays for plant and equipment. The 
figures presented make it clear that during the period covered, 1923-39, 
by far the major part of plan and equipment Spe were 
financed by the internal funds of business. 

Dr, Altman also presents Arthur Hersey’s figures on the sources 
and uses of funds for 58 large industrial companies which cover rough- 
ly one-fifth of all manufacturing and mining. During 1930-39 these 
companies required the use of 5.5 billion dollars almost entirely for’ 
investment in plant and equipment. Only 10 per cent of these funds 
were secured from sources outside of the companies themselves. Gross 
savings provided 83 per cent of the required amount and the conver- 
sion of assets supplied the remainder. 

Dr. Altman poses a dilemma. It seems clear that the larger and the 
better established firms in the United States have little need to borrow 
funds in the open market. But it is these firms which have the easiest 
and cheapest access to the capital markets as these are now organized. 
It is not clear that, as the capital market now functions, the job of 
putting savings of individuals into the hands of willing borrowers is 
efficiently performed. 


IV. The Remedies Proposed 


None of the witnesses or monographists undertook to set out a sys- 
tematic statement of the policies which they considered to be most 
effective in filling the gap between the quantities which they believed 
people would wish to save and invest at high levels of income. Professor 
Hansen and Dr. Altman, who came closest to doing so, were both more 
concerned to state the nature of the problem to be met than to prescribe 
a detailed course of action. Thus, we are told at many points that if 
private investment, in the ordinary course, is not sufficient to offset 
savings at high levels of income our policies must be directed to increas- 
ing private consumption, stimulating private investment, augmenting 
private consumption by communal consumption, and private invest- 

ment by public investment. 

-The statements of these writers about specific policies indicate a 
tolerance for most, 1f not all, of the chief devices for securing these 
objectives which have been proposed in recent years. 


* Ibid., p. 57. 
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Both Professor Hansen and Dr. Altman agree that-our system of 
taxation requires overhauling primarily to reduce the burden which our 
levies now place on consumption. They would reduce excise and pay 
roll taxes and raise the required sums by increased taxation of the 
middle income groups.* 

Professor Hansen argues that private investment can and should be 
‘stimulated by measures designed to remove those aspects of the cor- 
porate tax structure which have repressive effects upon expansion; 
by securing “stable and responsible labor relations” ;°* and by requiring 
“adjustment of prices to the lower costs springing from technical im- 
provements in order to tap potential demand and thus secure larger 
output, and thereby also larger capital plant and equipment expan- 
sion.””°? 

Dr. Altman and Professor Hansen both point to certain obstacles 
in the way of increased building construction: unduly high interest 
rates, monopoly prices for labor and materials, inadequate supervision 
of construction, cumbersome foreclosure and tax sale procedure.” 

Dr. Altman emphasizes the lack of a capital market adequately or- 
ganized to supply the needs of small and medium sized business. In 
this connection Adolph A. Berle’s suggestion that a new set of com- 
mercial banks be created specifically to furnish longer term credit 
than our present commercial banks habitually do is of interest.” 

Finally, public spending to augment private consumption and invest- 
ment is strongly urged by these witnesses. 

Among these many proposals for reform and action, heaviest empha- 
sis was placed upon two lines of action: first, a reconstitution of the 
tax system to reduce the communal propensity to save; and, second, 
public spending to augment the volume of investment. The discussion of 
the second of these proposals need not detain us long. In the T.N.E.C. 
testimony the efficacy of public spending is taken for granted, its limi- 
tations neglected. Certainly nothing was presented which advanced the - 
argument so heatedly pursued in the last decade. The policy of tax re- 
form, however, deserves a longer glance because its potentialities can be 
somewhat illuminated by the use of the T.N.E.C. materials. 


® Hearings, Pt. 9, Savings and Investment, p. 3556. 

© Thid., p. 3544. 

% Tbid., p. 3556. 

Loc, cit. i 

"3 Saving, Investment and National Income, monog. no. 37, p. 101. 
* Tbid., p. 102. 

°° Hearings, Pt. 9, Savings and Investment, pp. 2809 f. 
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1. Potentialities for Increasing Consumption by Tax Reform 


The estimates of tax burdens and savings by income groups pre- 
sented by Dr. Colm and Miss Tarasov"? make possible some preliminary 
guesses about the effect of a redistribution of tax burdens upon indi- 
vidual savings. The Colm-Tarasov figures are, admittedly, extremely 
rough estimates of the distribution of income, savings and tax burdens. 
The authors are careful to emphasize their dependence upon inadequate 
samples, extrapolation in time and indirect evidence. Estimates of the 
effect of a redistribution of tax burdens upon savings will, of course, 
inherit all the errors of the basic data and add some of their own. It 
seems wise, nevertheless, to attempt to secure some notion in quantita- 
tive terms of the probable consequences of a program of tax reform. 

Rough calculations by the present writer indicate that a truly enor- 
mous shift of taxes from the relatively poor to the relatively rich would 
be required to effect a substantial reduction of savings. In the fiscal 
year 1939, the year to which the Colm-Tarasov figures refer, the present 
writer estimates that a 30 per cent reduction of the amounts people 
desired to save (aggregate income being constant) would have involved 
the extinction of all taxes on the incomes of families earning less than 
$2,000 a year and the distribution of this burden among higher income 
groups.” The groups so relieved of taxation contributed in 1939 no 
less than 45 per cent of total tax revenues. Moreover, since the taxes on 
the lower income groups are levied mainly by states and local govern- 


Who Pays the Taxes? monog. no. 3. 

“The calculations upon which these results are based involved the following major 
steps: (References are to Colm-Tarasov, of. cit.) 

1. The tax burden borne by families earning less than $2,000 in 1939 was distributed 
among the better-paid groups. This was done in two ways: first, in proportion to the 
total income earned by these groups, and, second, in proportion to the taxes actually 
paid by these groups. The first assumption places a heavier relative tax burden on the 
middle income groups than they now bear. The second assumption maintains the degree 
of progression which now prevails for groups earning over $2,000, 

2. Total income per capita after taxes was then calculated for each income group before 
and after redistribution of the tax burden. For this purpose, estimates of the number of 
families in each bracket found in Table C, p. 42, were utilized. 

3. The amounts actually saved by each income group were found in Table 1, p. 6, and the 
percentage which savings were of income after actual taxes calculated for each group. 

4. The rate of increase in percentage of income after taxes which was saved for each 
dollar of increase of per capita income was then found by dividing the differences in 
percentage of income saved by successive income groups by the differences between in- 
come brackets in income per capita after taxes. 

5. These figures were then used to calculate the change in percentage of income saved due 
to the changes in income associated with each assumed redistribution of the tax burden. 

6. Finally, the percentages gained (from 5) were applied to the total income after 
taxes in each income bracket after redistribution of the tax burden. 

The amount actually saved in 1938-39 as estimated by Colm was 7.97 billion dollars. 
The two methods of redistributing the tax burden used above indicated reductions of sav- 
ings of 26 per cent and 31 per cent respectively. 
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ments, what is involved is nothing less than the stupendous. task of 
local rather than of national fiscal reform.** 

A redistribution of the tax burden, moreover, meets more than ad- 
ministrative difficulties. Its objective for our present problem is a 
reduction of the realized income of the rich, a transfer of the proceeds to 
the poor. By their very nature, however, progressive income taxes 
operate as an attack not only on high realized incomes but also as an 
attack on the prospective increases in income which people hope to 
secure by investment. Thus, while a more progressive system of taxation 
should operate to increase the rate of spending, it should also operate 
to decrease the rate of investment. These difficulties, administrative 
and theoretical, make the possibilities of securing a substantial net in- 
crease of national income by tax reform appear more modest than they 
are usually assumed to be. 

Tax reform, however, is not the only way to secure an increase in our 
average propensity to consume. The elimination of monopoly controls 
and restrictions, by reducing profits, operates in the same direction. 
Moreover, this process, while it tends to reduce profits and therefore 
savings, also acts to increase investment. As such, it is a useful supple- 
ment both to a program of ‘tax reform and to a program of public 
investment. | 

This double-barreled influence of an increase of competition deserves 
more stress than it appears to have been given in the materials re- 
viewed, The pages which follow are, therefore, offered as a statement of 
the connection between competition and the propensities to save and 
invest. This statement is in no sense an attack upon those who con- 
tributed to the valuable work of the T.N.E.C. Its purpose is simply to 


- add a useful rider to their efforts. 


2. The Monetary Consequences of Competition 


First to be discussed is the effect of monopoly restrictions upon. 
the rate of investment. The consequences which may be expected from 


6 A simple increase of income taxation would, of course, eat still further into sav- 
ings, provided the burdens fell largely on the relatively rich and the benefits accrued 
largely to the relatively poor. In a note entitled “The Incidence of an Income Tax 
on Saving” (Quart. Jour. of Econ., Feb., 1942, pp. 337 f.), Professor Abram Bergson 
presents estimates of the effect upon saving of an increase in income taxation amounting 
to 5 per cent of incomes received in the fiscal year 1936, Proceeding by methods some- 
what similar to those described above, Professor Bergson finds that an additional tax of 
this magnitude would have reduced savings by 30.1 per cent if levied in such fashion that 
the then existing degree of tax progression was maintained. Had the tax been levied 
so as to maximize the reduction of savings, the decline in savings would have been 32.3 
per cent. Professor Bergson is careful to point out, however, that these figures overstate 
the magnitude of results to be expected. No allowance is made for the effect upon incomes 
of the expenditures of the additional revenues or for any possible decline in investment 
consequent upon an increase in income taxation. 
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the establishment of a more intense degree of competition may conven- 
iently be discussed under two heads: first, the initial consequences 
which are involved in the process of establishing freer competitive con- 
ditions; and second, the longer run aspects of the comparative attrac- 
tiveness of investment in relatively monopolistic and relatively competi- 
tive markets. 

If competition can be made more free, the rate of investment is likely 
to increase initially for three reasons. 

One aspect of the improved situation will be a ian a in the ob- 
stacles facing firms which wish to share in the opportunities afforded by 
hitherto proñtable industries. We should, therefore, expect investments 
to be made by newly organize’ firms previously excluded from tempting 
markets. 

A second consequence of more intense competition is an increase of 
aggregate output. This is the result of two factors associated with com- 
petition: lower prices and increased cost of output. Lower prices have 
an obvious and direct effect upon amounts purchased. An increased 
cost of output operates indirectly. It constitutes a shift of income from 
profit makers to their hired factors of production and should act to 
raise the ratio of national income spent. 

Now it seems reasonable to assume that the production of a greater 
volume of goods will necessitate the use of a greater volume of fixed 
equipment. There would seem to be but one important qualification to 
be borne in mind. To the extent that commodities were previously 
produced by firms operating at other than the optimum scale of 
output, competition which involves an approach to the optimum scale of 
output per firm will act to reduce the amount of resources required to 
produce a given output. And this factor will tend to offset the effects 
of the increased production of goods. 

The process of establishing freer competitive conditions will make its 
influence felt on the rate of Investment in still a third way. More intense 
competition will serve to reduce the prices not only of consumers’ goods 
but also of producers’ durable goods. Any decrease in the price of pro- 
ducers’ durable goods should lead business men to increase their total 
real investment in these goods. 

So far we have been discussing the initial effects upon investment 
of an increase in competition. The effects in the long run turn on a some- 
what different set of considerations. As a continuing matter, invest- 
ments may be said to be occasioned in seven principal ways: 

1. New resources are found or made accessible and are drawn into 
production when the necessary funds are laid out. 

2. Improved techniques of production are found and more efficient 
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equipment invented, the exploitation of which involves an investment 
of capital. D 

3. New products are devised and offered for sale; and this usually, 
though not always, involves an investment of funds. 

4. Relative prices of equipment and labor and of equipment of 
different sorts change and thus new methods of production become 
profitable. . i 

5. Demand shifts from one sort of commodity to another and this 
may sometimes involve investment at a rate greater than the deprecia- 
tion of equipment in the lines adversely affected by the shift in demand. 

6. The exploitation of new resources and of cost reducing improve- 
ments, by lowering costs of production, acts to increase the total real 
income of the economy and this, in turn, creates opportunities for in- 
vestment. 

7. Finally, in industries in which the obstacles to investment are not. 
‘too great, constant attempts to establish a profitable niche for them- 
selves are made by eager investors.” 

We turn now to consider how freer competitive conditions will influ- 
ence the rate of investment in connection with each of the opportunities 
for investment mentioned above. It is clear to begin with that profitable 
opportunities to bring new resources into use are far greater in situa- 
tions in which the obstacles to securing a market are minimal than in 
conditions where these are great. In the perfect market of theory where 
obstacles to entry are completely absent, it will pay new firms to exploit 
newly discovered or more accessible resources whenever the average 
total costs of production, using the new resources, fall below the aver- 
age tdtal costs of production for firms operating under the previously 
existing conditions. By contrast, firms already operating find it profita- 
ble to exploit new resources only when their use drives average total 
costs of production below prime costs in the previously existing situa- 
tion. Any expense involved in establishing a market for a potential 
producer with new resources serves to increase the degree to which 
the new resources must make possible a reduction in costs before their 
exploitation is profitable. 

Exactly the same comments apply to the question of the introduction 

"Some substantial portion of our annual rate of net investment must be accounted 
for by these last mentioned attempts, successful and unsuccessful, to secure a business 
market. Of course, to the extent that these attempts constitute a net inflow of resources 
into an industry, we have already taken them into account in the section dealing with the 
initial effects of establishing more competitive conditions. There is an additional point 
here, however. An investment of $1,000 that forces the abandonment of an investment 
worth an equal amount increases the demand for investment goods by $1,000; it decreases 


the demand only by the annual rate of depreciation on investments of the character in 
question. 
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of newly devised and more efficient machinery or techniques of produc- 
tion. So far, then, as the discovery of new resources or techniques is 
independent of the degree of competition, it is clear that in relatively 
competitive conditions there is a greater incentive to exploit these 
emerging opportunities than exists in relatively monopolistic markets. 

The availability of these opportunities, however, is probably not 
independent of the degree of competition. In the first place, it would 
appear that the search for new resources and new techniques would be 
fostered by the existence of open markets in which their products could 
be sold. As a protective measure, firms threatened by the possibility of 
such discoveries would try to make them themselves. 

On the other side, it may be urged that large firms will be better able 
to accept the risks attendant upon research and exploration than will 
small ones. It is not clear, however, that in all cases, or even in most 
cases, an increase of competition would involve a decrease in the size of 
firms. But even if it be admitted that a split-up of large firms would 
reduce the amount of funds which the successor organizations would 
devote to research, the very same conditions are likely to see the or- 
ganization of enterprises specializing in the work of exploration, scien- 
tific and geographical. Moreover, a well-conceived governmental policy 
looking to the disestablishment of monopoly might well carry, as one 
of its corollary features, an increase in the amount of government funds 
devoted to the pursuit of industrial research. 

Similar considerations are involved in the case of investments de- 
signed to bring new products to the consuming public. In this case, a 
new producer will find it profitable to offer an improved product when- 
ever he considers that its sale will cover its average costs of production, 
including such promotional costs as are necessarily involved. Any ob- 
stacles which existing firms can put in his way serve to discourage the 
investment. So far as existing producers are concerned, the obstacle to 
offering new products consists, in some part, in the fact that 
the new products will serve to take demand from their older commodi- 
ties. A more important obstacle, however, is the fear that an improved 
item may not meet success because competitors will be induced to 
offer similar products. The strength of such obstacles varies directly 
with the size of firms relative to the size of the market area in which 
they operate and with the effectiveness of agencies for promoting ex- 
ploitative coöperation among producers. 

It is clear that the incentive to invest in order to promote new prod- 
ucts is weakened by the existence of monopolistic arrangements. But 
qualifications should be attached to this statement similar to those made 
in the case of investment to exploit new resources or techniques. While 
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the incentive to promote new products is greater in competitive mar- 
kets, it is not certain that the funds devoted to their ISEOVERY and per- 
fection will be so great. 

We must next consider the effects of changes of relative prices. Such 
developments make the immediate introduction of modified methods of 
production profitable for new firms. For established firms this is true 
only if total costs using the new methods are lower than prime costs 
with the old, It is certain, therefore, that investment will respond to 
changes in relative prices more continuously and completely in indus- 
tries into which entry is easy than in those into which entry is difficult. 

The fifth and sixth occasions for investment, increases of aggregate 
demand and shifts in the direction of demand, may be conveniently 
considered together. In neither case is the result clear. The response of 
investment either to an increase of demand in industry as a whole or in 
particular industries would seem to depend on two considerations: (1) 
the effect of an increase in demand upon output in an industry organ- 
ized in monopolistic fashion as compared with the effect of the same 
increase in a competitive industry; (2) the relative effect upon invest- 
ment of a given increase in output in the two situations. 

While it may be argued with a high degree of plausibility that output 
in a competitive industry would be greater than in a monopolistic in- 
dustry, it is not clear that an increase of demand would result in a 
greater increase of output under competition than under monopolistic 
conditions. Nor is it quite clear that a monopolistic industry would 
make a greater or smaller investment in response to a given increment 
of output than would a competitive industry. The character of the con- 
ditions of supply of equipment and of other factors of production to 
the industry will determine the issue. This section of the argument, 
therefore, reaches inconclusive results. 

Seventh and finally, it is clear that a general reduction of obstacles 
to the entrance of new firms into industry will increase the demand for 
investment goods from that routine category of enterprisers who are 
constantly seeking by repetitive methods to secure an established place 
in industry. 

The weight of the argument thus far has been strongly in favor of 
the notion that the destruction of monopoly controls will make for a 
higher rate of new investment, both immediately and in the long run. 
- It may be thought, however, that an important qualifying circumstance 
has been overlooked, namely, the relative degrees of risk associated 
with monopoly and competition respectively. Will not business men 
feel that an increase of competition increases the risks of enterprise; 
and will they not, in consequence, be less eager to commit their funds? 
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This may, in fact, be the case; but it is a qualification which attaches 
to our argument concerning the immediate rather than the continuing 
effects of an increase of competition. 

It was argued above that, if the many real obstacles to investment 
associated with monopolistic controls were reduced and if the prices 
of producers’ and consumers’ goods fell, this would lead to an immediate 
increase of the rate of investment. It would do so directly because new 
firms would seek to share in the profits of existing industries and be- 
cause the prices of producers’ goods had fallen. It would do so indirectly 
because the volume of consumers’ goods demanded would have risen 
in consequence of lower prices and lower profits. 

If, however, an attack on monopoly controls enormously increases 
business men’s fear of potential competition, this argument is certainly 
weakened. Investors previously balked in their desire to join an indus- 
try will be less eager to commit their funds when the obstacles in the 
way of other potential investors are reduced. In extreme instances, it 
may be supposed that, instead of new firms joining an industry, old ones 
would withdraw. This seems implausible, but the theoretical possibility 
cannot be denied. To the extent that it operates, however, the indirect 
stimulus to investment is also somewhat weakened. The increase of 
demand which we suggest would flow from the reduction of profits will 
not be so great. All this, however, does not touch the other sources of 
immediate encouragement to investment: lower prices for producers’ 
equipment and for consumers’ goods in general. 

More important is the fact that the degree of fear of potential com- 
petition is not a factor relevant to our argument concerning the long- 
run incentives to new investment. For this purpose we must compare in- 
dustries which—aside from the emergence of additional opportunities to 
invest—are in equilibrium, that is, both the relatively monopolistic and 
relatively competitive groups which we compare are adjusted to the 
degree of potential competition associated with their respective markets. 
The question at issue is: Which group (potential competitors included) © 
will respond in greater degree to its emerging opportunities to invest? 
The argument above indicated that a greater response is to be expected 
in situations in which potential competitors face fewer obstacles in se- 
curing a market or access to materials and equipment. 

So much for the relation between monopoly and the rate of invest- 
ment. Next to be considered is the connection between monopoly and 
the propensity to save. It has been pointed out that the volume of 
realized profits is perhaps the most important single cause of inequality 
in the distribution of income and, therefore, of our propensity to save. 
An effective attack upon the propensity to save involves an attack upon 
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high realized profits. The difficulty is to attack the realized profits of 
existing investments without attacking the prospective profits of new 
investments. Progressive income taxation falls foul of this hazard; it 
hits the one, but it fails to miss the other. 

As a supplement to, and perhaps in part as substitute for, a program 
of progressive taxation, consider the claims of an attack on monopoly. 
It is clear that the destruction of monopoly positions will involve a 
lowering of the rate of realized profits. It will do so, first, by encourag- 
ing the’ organization of competing firms to share in a given volume of 
business. This will mean either an increase of average costs of produc- 
tion or else a wider distribution of the same volume of profits. It will 
act in the same fashion, secondly, by promoting lower prices or higher 
wages or the expenditure of funds to promote sales. 

A lower rate of profits in turn means a tendency to lower aggregate 
profits if the assets carried by industry for a given rate of output are 
no larger under competitive than under monopolistic conditions. This 
seems to turn on two conflicting forces. In the first place, monopolistic 
firms may carry larger or smaller assets than competitive firms pro- 
ducing the same volume of goods. The outcome turns on the conditions 
of supply of factors which will be different to monopolistic and competi- 
tive firms respectively. While total costs for firms of the same size are 
likely to be lower if the firms are monopolies, there is no general reason 
to suppose that the economies will be gained in the use of capital assets. 
So far as this factor goes, then, the outcome is inconclusive. But, 
secondly, since firms in industries marked by price competition are 
likely to be operating more nearly at optimum scale than are firms in 
monopolistic markets, the assets held by an industry for a given scale 
of output are likely to be smaller in competitive situations. So far, then, 
as this qualitative argument can take us, we are led to the conclusion 
that competitive industries are likely to hold a smaller quantity of 
assets and to earn a lower rate of profit on them. Aggregate profits 
earned in connection with a given rate of output should, therefore, be 
smaller under the competitive conditions. 

While this merely indicates the direction in which an increase of 
competition would operate, no one can read the many volumes of 
T.N.E.C. monographs and Hearings dealing with monopolistic re- 
straints upon business without being impressed by the ramifications of 
monopolistic controls and the probable extent of monopoly profits. 

An increase of competition, then, like an increase of taxation, is an 
attack upon inequality in the distribution of income. As indicated 
above, however, it operates by increasing the inducement to invest 
rather than by reducing it. The profits realized by monopoly act to 
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increase the rate of saving. The profits made in a competitive industry, 
it is true, also act to increase the rate of saving, but they constitute an 
open invitation to investment. To put the matter categorically, a 
regime of monopoly means high profits which tend to be hoarded; a 
regime of competition means lower profits which tend to be employed. 
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PRESENT POSITION AND PROSPECTS OF 
ANTITRUST POLICY 


By Myron W. WATKINS 


I—Antiirust at Crossroads 


It is a commonplace now that the Sherman act was a product of its 
time. More than a commonplace, an adage, is O tempora, O mores. 
Admittedly the times have changed. Methods of production have been 
revolutionized by the advent of electric power, automatic machinery, 
and industrial chemistry. Methods of distribution have been wrought 
into a new pattern by the development of advertising, automotive 
transportation, the radio, consumer finance. The accepted ways of life 
are not what they used to be. But it does not follow, as some would 
have it, that therefore the antitrust law of 1890 which still defines 
the basic policy of American government in the regulation of trade 
and industry is outmoded, in line for displacement. It may be. Equally, 
it may not be. 

Whether antitrust policy has become an anachronism, however well 
or ill adapted it may have been to the exigencies of the times which 
gave it birth, depends, first, upon what one understands to be the 
essence of that policy as now interpreted and applied, and, secondly, 
upon what one conceives to be the significance of the changed condi- 
tions which now confront us. At what does the Sherman act really 
aim? What does its enforcement or attempted enforcement actually 
accomplish? What do the changes in the contemporary economic en- 
vironment, industrial processes, and commercial practices connote or 
portend? What do they require by way of apt rules for industrial 
governance? Preliminary to essaying an answer to these questions, it 
might be well to inquire briefly concerning the circumstances which 
have occasioned them. 

Undoubtedly a large factor in calling antitrust policy into question 
was the bitter experience of the long depression in the early thirties. It 
was not only that revulsion developed toward an economic policy 
which could not prevent such unprecedented losses and such intolerable 
misery. There was also the sense of frustration in having available 
abundant resources, unmatched equipment, and millions of men eager 
to work—yet idle, withal, for want of an opportunity. A (legally) free 
market instead of providing an outlet for ingenuity, industry, and 
enterprise seemed to be a device especially designed for thwarting 
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native impulses toward economic provisionment. Few there were to 
protest, therefore, and a multitude to support, the New Deal experiment 
of shelving a free market, suspending the antitrust laws, and attempt- 
ing to run industry by a combination of generous subsidies to the 
“under-privileged” and free-handed sanctions to the “specially-privi- 
leged.” The results of a policy of self-regulation of industry by majority 
rule, as exemplified in the N.R.A. codes and their administration, 
were not as salutary as the sponsors of the movement had hoped. They 
were still less heartening to the general public. Though the collapse of 
the N.R.A. left few mourners, there was observable no spontaneous 
reaffirmation of faith in the efficacy of competitive forces working 
through free markets to regulate and direct the economy in the interests 
of the common welfare. Antitrust policy was reinvoked, not because it 
promised stability and “plenty,” but because it was the only alternative 
ready to hand. 

This was shown, in one way, by the institution of a comprehensive 
Investigation of Concentration of Economic Power by the 75th Con- 
gress. The Temporary National Economic Committee was created 
in hearty response to a Presidential Message of April 29, 1938, which 
set forth lucidly the grounds for continued exploration in quest of a 
public economic policy which would afford greater assurance of full 
utilization of resources without sacrifice of freedom. The extensive 
Hearings conducted by the T.N.E.C. and the forty-five monographs 
prepared at its instance are the subject of review in this volume. But at 
this particular point it is not so much the significance of the data 
assembled and of the studies made, or of any single aspect of them, 
to which attention is directed as it is the fact of the survey being under- 
taken, zealously prosecuted by able men from numerous branches of 
the public service, and followed with keen interest for three years by 
the general public. Not since the stormy days of the United States In- 
dustrial Commission at the turn of the century has there been evident 
a popular concern so deep, so wide, and so eager over the issues of 
public economic policy, over the question: Industrially whither? Mani- 
festly, Antitrust is at the crossroads. 

Misgivings growing out of domestic experience have been quickened 
by the trend of events abroad. The rise of fascist statecraft and the 
rebirth of economic autarchy have circumscribed the area of free 
market adjustments and generated cumulative difficulties for prudent 
investment and provident management by free enterprise in the areas 
where it is still permitted to function. Indeed, these developments 
have raised profound doubts that the luxury of freedom can indefi- 
nitely be afforded in a world economy ruled so largely by political 
forces for political ends. These doubts are not allayed by the actual 
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spectacle of a ruthless regimentation of the economic resources of: 
whole nations, and now of whole continents, for purposes of national- 
istic aggrandizement. 

The war which was thus bred could not be isolated. As it spread 
over three-quarters of the globe it steadily became more apparent that 
more and more warlike preparations for defense from the encroaching 
“menace were required. The national defense program inaugurated in 
May 1940, and the lease-lend program adopted a year later were the 
outward expressions of a growing conviction that war, like peace, is 
indivisible. When, finally, on December 7, 1941, Pearl Harbor was 
blasted by a treacherous “friend,” there was none to gainsay that all-out 
action on this conviction could longer be deferred. But no more for 
preparations for war than for the conduct of war itself are free enter- 
prise, free markets, and free competition adapted. These are devices 
by which thé resources of a community may be directed toward ends 
which reflect the voluntary choices of the individuals composing the 
community. They tend to supply what men want. But men do not 
“want” war. If the community is to be prepared for war, still more 
if it is to win a war, it must put aside the ways of peace and become 
a warrior: it must give up the vocations it prefers and the goods it 
wants and concentrate its resources and its energies upon making the 
implements of warfare. ‘There is no other way to accomplish this ef- 
fectively, as we learned from experience a quarter-century ago and 
as current exigencies are teaching us again, than by drafting a common 
program and taking concerted measures, if need be coercive measures, 
to secure its fulfillment on schedule. 

It is not that the common welfare needs to be invoked only in time 
of war and may safely be disregarded in time of peace. The common 
welfare is always paramount. But in a period of emergency what 
constitutes the common welfare is something very different from what 
it is in ordinary times. “Plenty” and security are not the same thing. 
Furthermore, the means to the attainment of these ends differ. For the 
government not only to sanction free enterprise generally and to make 
public enterprise an exception, but also to safeguard freedom of access 
to markets and to enforce competition may be wholly consistent with 
the promotion of the common welfare in terms of “plenty” and nothing 
less than a disastrous blunder in other circumstances, when survival 
is at stake. 

This is not to say that antitrust saie the enforcement of the’ anti- 
trust laws, can serve no useful purpose in periods like the present. 
There is still need for vigilant extirpation of privately contrived barriers 
to enterprise, restrictions on production, and price manipulation. In not 
all segments of the economy have the exigencies of defense, or will the 
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exigencies of war, require or lead to a complete supersession of the mar- 
ket. Moreover, the mere fact that the government finds it necessary here, 
there, or elsewhere, itself to erect barriers to entrance to or exit from a 
trade, to impose restrictions on production, to establish priorities in 
distribution, or to fix minimum or maximum prices, provides no license 
for private interests to fill in the gaps in these regulations by arbitrary 
or collusive measures of their own. Indeed, one may be justified in 
concluding from some of the revelations of the Special (Senate) Com- 
mittee investigating the National Defense Program, not to mention 
World War experiences, that in these very circumstances there is a 
special need of vigorous enforcement of the antitrust laws. The op- 
portunities for favoritism, discrimination, predation, and extortion are 
always at the peak when an economy is operating in high gear, whether: 
or not the acceleration of business activity is induced by war orders. 
And beyond the jeopardy to consumer interests by direct manipulation 
of markets thereby facilitated, there is the by no means fanciful pos- 
sibility of the improvised agencies of administration being imposed 
upon, having their functions perverted, by combinations of special 
interests which are still bent upon “business as usual,” still nourishing 
the convenient illusion that the public interest and their interests are 
always and everywhere identical. 

Nevertheless, the obvious and admitted inadequacy of antitrust 
policy to assure that the resources of the community will be expedi- 
tiously and efficiently mobilized for defense and for war has had its 
share in impairing public confidence in the soundness of that policy. 
For the deficiencies in our preparedness for war, even after two years 
of unmistakable warning, were clearly not confined to those of a di- 
rectly military character. Notwithstanding that its adaptability has 
been conceived to be one of the primary sources of strength in a free 
enterprise economy, there was plainly something—stemming perhaps 
from recent trends in the structural features of the national economy, 
perhaps from unwonted and obscure forces shaping the operative 
policies of business, perhaps from emergent tendencies affecting the 
fundamental human relationships in industry—which resisted and re- 
tarded the process of economic adaptation to war. The emergency has 
only served, thus, to strengthen the conviction that a reéxamination of 
the very bases of public economic policy is in order. 


II—Nature, Objectives and Implications of Antitrust Policy 


Antitrust policy rests upon certain assumptions. Just because these 
assumptions are so often left implicit in its formulation or defense, they 
warrant summary restatement. It is assumed that men are economic 
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prime-movers, not passive slaves of circumstance. It is taken for 
granted that individuals know their own interests and are vigilant in 
defending them, resourceful in pursuing them. They are not supposed 
to resign themselves readily to accepting what comes; rather they have 
the initiative to go in search of what they lack and to persist in the 
quest, only spurred by each lack overcome. In sum, the human animal 
is conceived to be dominated by irrepressible inner drives. This may 
not be the polar opposite of the conception of human nature with 
which the behaviorists have familiarized us, but it has many elements 
difficult to reconcile with that view. 

It is assumed, in the second place, that the economic environment 
is characterized by an abundance of opportunities.» Nature has not 
been too niggardly in supplying the raw materials of existence. Natural 
resources are available to be turned into the means of livelihood by an 
industrious populace, endowed with a workmanlike bent. In a measure, 
this condition has doubtless always obtained, but it certainly obtained 
in a higher degree, considered relatively to the size of the population, 
in America in the nineteenth century while there was yet a frontier of 
virgin forests, untracked prairies and untapped mines than it does 
today. 

In respect to technology, the. situation presupposed for the effective 
operation of competitive markets of the type (characterized by a 
multiplicity of independent’ enterprises forthrightly contending for 
patronage) which antitrust policy is designed to implement and pro- 
mote is one in which knowledge of the accredited ways and means of 
production is accessible to all, or at any rate to a great many. Not only 
that, but the capacity for acquiring and applying that knowledge is 
assumed to:be well within the reach of the vast majority. This means 
that the technical processes prevalent in industry must be comparatively 
simple and readily comprehensible. The technical equipment required 
for these processes operating on an economical scale is assumed to be 
no more extensive than numerous individuals or voluntary groups can 
command. Handicraft and husbandry come close to fulfilling the tech- 
nological conditions for a workable antitrust policy of the nature of . 
that with which we are familiar. In the past half century, however, the 
situation in this respect has departed somewhat markedly from that on 
which the established antitrust policy is premised. The advances made 
by modern technology since 1890 have in many fields raised an all 


7 Of course, this does not imply that the society must be “poor,” much less that it must 
be “rich.” It has no reference at all to the volume of accumulated wealth. What it does 
refer to is potential wealth, and this in the form of readily accessible resources, nature’s 
“bounty.” The condition might be described otherwise, and perhaps not less significantly, 
as one of a high degree of expansibility. 
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but impenetrable barrier to independent enterprise. Only a compara- - 
tively few can be expected to master the technical problems or even 
to acquire an understanding of the esoteric technical jargon of those 
who do devise the complicated formulae and processes of industries such 
as rayon, electrical apparatus, or air-conditioning, for example. Quite 
aside from patent privileges and capital requirements, in a wide range 
of manufacturing industries technological conditions have severely 
limited the opportunity to engage in production, however.beguiling the 
profit prospects may be. 

On the legal side, antitrust policy has never been self-sufficient. It . 
has always assumed the maintenance by government of the sanctions 
of property rights, contract rights, and various civil rights. Without 
these sanctions, without the readiness of public authority to vindicate 
these private rights whenever they might be invaded or infringed, 
there could be no competition to be regulated; for there would be no 
market in which products are voluntarily exchanged. It is manifest that 
the antitrust laws are no more than a supplement to the law of property, 
of contracts, of torts, and even of crimes. The type of economy, or of 
economic behavior, which the antitrust laws posit and seek to cultivate 
is only a reflection of the type of society which the entire legal system, 
including the Constitution, is designed to foster and conserve. 

The fabric of social-economic institutions in which antitrust policy 
is rooted is not easy to describe. For one thing, it does not stay put. It 
changes continually. Yet its changes are not always perceptible. Its 
nebulous content does not facilitate comprehension of the inwrought 
design, let alone of the shifting pattern. Settled usages, traditional 
habits of thought, accredited canons of behavior, sanctioned goals of 
endeavor-——these are the stuff of which the institutional fabric is made 
up. These are what compose “the American way of life.” Just because 
they envelop and mold our every act, our most transitory thought, they 
evade analysis. They are taken for granted. In ordinary circumstances, 
we are too familiar with them, and too unfamiliar with their potential 
alternatives, consciously to reflect on their distinctive features or to 
probe their essential meaning. Yet in times of crisis, no less of society 
than of the individual, self-examination is invited, if it is not indeed 
imperative. 

The institutional scheme of which antitrust policy forms an integral 
part is one which, may we say, honors the individual. It does not glorify 
the state. It treats the state as an instrument. It respects the common 
man’s addiction to the pursuit of self-appointed ends. It erects no 
summum bonum other than the sum of the individual “goods” which 
emerge from the self-directed efforts of a free community. Divergences 
among these self-directed efforts and differences in these self-appointed 
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- ends are not only tolerated; they are welcomed. The basic framework of 
government is designed, indeed, far more to safeguard rights than to 
impose duties. Common sense and common decency, backed by the 
common will, are trusted to secure, to a workable degree, voluntary 
accommodation and the mutual, pacific adjustment of conflicting in- 
terests. In this fashion the strength and resourcefulness of the individual 
is cultivated. In this fashion, the capacity of the organized community 
for survival is fostered by a spontaneous ‘process of continuous adap- 
tation to the ever-changing conditions of livelihood. ` 

All this may be as repellent, to some,’as brackish water from a 
stagnant pool. But it may also have the flavor of well-aged wine. The 
taste depends upon the palate. That a society so constituted has, or may 
have, certain elements of rugged strength, a capacity not only for 
survival but for growth, and a capacity for growth not alone in numbers 
and in wealth, but as well in cultural amenities and intellectual horizons 
is attested by the history of the past century. For that matter, it is 
attested by the record of the past five centuries, to go back no farther. 
But the question remains: Does it still have, does it have today, in this 
century, the same survival value it has had in times past? Or has the 
range of free opportunity become so constricted with the preémption, 
exploitation, and exhaustion of natural resources, and with the displace- 
ment of a technological use and wont, which were a common heritage by 
a technology that lent itself to usurpation as a special privilege, that 
the appeal of self-responsibility and the prospect of self-advancement 
have lost their hold upon the common man? Can the modern economy 
much longer be effectively organized in terms of private rights instead 
of in terms of public duties? 

This much may be confidently said: In approaching an answer to 
these questions account must be taken of the emergence of a deep- 
seated conflict in the institutional patterns on which contemporary 
society is organized. On the one hand, business arrangements are made, 
trade conducted and employment secured within the framework of this 
traditional “system” of free private enterprise in free markets. The pro- 
cedure is by way of transactions. The units of economic organization 
and industrial action are individuals and voluntary associations (cor- 
porations, trade unions, codperatives). The apparatus of industrial 
government consists largely of three elements: self-control and the 
mutual checks of competition, supplemented and reinforced by a variety 
of legal inhibitions, of which the antitrust laws are a conspicuous ex- 
ample. On the other. hand, there has grown up within, perhaps one 
should rather say behind, these forms of business organization an in- 
dustrial system patterned on the machine technique. The essence- of 
that “system,” as of any machine, is deliberate differentiation of func- 
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tion and artful integration. In so far as any process is conducted on the 
model of the machine technique, procedure by way of transactions is 
anomalous. The parts are interdependent. They must be fitted together 
and operated as a unit. Were needle and bobbin subject to independent 
controls, the sewing machine would ill serve its purpose. The “free play 
of competitive forces” among the parts of a machine spells friction, 
inefficiency, breakdowns. 

The intention need hardly be disavowed of arguing that American 
society skould be made over on the mechanical model.” The point is 
simply that, in industry, it has for at least a half-century been under- 
going transformation in that direction. And the habits of thought and 
ways of behavior thus engendered cannot be confined to the seven-hour 
day on the assembly line. Pari passu with the advances of the machine 
technique in industry has come a progressive standardization of ways 
of life, an increasing social and economic integration, which, whether 
we like it or not, unquestionably tends to check, or restrain, enterprise. 
For these developments at once restrict the range of opportunity for 
individual initiative and weaken the impulse thereto. They tend to de- 
` vitalize competitive forces and deprive a free market of its raison d’être. 

All this is not to say that the technological forces making for stand- 
ardization and integration may not be counteracted. Much less is it to 
subscribe to the non sequitur that whatever is, is right. There was, 
fortunately, in the proceedings of the T.N.E.C. no disposition evinced 
' to accept the naive assumptions that, in shaping an economic order, 
there are any “inevitables” stemming from technology and that a 
meliorative trend is foreordained by an inscrutable providence. But if 
. a free society is to endure and an economic organization compatible 
with it to be rebuilt, there is advantage in recognizing the sources and 
the strength of the antithetical tendencies which pose the problem and 
which have to be dealt with. To release the vital impulses of a genera- 
tion which has become habituated to mechanical routine, more will be 
required than a reaffirmation of old formulae and a revival of familiar 
expedients. 


? Perhaps a caveat might not be out of place here, also, against interpreting the fore- 
going observations as an explanation, much less as a defense, of industrial concentration 
in terms of technological expediency. The discussion has to do with the significance of the 
machine technique as a social institution, i.¢e., as a pattern of human behavior. It is not 
concerned with the advantages, real or putative, of mechanization of industrial processes 
and their bearing, actual or alleged, on the growth of Big Business. For those who may 
be interested, the writer’s view on this latter issue has been fully expounded in his book 
on Industrial Combinations and Public Policy (Boston, 1927), chap. 4; in his article on 
“Large Scale Production,” in the Encyclopedia of the Social Sciences, Vol. IX, pp. 170-81; 
and more recently in a memorandum for T.N.E.C., published in Relative Efficiency of 
Large, Medium-Sized, and Small Business, monog. no. 13, as Appendix A. 
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LlIl—The Scope of Antitrust Policy 


In a reéxamination of antitrust policy it is well to recognize, as it - 
was generally recognized in the Hearings and the monographs of the 
T.N.E.C., that the policy was not designed and does not operate as the 
exclusive, exhaustive embodiment of public economic policy. It is only 
one segment of the pattern of industrial government, even though the 
scope of its application may be broader and its influence on the general 
welfare, the “fruitfulness of economic endeavor, more decisive than 
those of any other single segment. There are important sectors of eco- 
nomic activity to which it does not apply at all, as in the field of gov- 
ernment services. In this sphere, competition may be authoritatively 
excluded, as in the case of police, postal, and sewage-disposal services. 
Or, though competition may be tolerated, as it is, for example, in the 
provision of meteorological information, recreational parks or education 
facilities, it is not invited, encouraged or vigorously protected. 

Somewhat analogous to this situation is that in the broad area of 
self-directed economic provisionment, including such relatively un- 
businesslike occupations as farming, and numerous handicraft trades, 
for example, painting and sewing. Here, too, competition is tolerated. ` 
But it is so far from being relied upon as a regulator of economic be- 
havior that it is not only not encouraged; it is actively discouraged. By 
A.A.A. programs, soil conservation programs, codperative marketing 
programs, and other measures, the government has undertaken to 
organize collective action and correspondingly to repress competitive 
effort in agriculture.* Similarly, in relation to handicraft trades, indeed 
in relation to labor employment generally, a governmental policy has 
developed of protecting, not competition, but voluntary concerted 
action. This is the essence of the National Labor Relations act, for 
example. In these spheres, it is true that while there may be formal 
statutory repudiation of the applicability of the antitrust laws (as by 
Section 6 of the Clayton act), some vestige of jurisdiction may still 
be retained thereunder by the courts. Even among farmers and carpen- 
ters, collective action that goes beyond mutual self-help and becomes 
predatory interference with others may be a restraint of trade. But 
where draw the line? In practice, even this negative element of anti- 
trust jurisdiction is rapidly becoming a shadow without substance.* 
This is not offered as a criticism of the public policy in question. It 
represents merely a statement of fact. 

3 Cj., Paul T. Homan, “Notes on Anti-Trust Policy,” Quart. Jour. Econ., Vol. 54 (1939), 

aloe . 
i t See, e.g, Apex Hosiery Co. v. Leader, 310 U.S. 469 (1940); United States v. Hutche- 


son, 312 U. S. 219 (1941); and United States v. Brotherhood of Teamsters, U.S. Supreme 
Court, October Term 1941, No. 131 and No. 132, decided March 2, 1942. 


98 THE AMERICAN ECONOMIC REVIEW 


There is another large sector of economic behavior and relationships 
in which antitrust policy may be, one might say, theoretically applicable 
but in which it is not actually relied upon for the protection of public 
interests. This is the broad field of public utility services embracing 
such diverse industries as the railroads, with their enormous fixed 
capital investments, and radio stations, with little more capital re- 
quirements than that represented by a franchise to broadcast on “the 
air.” In these branches of industry, whatever their distinctive economic 
characteristics may be—and this is a question which deserves more 
probing than it received either in the T.N.E.C. Hearings (9 out of 37 
“parts”) or in the supplementary monographs (2 out of 45 “studies”’) 
devoted to public utilities—competition is not sought or depended upon, 
in the main, to control prices, investment, output. A generalization of 
this kind is not very trustworthy, however. Whereas in the case of the 
railroads, rates may be rigorously regulated and yet competitive in- 
vestment sanctioned and competition in service actively promoted and 
zealously protected, in the case of gas works or telephone systems, 
competitive investment and service may be forbidden, while in the 
case of banks, rates and services may not be regulated at all, or at least 
other than indirectly, though investment is meticulously controlled.’ 
The incidence of these several variants of public economic policy in 
the public utility field, not simply upon the public utilities themselves 
and their immediate customers, but more especially upon the admin- 
istration of the antitrust laws and their efficacy as instruments for the 
governance of trade and industry, deserves far more searching inquiry 
than it has received from the T.N.E.C. or its experts. 

It is true that two special segments of such an inquiry as is here 
suggested were investigated by the T.N.E.C. These were the incidence 
of the investment policies and practices of insurance companies and 
of banking houses upon the capital market and indirectly, thus, upon 
the opportunities for free enterprise.° But even these investigations 


5 There are qualifications. Conciseness and accuracy make opposing demands. Tradi- 
tionally, bank rates have been subject to usury Jaws, a nominal limitation. Recently rates 
payable on demand deposits have been subjected to regulation. Minimum (capital) invest- 
ment is prescribed in some jurisdictions; and the effect of charter requirements may be 
to control in a measure the aggregate volume of investment in commercial banking. But 
the investment control to which reference is made in the text is primarily that of the 


directions of investment of bank funds, że., the purposes for which, or the borrowers to 
which, loans may be made. 


° See, in particular, Hearings, Pts. 10, 10A and 12, Life Insurance; and Pts. 22, 23 and 
24, Investment Banking. The provocative Study of Legal Reserve Life Insurance Companies 
by Gerhard A. Gesell, T.N.E.C. monog. no. 28 [Washington, Supt. Docs., 1940], also 
considers this problem, but only incidentally. The primary emphasis is upon the issue of 


the consequences, for insurance safety and insurance cost, of the conditions and policies 
found. ' 


\ 
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were little more than exploratory. No intensive analysis was made of 
the potential hindrances and actual obstacles to the maintenance of 
effective competition in industry from the displacement (partly au- 
thoritative and partly contrived) and the perversion (wholly con- 
trived) of competition in these two “businesses affected with a public 
interest.” Beyond this, the T.N.E.C. did little more than scan the 
issues presented, for example, by the ownership or financial control_of 
pipe lines (public utilities, at least nominally) by petroleum refiners;’ 
and it left unprobed the challenging questions raised by the ownership 
of manufacturing concerns (e.g., Western Electric) by public utilities 
(in this case, American Telephone and Telegraph), or by the joint 
ownership and/or control of manufacturing concerns and public utility 
enterprises, as in the case of the Pullman Company, or of the Aluminum 
Company of America. This is not to overlook, in the latter connection, 
the interesting and significant surveys of the wide-ranging interests of 
such fortune-building families as the Rockefellers, the du Ponts and 
the Mellons.’ It is only to insist that the problem of codrdinating 
variant policies of administrative regulation for public utilities with a 
policy of competitive-market regulation for numerous, diverse trades 
and industries—-when the legal line of distinction seems to run tan- 
gentially or even haphazardly across any recognizable economic lines 
of distinction, and when financial integration recognizes no boundaries 
or distinctions whatever—is of an importance which has not yet been 
fully comprehended. It is hardly too much to say that the efficacy alike 
of administrative regulation of public utilities and of competitive- 
market regulation of most other lines of business hinges more imme- 
diately on the solution of this problem of reciprocal interference and 
mutual frustration than on almost any other single factor. 

One other aspect of this somewhat neglected question of the inter- 
relationship of public utility regulation and antitrust policy may be 
mentioned. That is the question of the treatment of patents. The posi- 
tion of patented inventions as a species of the genus public utility is 
not always, in fact is seldom, recognized. But a patent is a franchise,’ 


"The subject is discussed sporadically in the Hearings on the Petroleum Industry, Pts. 
14, 14A and 15. 


8 See, especially, The Distribution of Ownership in the 200 Largest Nonfinancial Cor- 
porations by R. W. Goldsmith and others, monog. no. 29; and Survey of Shareholdings 
in 1,710 Corporations with Securities Listed on a National Securities Exchange by H. 
Granby and others, monog. no. 30. Several other monographs touch upon this matter, 
incidentally, also, e.g., monog. no. 11 on Bureaucracy and Trusteeship in Large Corpora- 
tions; and monog. no. 21 on Competition and Monopoly in American Industry, the first, 
in the course of a stimulating analytical study, the second, in a convenient compendium 
taxonomically embroidered. 


“Tf legal authority be asked for a proposition which is so obvious in logic, it may be 
found in the following cases in which the Supreme Court has explicitly termed patent 
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and the possession of a franchise is the mark of a public utility.*° 
Public utility regulation is intimately linked with, if it is not, indeed, 
derived from, the state’s franchise-dispensing power. The essence of 
a franchise is not the privilege accorded to engage in a certain business. 
It is the restriction, expressed or implied, upon the freedom of others 
to enter the licensed field, in a word, to compete with the holder of the 
franchise, at will, and upon such terms as to these others may seem 
fitting. This is the gist of a patent. It takes out of the public domain a 
trade, a process, or a product which is, or otherwise would be, open 
to the public generally," and gives exclusive rights therein to the in- 
ventor——actually, today, in practical effect, to his corporate employer. 
This is distinctly a special privilege. . 

The curious thing is that the grant of this particular type of fran- 
chise has not hitherto been attended with subjection to public regula- 
tion, as has the grant of other species of public utility franchises. 
Though a patent is in its very nature a special privilege, created and 
conferred by the government as a means of advancing what is deemed 
to be a public interest, and is thus logically indistinguishable from a 
franchise, for example, to broadcast on a specified wave length, for 
some incomprehensible reason it has continued to be treated, both by 
Congress and the courts, like property unaffected with a public interest. 
Whereas the manner of exercise of all other species of property affected 
with a public interest has long been recognized not only to be properly 
a matter of public concern but to require, on account of a peculiar sus- 
ceptibility to abuse, special regulation, latterly reinforced by admin- 
istrative supervision, the manner of exercise of patent franchises has 
continued to be regarded as nobody’s business—except that of the 
patentee. And this policy has persisted notwithstanding the fact that 
the susceptibility to abuse arises in the one case as in the other from 
the same root cause, the monopolistic privileges conferred by the fran- 
chise. The obligation to serve the public, the obligation to render that 


grants “franchises”: Bloomer v. McQuewan, 14 Howard 539 (1852); Chaffee v. Boston 
Belting Co., 22 Howard 223 (1859); Seymour v. Osborne, 11 Wall 516 (1870); Mitchell 
v. Hawley, 16 Wall 548 (1872). 


2 Tt-is true that not every public utility enterprise may hold, as most of them do, a 
specific grant of public authority to engage in a given business within a given area upon 
` given terms to the exclusion of certain others (not necessarily all others). There may still 
be some ferries, for example, which operate without benefit of a formal license or “cer- 
tificate of public convenience and necessity.” Such enterprises might be said to possess a 
“license by sufferance’; or perhaps the lawyers might find something akin to a common 
law franchise. In any event, such cases surely belong in what might be termed a marginal 
limbo. 

2 As stated by the Supreme Court in United States v. Bell Telephone Company, 128 
U.S. 315,370 (1888), “The United States by issuing the patents which are here sought 
to be annulled has taken from the public rights of immense value and bestowed them 
upon the patentee .. . as an inclusive right.” 
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service without discrimination, and the obligation to limit the charges 
for that service to a fair return, these elementary duties of a public 
franchise-holder which constitute in law and in reason the indispensable 
guid pro quo for the monopoly conferred by public authority, have all 
been ignored in the development, one might almost say the lack of 
development, of a public policy on the exercise of patent privileges.” 

The consequences of this glaring anomaly, considered from the 
standpoint of its relation to the efficacy of antitrust policy, are only 
of late coming to be perceived. The T.N.E.C. has made an outstanding 
contribution to a better understanding of the deficiencies of public 
economic policy in the sphere of market regulation by focusing atten- 
tion upon the pervasive and pernicious influence of the unregulated 
abuse of patent “rights” in undermining competitive conditions in 
industry. The facts brought out in the Hearings, Parts 2 and 5, re- 
garding the influence of patent practices on the structure and function- 
ing of the glass industry and the beryllium industry, and a few inad- 
vertent disclosures in Part 3 of the Hearings regarding the restrictive 
operation of patent cross-licensing arrangements in the communications 
field, awakened a wide popular interest. The conditions portrayed 
were so evidently a reflection of a prevalent conception in certain quar- 
ters of the business world that patent privileges in effect exempt paten- 
tees from the antitrust laws that the Department of Justice was moved 
shortly thereafter to institute a broad investigation of abuses of patent 
rights amenable to disciplinary action even without amendment of 
either the patent laws or the antitrust laws.** In the two years since 
that investigation was started a score of cases involving monopolistic 
restraints through the use of patents have been instituted, not counting 
all the separate actions, civil and criminal, founded on the same set of 
facts.” 


2 Compare: Cotton Tie Co. v. Simmons, 106 U.S. 89 (1882); Second Paper Bag Case, 
210 U.S. 405 (1908); Leeds and Catlin v. Victor, 213 U.S. 325 (1909); and General 
Picture Co. v. Western Electric Co., 304 U.S. 175 (1938), affirmed after reargument, 305 
U.S. 124 (1938). These are only illustrative cases, exemplifying the worst aspects of our 
so-called “patent law.” 


* Hearings, Pt. 2, Patents, pp. 377-667; Hearings, Pt. 3, Patents, pp. 959-69 and 1001; 
Hearings, Pt. 5, Monopolistic Practices in Industries, Development of the Beryllium 
Industry, pp. 2011-2163. The facts presented in the Hearings on patents were developed 
through investigations conducted by the Department of Justice, under the direction of 
Mr. Joseph Borkin and Mr. Hugh Cox, who were commended by the committee for the 
excellent preparation and effective presentation of the material. Hearings, Pt. 5, Monopo- 
listic Practices in Industries, Development of the Beryllium Industry, p. 2163. 

*See Department of Justice, Press Release, “Investigation of Misuse of Patent Privi- 
leges,” December 11, 1939. 


*See U. S. Department of Justice, “Tite Federal Antitrust Laws, with Summary of 
Cases Instituted by the United States,” Cumulative Supplements, March 15, 1941, August 
1, 1941, and subsequent releases. 
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But while the T.N.E.C. Hearings provided some startling revelations 
on specific abuses of patent franchises, it remained for Professor Wal- 
ton H. Hamilton in T.N.E.C. monograph no. 31, on Patents and Free 
Enterprise, to trace the sources and probe the implications of “the 
patent system” as it currently operates. The extent to which and the 
manner in which it has been perverted from a device for the promotion 
of advances in the industrial arts to a buttress of the vested interests 
of vast corporate estates is portrayed with extraordinary insight. Con- 
fusion, cross-purposes, and mutual frustration between antitrust and 
patent law are shown to have suffered the erection of utterly needless 
obstacles to free enterprise and effective competition which even a 
better implemented and more zealously prosecuted antitrust policy 
could scarcely have circumvented. Yet those two elements of public 
economic policy which have actually been permitted to develop 
antithetic tendencies clearly might have been so shaped that they would 
supplement and reinforce one another. 

“A situation has blundered into being which calls for drastic amend- 
ment. A grant of privilege is conferred upon the inventor in order that 
the industrial arts may go forward.-... The... ‘exclusive right’ of the 
inventor is a right—like all rights, subject to the general law—from 
which all other persons are excluded. The owners of patents attempt . 
instead to make ‘exclusive’ mean absolute. ... Repeatedly it has been 
argued that ‘the patentee is Czar within his domain’; that ‘he is under 
no obligation to deal fairly or obey the law’ [quoted from brief for 
appellee, Interstate Circuit v. U. S., 306 U. S. 208 (1939)].... The 
grant of a patent is intended to protect an invention; in practice it 
repeatedly operates to block off a whole technology. . . . Thus it has 
come ‘about that a patent is harnessed to causes it was never meant to 
serve. It may be used as a shield against public policy, as an immunity 
to the general law. ... The net result is a strange anomaly within a 
democracy. An industry is removed from the control of the market 
and no substitute is provided for [the?] protection which has been 
forfeited. There emerges an industrial province completely independent 
of the authority of the Government... . If presently the patent is not 
brought into accord, free enterprise can survive only on the fringes 
of a closed economy.” The picture thus sketched is no surrealist dis- 
tortion. 


IV--Antitrust Procedure 


Though the common law had long recognized a public interest in 
the processes of market adjustment, it had provided for that interest 


* Patents and Free Enterprise, monog. no. 31, pp. 159-63. 
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no active, impartial champion.’’ Injuries sustained by private parties 
from certain types of restraints of trade might be redressed in civil 
actions for damages, and a restraint might so taint a transaction or 
relationship as to leave the parties thereto without a remedy for de- 
fection or for malfeasance inter se se. Perhaps the most distinctive 
features of the Sherman act of 1890 were the prohibition of privately 
contrived restraints of trade and the assumption by government of an 
obligation to discover, prosecute, and punish those who might presume 
thus to erect barriers to free opportunity in the market. 

The policing of trade by public authority with the object of sup- 
pressing restraints was a new governmental function. Nevertheless, 
this novel responsibility was deemed sufficiently comparable to the tra- 
ditional obligation of government to prosecute crimes against the com- 
mon weal and to vindicate private rights which might be invaded that 
the use of the familiar, accredited techniques for law enforcement 
seemed warranted. Hence the technical devices provided for the im- 
plementation of antitrust policy were those suggested by experience. 
The prosecuting task was assigned to the Department of Justice with 
authority to proceed either by way of indictment or in equity; and 
the courts were authorized to entertain suits by those who might be 
“injured ...in their business” by illegal restraints and, upon proper 
showing, to assess treble damages on the offending party. No special 
investigative body was set up, and no special investigative powers 
were conferred. No provision was made for official supervision of busi- 
ness practices and trade relationships, with or without regular report- 
ing of their operations by those to whom the law applied. No standards 
were established for the privilege of engaging in interstate commerce 
in the corporate form of organization, or for the conduct of business 
in that sphere, apart from the injunction not to monopolize. 

The reasons for the absence of legislative inventiveness, for the adop- 
tion of backward-looking procedural devices, are not far to seek. The 
policy the procedural devices were designed to enforce was itself 
backward-looking. It looked to the restoration of a pattern of industrial 
control which was visibly being wrenched, skewed, warped. The situa- 
tion seemed to be getting out of hand, which is to say the competitive 
market was not functioning to provide adequate checks and balances 
among the various private interests which were supposed there, through 
enterprise, rivalry and bargaining, to reach equitable adjustment, eco- 
nomic equilibrium. The aim was to restore the full vigor of competition. 


* See, on the deficiencies of the common law in this respect, the author’s Industrial Com- 
binations and Public Policy (Boston, 1927); Trade Associations: Their Economic Sig- 
nificance and Legal Status (New York, 1925); and his article on “The Economic Implica- 
tions of Unfair Competition,” Iowa Law Review, Vol, 21 (1936), p. 263. 


104 THE AMERICAN ECONOMIC REVIEW 


The hope was that this might be accomplished simply by a minatory 
measure. In the middle of the most expansive era of American industry 
to have suggested that “trusts” and “malefactors of great wealth” were 
anything but adventitious excrescences on a sound body economic, 
might be symptoms of something more deep-seated, something in the 
nature of an arrested development of the forms of public control, would 
have been blasphemy. The theory of Antitrust was that if monopoly 
were roundly condemned, the occasional intervention of a’ vigilant pub- 
lic prosecutor backed by the might of majesty would be sufficient to 
discourage predatory aggression. The flow of investment funds, the 
output of goods, the movement of prices would proceed thus, unim- 
peded, in their accustomed channels and at their “natural” levels. 

This defective implementation of antitrust policy from its inception 
has undoubtedly been a large factor in limiting its practical effective- 
ness. True, in the course of half a century there have been a number ~ 
of developments, adaptations, and changes in the enforcement machin- 
ery originally provided. And in one instance, the establishment of the 
Federal Trade Commission in 1914, that machinery has been supple- 
mented. Nevertheless, as Professor Hamilton makes clear in his ex- 
cellent review of these developments in Antitrust in Action (monograph 
no. 16), the general pattern of enforcement procedure has remained 
essentially unaltered. It was not until 1903 that a separate division was 
created in the Department of Justice, especially charged with the en- 
forcement of the antitrust laws. While this expedient has unquestionably 
greatly enhanced the efficiency and continuity of enforcement, it has not 
exempted the enforcement agency (1) from the binding influence of 
traditional conceptions and techniques so congenial to the legal frater- 
nity, or (2) from the warping influence of political considerations flow- 
ing through a cabinet officer, subject, like his subordinates, to adminis- 
trative pressure by the terms of this appointment. The establishment 
of the independent Bureau of Corporations in the same year and of its 
successor, the Federal Trade Commission, in 1914 provided additional 
facilities of investigation, and in the latter instance introduced an ad- 
ministrative procedure for the first time into competitive market regu- 
lation. But the narrowly circumscribed scope (unfair trade practices) 
of the administrative powers with reference to the general ambit of 
antitrust policy and the failure to integrate these auxiliary agencies of 
enforcement with the work of the Antitrust Division have limited se- 
verely the effectiveness of these gestures toward procedural supplemen- 
tation. 

The chief reliance, in fact, in the discharge of the primally important 
investigative function is still the cumbrous grand jury proceeding where- 
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in the Division becomes armed with the subpoena power. Thus equipped, 
and having enlisted the aid of a separate Justice bureau, the Federal 
Bureau of Investigation, whose operatives are primarily sleuths, trained 
in the technique and imbued with the traditions of the man hunt, the 
Division sallies forth to get its man—though the suspect is‘nowadays 
commonly a corporation, and the evidence sought relates not to low 
criminal hangouts and associations, but to business agreements and 
transactions of which a record or a clue may have been left in office files. 

As Professor Hamilton emphasizes, the resort to criminal procedure 
puts enforcement upon a plane of combat in which the winning of a 
point through legal technicalities tends to overshadow the end of secur- 
ing readjustments in business structure and policies which will effectuate 
the policy of the law. The real issues are prone to be confused and 
obscured. The negotiation of consent decrees has developed as one 
expedient for circumventing this handicap. It requires extreme caution 
and vigilance for effective use, but growing familiarity with the tech- 
nique suggests that, in default of a more regularized and above-board 
procedure in which jurisdiction is formally acknowledged and assurance 
is provided that all cards are placed on the table, it may become a. 
fairly dependable instrument of regulation. But it will always remain 
a makeshift, bearing the marks of its origin in improvisation. 

Of the two civil remedies now open to the government, one, that by 
way of an action im rem for forfeiture of goods in transit, provides so 
light a penalty and affords such a limited opportunity for effective 
preparation of the government’s “case,” that it has seldom been in- 
voked.** The other, that by way of a suit in equity for an injunction, is 
of far more practical value than the first but is subject to serious limita- 
tions also. Two of these only will be noted here, First, it affords no 
means whereby the Department can secure evidence on an other than 
voluntary or “negotiated” basis. Secondly, the penalties it provides 
have little deterrent effect since they do not directly penalize officers 
and directors and since they amount to no more than a requirement of 
abandonment of objectionable practices or, in the case of dissolution, 
restoration of the status quo ante—usually in part only! 

By way of supplement to the existing procedural devices available 
for antitrust enforcement, it has been proposed that additional civil 
remedies be accorded the government. These might or might not be of 
similar character and scope to those now provided by Section 7 of the 

18 Seizure of goods in transit presupposes a clear violation of the statutes by the offend- 
ing shipper. Where the violation can be readily established, as by a simple examination of 
the goods (c}., Food, Drugs and Cosmetics act offenses), this may be an appropriate remedy. 


But it is quite ill-adapted to antitrust law enforcement, since the proof of an offense in- 
volves an arduous time-consuming task in assembling the necessary evidence. 
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Antitrust act in favor of private parties. The T.N.E.C. recommended 
that they should not be so limited, but should afford a basis for recovery 
of “forfeits,” independently of proof of “damages.””° In the bill intro- 
duced by Senator O’Mahoney” in furtherance of this recommendation, 
it is provided that directors and officers of an offending corporation shall 
be liable to the government for twice the amount of compensation re- 
ceived by them from the corporation during the continuance of an il- 
legal restraint or “attempt to monopolize.” In addition; an offending - 
corporation is itself made liable, in a civil suit, for twice the amount 
of net income earned by it during the period of antitrust law violation. 
These additional remedies, if granted, should go far to enhance the 
respect for the law among business men and increase the efficacy of 
enforcement. 

No attempt will be made here to trace the varying fortunes of Anti- 
trust through the permutations of political administration, through pros- 
perity and depression, through hot and cold seasons of the climate of 
judicial opinion, through alternations in administrative preference for 
one or another of the available procedures, formal or informal, lionlike 
or lamblike. All this has been done so admirably in Professor Hamilton’s 


*® Proceeding without supplementary legislation, the government, in its first and only 
attempt to secure relief via Section 7, was defeated. U. S. v. Cooper Corp., 312 U. S. 600 
(1941). But it may be doubted that even had it obtained a construction of Section 7, or 
should it obtain a statutory authorization, enabling it to sue for and recover damages, as 
private parties may now do when “injured” by a violation of the law, this would reinforce 
its procedural armory appreciably. 


While it has been decided [Connolly v. Union Pipe Co., 184 U. S. 540 (1902); cf., Wilder 
v, Corn Products Refining Co., 236 U. S. 165 (1912)] that it is not an adequate defense, in 
a suit for the recovery of the purchase price of goods delivered, to set up that the seller is 
engaged in an illegal restraint of trade or constitutes a monopoly, apparently it has never 
been decided that a buyer who pays the agreed purchase price to a seller monopolizing the 
article sold may not maintain an action for treble damages, under Section 7, on account of 
the “injury” sustained by him “in his business” by having had to pay an “excessive,” or at 
any rate a noncompetitive, price. But since the great majority of the cases [see Wheeler- 
Stenzel Co. v. Glass Jobbers Assn., 152 Fed. 864 (1907); Van Camp v. American Can Co., 
278 U. S. 245 (1929); Story v. Paterson Paper Co., 282 U. S. 555 (1931), and cases there | 
cited] in which private litigants have succeeded in recovering treble damages under Section 
7 have involved either aggressive, predatory interference with, or discrimination against, 
the plaintiffs business by the defendant—and not simply a sale of merchandise to the 
plaintiff at a monopolistically elevated price—if the new civil remedy proposed were no 
more than an extension to the government of the right of action now accorded private 
persons by Section 7, it would probably avail the government little. For it may be pre- 
sumed that few, if any, concerns engaged in violating the antitrust laws, whether by con- 
spiracy or otherwise, are involved in a species of Guy Fawkes conspiracy to “put the 
government out of business,” or hamper it in the conduct of public business, 

*Yn a Preliminary Report to Congress, dated July 14, 1939. See Final Report and 
Recommendations to the T.N.E.C., S. Doc. No. 35 (77th Cong., ist sess.}, p. 40. 

71S. 2719 (76th Cong., 1st sess.), introduced June 29, 1939. In a statement by Senator 
O'Mahoney accompanying the submission of the bill, the coöperation of Assistant Attorney 
General Arnold in drafting it is acknowledged. Congressional Record, Vol. 84, p. 8192. 


i 


WATKINS: ANTITRUST POLICY 107. 


monograph that it would be superfluous again to go over the ground. It 
suffices to state that the conclusion he reaches that the institution of an 
administrative process, with the grant (evidently) of wide discretionary 
powers to the administrative agency, offers the most promising solution 
to the perplexing problem of enforcement of antitrust policy. The sug- 
gestion is frankly based on experience, chiefly in governmental regu- 
lation of public utilities. 

Without attempting here an exhaustive analysis of the issues raised 
by this proposal, certain grounds for reservation of judgment on its 
efficacy and adequacy may be mentioned. (1) Experience in public 
utility regulation has not been unqualifiedly gratifying; nor does the 
record of administrative regulation of trade practices by the Federal 
Trade Commission serve to generate much confidence in an expanded. 
use of the device.” (2) There are some distinctive economic character-. 
istics of public utilities, even though these have not always been clearly 
discerned, definitely formulated, and officially respected.‘ (3) Public 
utility regulation has been adopted i in response to pressing exigencies in 
particular industrial situations and proceeds, in theory at least, in ac- 
cordance with specified standards prescribed by the legislature. In con- 
trast, under the instant proposal the administrative jurisdiction would 
be economy-wide and the range of administrative discretion in defining 
standards and determining what industries would be subject to one 
standard and what to another would apparently be unconfined. Not all 
the forebodings of bureaucracy are fanciful.” Finally, for present pur- 
poses, (4) the proposal leaves untouched the fundamental issues con- 
cerning the patterns and standards of enterprise organization, of the 
relationships of various interests in the corporate units in which eco- 


= Cf., Federal Communications Commission, Proposed Report on Telephone Investiga- 
tion, pursuant to Pub, Res. 8, 74th Cong. (Feb. 23, 1938); N.Y. Legislature, Report of the 
Joint Legislative Committee to Investigate Public Utilities, Albany (Feb. 12, 1935). 


3 See Myron W. Watkins, Public Regulation of Competitive Practices (3rd ed.; New 
York, 1940); also, the writer’s review of the Federal Trade Commission’s Control of Unfair 
Competitive Practices through Trade Practice Conference Procedure, monog. no. 34, in 
Am. Econ, Rev., Vol. XXI (Dec., 1941), p. 845. 

Significantly, Professor Hamilton makes no attempt to relate his proposed administrative 
agency to the F.T.C., or to base its promise on the latter’s record. 


*4 See, in this connection, Professor W. L. Crum’s penetrating criticism of Mr. Gardiner 
Means’s tendency to minimize the significance of these distinctions in his analyses of 
financial concentration: W. L. Crum, Corporate Size and Earning Power (Cambridge, 
1939). For a brief summary of the economic characteristics of public utilities, see the 
writer’s “Economic Prospects of Air Transport,’ Pub. Utility Fortnightly, Vol. TV, No. 6 
(Sept. 19, 1929), p. 332. A more extended essay on the same subject is Economic Basis of 
Public Interest, by Rexford G. Tugwell (Menasha, 1922), 

See Robert Brady, The Rationalization Movement in German Industry (Berkeley, 
1933); and the same author’s The Spirit and Structure of German Fascism (New York, 
1937). 
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nomic activities are actually carried on. It either ignores or, on occasion, 
accepts as. inevitable the prevalent oligarchic organization of industry 
and attendant oligopolistic market conditions.” Can an antitrust policy 
worthy of the name thus make peace with “monopolistic competition” ? 
Would a “negotiated peace” in this field have any better prospect of 
enduring than a settlement in that fashion of the parallel conflict be- 
tween freedom and authority in the political sphere, now being waged 
on the battlefields? ; 


V—An Attempt at Appraisal 


Not all of the shortcomings of antitrust policy in respect to the preser- 
vation of vigorous competition and the effectuation of a democratic 
control of industry are traceable to defective implementation. True, the 
Antitrust Division has been severely hampered in the attempt to police 
the whole range of American industry on an annual budget which never 
exceeded $300,000 prior to 1936 and is even today less than 75 per cent 
of that of the Railroad Retirement Board! But inadequate appropria- 


** That such a premise or implication is not logically unavoidable in the advocacy of an 
administrative set-up which would exercise regulatory powers industry-by-industry in 
accordance with its own discretion may be conceded. But it is none the less true that in 
practice the advocacy of such a policy and the acceptance of the conditions described go 
hand in hand. This was made clear in Professor Hamilton’s case, for instance, on the 
occasion of one of his earliest public espousals of the program in question. See, Milton 
Handler (ed.), The Federal Anti-Trust Laws: A Symposium (Chicago, 1932), which started 
somewhat of a “feud” on this issue between Professor Hamilton and Professor Frank A. 
Fetter. 

The issue came to the surface in the course of Professor Fetter’s testimony on March 8, 
1939, particularly in connection with his interrogation by Mr. Jerome Frank. (Hearings, 
Pt. 5, Monopolistic Practices, pp. 1951-82.) Mr. Frank took as the point of departure 
for his questioning, Exhibit no. 358 (ibid., pp. 2192-2200) a statement prepared by the 
Federal Trade Commission with which the S.E.C. Commissioner seems to have disagreed 
sharply. - 

‘Mr. Frank’s position may be indicated by a brief quotation (p. 1959); “It seems to me 
that what we need to do is to canvass the possibilities of working, in some industries, with a 
minimum of the drastic, iron-handed governmental imposition that the word ‘regulation’ 
connotes, and see whether we cannot work, perhaps with some modicum of law—with a 
greater quantity of legal apparatus in some industries and less in others—to get the desired 
end.” (Italics supplied.) 

Professor Fetter’s position may likewise be indicated by a brief excerpt from his testimony 
(p. 1981), though in both cases a single extract from a long discussion does less than justice 
to the parties. Responding to a summary of Mr. Frank’s suggestion by Mr. Berge, he 
stated: “If we go far with that thought we are going to have a bureaucratic examination 
and regulation of each separate industry, whereas I think the N.R.A. is an example of the 
fact that if there were any regulations of ethical practice that were valid for one industry 
they were probably valid for all. The notion that you would have a separate ethical code 
for each one of five or six hundred industries is an absurdity.” (The “ethical” adjective 
might be dropped without misrepresenting Professor Fetter’s thought, it is believed.) 

This basic issue persists. The Hamilton-Frank thesis is sharply challenged, ¢.g., in a recent 
article by Corwin Edwards, “Economic Implications of Business Boundary Laws,” Law 
and Contemporary Problems, Vol. VIII, No. 2 (1941), p. 292. 


WATKINS: ANTITRUST POLICY 109 


tions and blunt procedural tools are not alone responsible for Anti- 
trust’s failure to forefend that concentration of economic pomer which 
called the T.N.E.C. into being. 

-Aside from its diminutive size and poor equipment measured against 
the mounting scale of the task confronting it, the Division has been 
charged with the enforcement of a policy which has not always been 
what it seemed. If the antitrust act was a product of its times, antitrust 
policy has equally been a product of changing conditions and changing 
conceptions of what the public interest required. These shifts in the 
concrete meaning of antitrust policy have in part proceeded from 
modifications of the outlook and aim of succeeding administrations, as 
noted above. Perhaps to an even greater extent, however, they reflect 
shifts in judicial opinion and in legislative policy. 

To consider the former influence first, the course of adjudication has 
in some respects been not only singularly tortuous but markedly ob- 
structive from the standpoint of effectuation of the policy of the law. 
One, but only one, of the impediments thus put in the way of effective 
antitrust enforcement is that emphasized by Professor Handler in his 
Study of the Construction and Enforcement of the Federal Antitrust 
Laws (monograph no. 38). It is the difficulty of extracting from the 
series of antitrust decisions, and still more from the succession of ra- 
tionalizing opinions, any definite, dependable criteria of the essential 
elements of illegality. What part, if any, of the source of this difficulty 
resides in a judicial, and judicious, hesitancy to make definitive com- 
mitments, a timid inclination to hide behind the skirts of the rule of 
reason, and what part in a deliberate choice of the devious paths of 
expediency in preference to the straight and narrow road of principle 
is not clear. 

Whatever the explanation, Professor Handler’s study conclusively 
demonstrates that an effort to discover consistency and continuity in 
the antitrust decisions is foredoomed to futility. The difficulty is not 
only in reconciling the trend of judicial opinion in cases involving 
collusive action with that in cases concerning proprietary fusion or 
monopolistic practices independently framed and followed.” The logi- 
cian must go to some pains to eliminate any trace of conflict between 
such confederative cases at those of the Window Glass Manufacturers,” 
and Appalachian Coals,” on the one hand, and of Trenton Potteries,” 

“CH. e.g., as did Mr, Justice Brandeis, in dissent, the judgment in the Harwood case, 
257 U.S. 377 (1921), with the decision in the Steel case, 251 U.S. 417 (1920). Or, again, 
compare the verdict in the Gasoline Buying Pool case, 310 U.S. 150 (1940), with the 


judgment in General Talking Pictures Co. v. Western Electric Co., 304 U.S. 175, 305 U.S. 
124 (1938). 


8 263 U.S. 403 (1923). 
” 288 U.S. 344 (1933). Ce ae | 
© 973 U.S. 392 (1927). / 
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Sugar Institute,* and the Gasoline Buying Pool,” on the other. On the 
status of mergers, it would tax the ingenuity of even the most gifted 
artist in legal legerdemain to bring into accord the series of decisions 
running from the Knight case through the Northern Securities, Ameri- 
can Tobacco, Standard Oil, Shoe Machinery, and Steel cases to the 
recent Aluminum decision.** The tergiversations of judicial opinion in 
interpreting the law have surely been a considerable aad in limiting 
the achievements of Antitrust. 

But this is not all. A far more formidable obstruction ae this quar- 
ter to the effectuation of the policy of the law, if that be taken as the 
maintenance of genuinely competitive markets, has been the indiffer- 
ence displayed by the courts, in applying the standard established by 
Congress, to the significance of what may now be termed “conditions of 
monopolistic competition.” Without benefit of economic training, un- 
skilled in economic analysis, and disdaining ‘economic advice,* the 
courts have developed, particularly in applying the rule of reason to 
mergers, a tolerance of oligopoly which is incompatible with the pres- 
ervation of forthright competition in the market.** The simple fact 
is that where sellers are few neither collusion nor oppressive tactics 
are required to stifle competition. No legal casuistry can eliminate the 
pressure toward price stabilization resulting from canny attention to the 
marginal revenue curve. No glib phrase making “size . . . no offense” 
can dispel the telltale evidence of restraint in identical bids,*° simul- 

= 297 U.S. 553 (1936). 

= 310 U.S. 150 (1940). 


3S. v. E. C. Knight Co., 156 U.S. 1 (1895). 

Northern Securities Co. v. U.S., 193 U.S. 197 (1904). 

U.S. v. American Tobacco Co., 221 U.S. 106 (1911). 

Standard Oil Co. v. U.S. 221 U.S. 1 (1911). 

U.S. v. United Shoe Machinery Co., 247 US. 32 (1918). 

U.S. v. United States Steel Corp., 251 U.S. 417 (1920). 

U.S. v. Aluminum Co. of America, Equity No. 85-73, in D.C. of U.S., S.D. of N.Y. 
Decided October 9, 1941. 


4 Cf., eg, Mr. Justice McKenna’s derisive remarks on the testimony of professional 
economists, in U.S. v. U.S. Steel Corp., 251 U.S. 417, 448-9 (1920). Even Mr. Justice Stone 
in Cement Mfrers. Protective Ass’n. v. U.S., 268 U.S. 588, 597-9 (1925) preferred his own 
improvised analysis of the significance of a delivered price system to that of professional 
economists with excellent credentials (Professors Fetter and Commons). 


To cite only a few representative cases in which the dominance, however obtained, of 

one or a very few firms has been regarded as not of itself inimical to the policy of the law: 

U.S. v. American Can Co., 230 Fed. 859, 234 Fe. 1019 (1915). 

U.S. v. United Shoe Machinery Co., 247 U.S. 32 (1918). 

Buckeye Powder Co. v. E. I. du Pont de Nemours & Co., 248 U.S. 55 (1918). 

Geddes v. Anaconda Copper Mining Co., 254 U.S. 590 (1921). 

U.S. v. General Electric Co., 272 U.S. 476 (1926). 

U.S. v. International Harvester Co., 274 U.S. 693 (1927). 


=M A. Copeland, et al, Governmental Purchasing—An Economic Commentary, monog. 
no. 19, 
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taneous price changes,” uniform delivered prices," and sustained price 
differentials in domestic and export trade, or in sales of the same 
‘products for different uses or to different classes of customers.*° 
Nor have Congress and the-state legislatures evinced a steadfast 
determination to uphold antitrust policy. They have not hesitated in 
deference to the clamor of special interests to grant exemptions, sus- 
pensions, and modifications which could not fail to have an obstructive, 
in some cases a virtually emasculative, effect upon antitrust policy. 
Since 1914 the trend of federal regulatory legislation is indicated by 
such statutes as the Shipping act of 1916 as amended by the Merchant 
Marine acts of 1920, 1928 and 1936,“ the Webb-Pomerene act of 
1918,” the Fishing Industry act of 1934, the Bituminous Coal Con- 
servation act of 1935 and its successor, the Bituminous Coal act of 
1937, the Robinson-Patman amendment, and the Miller-Tydings 
amendment.*® In addition to the foregoing legislation, there is a long 
list of federal statutes granting virtual exemption from the anti- 
trust laws to agriculture,“ and the National Industrial Recovery act 


* See S. Nelson and W. G. Keim, Price Behavior and Business Policy, monog. no. 1, 
passim; C. A. Pearce, Trade Association Survey, monog. no. 18, passim; and C. Wilcox, 
Competition and Monopoly in American Industry, monog. no. 21, passim. 


See W. G. Keim and Associates, Geographical Differentials in Prices of Building 
Materials, monog. no. 33; J. M. Blair and A. Reeside, Price Discrimination in Steel, monog. 
no. 41; Federal Trade Commission, The Basing Point Problem, monog. no. 42; and R. C. 
Cook, Control of the Petroleum Industry by Major Oil Companies, monog. no. 39, pp. 
43-44, 48. 

P? See M. Gilbert and P. D. Dickens, Export Prices and Export Cartels, monog. no. 6, 
pp. 74-81. 


“See S. Nelson and W. G. Keim, op. cit., pp. 80 f., C. L. James, et al., Industrial 
Concentration and Tariffs, monog. no. 10, passim, e.g., gypsum, p. 39, and plate glass, 
p. 51; and D. Bertrand, et al., The Motion Picture Industry--A Pattern of Control, monog. 
no, 43, p. 43, et passim. See also Brief for the United States in U.S. v. Aluminum Co. of 
America, cit. supra. 

On the significance of price discrimination in relation to market control, compare J. M. 
Clark, Studies in the Economics of Overhead Costs (Chicago, 1923) chap. 20, and the 
writer’s article on “Price Discrimination” in the Encyclopedia of the Social Sciences, Vol. 
XII, pp. 350-55. While it may be true that sporadic, irregular discriminations may signalize 
a sort of surreptitious competition in an otherwise monopolistic market, sustained dis- 
criminations are hardly compatible with free competition. They are an infallible index of 
monopoly. 

“U.S. Code, Title 46, chaps. 23, 24, 24A and 27. 

“U.S. Code, Title 15, chap. 2, secs, 61-65. 

“U.S. Code, Title 15, chap. 13A, sec. 521. 

“U.S. Code, Title 15, chap. 17. 

“U.S. Code, Title 15, chap. 1, sec. 13, as amended by act of June 19, 1936. 

“US. Code, Title 15, chap. 1, sec. 1, as amended by act of August 17, 1937. 

* Agricultural Marketing Association act of February 18, 1922, U.S. Code, Title 7, chap. 
12. 

Coöperative Marketing act of 1926, U.S. Code, Title 7, chap. 18,  ;, 
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of 1933-35 providing generally for an interlude in antitrust enforce- 
ment.** Nor can one afford to overlook in this connection the headlong, 
if not heedless, rush of the several states latterly, not only to follow 
the lead of Congress, but to outdo it—and each other—in sanctioning 
trade restraints and fettering competitive forces.*® The cumulative 
influence of these developments has been a factor of no small moment 
in frustrating the efforts of Antitrust to effectuate the policy of the law. 

It is plain that in the foregoing circumstances, at least, antitrust 
policy has not met the pragmatic test. The tendency toward concentra- 
tion of economic power has not been arrested. In some spheres a 
feudal hegemony has been established and maintained seemingly with- 
out challenge, as in sulphur, bearing metals, borax, molybdenum, 
oxyacetylene, plastics, plate glass, and gypsum. In others, it has 
developed and persisted despite sporadic and ineffectual efforts to curb 
manifest restraints, as in steel, tin cans, refractories, cement, aluminum, 
copper, sugar, nitrogen, radio, motion pictures. In still others domina- 
tion of the market has survived repeated prosecutions and frequent 
adverse decrees as in oil, tobacco, lumber, anthracite coal, meat packing, 
office equipment, and photographic supplies.” On the other hand, there 


Tobacco Control act of 1935, U.S. Code, Title 7, chap. 21B. 

Agricultural Adjustment acts of 1933 and 1938, as amended, U.S. Code, Title 7, chap. ` 
35, secs. 1281-1406. 

Sugar Production and Control act of 1937, as amended, U.S. Code, Title 7, chap. 34. 


* Act of June 16, 1933, U.S. Code, Title 15, chap. 15, secs. 701-12. Certain provisions 
were declared unconstitutional in Schechter Poultry Corp. v. U.S., 295 U.S. 475 (1935). 
Compare: L. S. Lyon and others, National Recovery Administration (Washington, 1935), 
and President’s Committee of Industrial Analysis, Final Report (Washington, 1937), 75th 
Cong., Ist sess, H. Doc. 158. 


* Some 45 states now have so-called ‘fair trade” statutes validating resale price main- 
tenance. See Commerce Clearing House, Trade Regulation Service, Vol. IIL, p. 10001. And 
31 states forbid sales below cost and/or similar “unfair practices.” Ibid., p. 9002. In addi- 
tion, numerous states have enacted discriminatory chain-store tax legislation, business 
boundary laws (limiting the lines of trade in which particular enterprises may engage or 
types of service they may render), and a wide variety: of other measures designed to 
preserve or advance the interests of local trade or special groups. See “Symposium on 
Governmental Marketing Barriers,” Law and Contemporary Problems, Vol. VIII, No. 2 

(1941). : 

' These developments were sharply criticized by numerous witnesses in the Hearings, Pt. 
29, Interstate Trade Barriers. In the monographs they received less attention, and the tone 
of the treatment was in general more explanatory and less censorious, Compare, J. H., Cover 
et al., Problems of Small Business, monog. no, 17, and B. W. Lewis et al, Economic 
Standards of Governmental Price Control, monog. no. 32, Pts. 2 and 4. 


= These and other industries listed below are selected at random from those discussed in 
the Hearings and monographs. The most comprehensive survey, but not the most pene- 
trating and incisive study, of the structural features of industry among the T.N.E.C. 
monographs is Clair Wilcox’s Competition and Monopoly in American Industry, monog. 
no. 21. 


“Tt is not to be inferred, of course, that judgments adverse to defendants, whether or 
not accompanied by dissolution decrees, have had (1) no effect whatever in relation to 
market ‘control, or (2) the same effect in every instance cited. The detailed analysis of the 
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are familiar examples, like bituminous coal, cotton textiles, leather, 
rubber, and shoes, of industries in which competition may be unre- 
stricted, perhaps too severe, but in which in any case the adjustments of 
supply and demand, the composition of private interests, are not in- 
variably smooth and economically advantageous. Still other industries 
conform to none of these patterns. The whole range of trades serving 
essentially local markets may be here tied up in vice-like restraints, 
there flexibly. competitive, elsewhere conducted in a sanguinary rivalry 
that leaves ruin—or racketeering—in its wake. 

Manifestly the diffusion of industrial control at which the Antitrust 
act aimed has not been realized. The spontaneous assertion of diverse 
private interests, each accommodating itself to the demands of oppos- 
ing interests with a minimum of friction, and all held in check within 
decorous limits by the occasional intervention of Antitrust to admonish 
an overzealous aggressor or reprove a misguided conspirator, remains 
a remote ideal. With the years the mobilization of industrial resources, 
human and material, into ever larger aggregates, with attendant con- 
centration of economic power, has proceeded, not unchecked, but 
despite the law and administration of Antitrust. New and subtle re- 
straints, perhaps operating in the guise of statistical exchanges, basing 
point systems, standardization programs, or estimate bureaus, have 
displaced the old piratical practices and gentlemen’s agreements which 
entailed too much risk of public obloquy and legal penalty. In the 
corporate labyrinths of big business, management has become further 
and further divorced from ownership and in its consequent irresponsi- 
bility has been enabled to provide amply for its own “social security.” 
Wage-earners have lost much of their independence. They produce, 
perforce, what they are told to produce, in the way they are told to do 
it, humbly grateful for the opportunity which a job affords, when one . 
happens to be available, bitterly resentful of the implications of a dis- 
charge which comes through no fault of theirs. Consumers may not 
admit their resemblance to guinea pigs, but, powerless to escape the 
ubiquitous promptings of advertisement, they find resistance to its 
appeals an industry of diminishing returns.” 


changing patterns of control in these industries, and others which might be added, is 
clearly beyond the compass of the present paper. It requires, indeed, a whole book to make 
a satisfactory study* of even a single branch of, for example, the chemical industries as 
Professor T. J. Kreps discovered, or at any rate demonstrated, in his work on The 
Economics of the Sulphuric Acid Industry. 

Nevertheless, generalizations cannot be avoided altogether if any constructive use is to 
be made of experience in formulating policy. If the specific generalizations here made were 
challenged, the answer would be an appeal to the T.N.E.C. record—and, if need be, to 
whatever data outside that record might be available. 


= By and large, adequate substitutes for a product appear to be available approximately 


in inverse proportion to the extent that the claims of its excellence are, may one say, 
exaggerated. This is hardly a coincidence. 
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But if Antitrust were implemented with sharper tools and provided 
with ample resources; if the unwonted vigilance and energy recently 
displayed in the execution of its police assignment could be sustained; 
if a better coordination of antitrust policy with other regulatory policies 
and a more consistent adherence thereto by the lawmakers could be 
assured; arid finally if more definite criteria were developed and more 
unflinchingly applied by the judiciary—what then? Would Antitrust 
suffice? Could these more favorable conditions be assured? No one can 
answer these questions with certainty. But it may be doubted that even 
if antitrust policy were wholeheartedly supported and firmly enforced 
by the legislatures, the courts, and the administrative agencies it 
could, by itself, restore or insure a competition at once forthright and 
salutary in modern markets.” The grounds for that doubt are spread 
upon the records of the T.N.E.C., through 82 volumes of testimony and 
reports. 

The trouble lies deeper than in mere market-manipulating schemes. 
It lies in the forms of organization and the mode of functioning of 
business enterprise itself, from which competitive forces spring or in 
which they are stifled. Year by year the control of industry has become 
more of a special privilege. In the corporate units of business enterprise, 
the interests of investors, the interests of workers, the interests of con- 
sumers have been subordinated to the quest of inside cliques for power, 
prestige, and profits (pelf might be a better word).°* It is a common- 
place that management has been divorced from ownership. The fact is, 
- it has in large measure been divorced from responsibility, and there- 
with, and to that extent, spontaneous enterprise has been extinguished 
and competitive forces devitalized. The erratic operation of industries 
subject to such irresponsible management, with a pattern of control 
so unbalanced, cannot indefinitely be suffered. Antitrust is not enough. 

But Antitrust was never put forward as an ultimate solution of the 
perennial issue of public policy. It represented no more than an initial 
step. And it was a beginning in the right direction. It was an assertion 
that the public interest in the conduct of industry is paramount to any 
private interest. This was a gesture that needs no apology, a step that 


3 Cf., Corwin D. Edwards, “Can the Antitrust Laws Preserve Competition?” Amer. 
Econ. Rev., Suppl., Vol. XXX (1940), p. 164. 

“<The proof of the pudding” is in the exigent circumstances which have constrained 
the three vital economic interests subordinated to business interests to seek, and a demo- 
cratic government to grant, each in turn special administrative protection. The S.E.C. 
was established to safeguard the interests of investors who, in the current organization 
of industrial control, found themselves disfranchised and defenseless, Likewise, the 
N.L.R.B. was set up as a means of protection of the interests of labor and the F.T.C. 
(and several other administrative agencies, such as the Food, Drugs and Cosmetics Ad- 
ministration) in defense of consumer interests. 
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needs no retracing. It is true that Antitrust has essentially a negative 
thrust. It can, on occasion, eradicate restraints privately laid on an in- 
dustry, forbid surreptitious toll-taking on the channels of trade. It has 
no power to initiate realignments in the structure of an industry which 
may promise enhanced efficiency, no authority to cultivate new trade 
practices, selling policies, or investment programs which might stabilize 
a distraught industry. Above all, it has no mandate to establish stand- 
ards for the organization of the corporate units of business enterprise 
which will insure their responsible management, their healthy function- 
ing as the very cells of the body economic. As a licensed physician to 
the economy, it is limited to the practice of surgery. Fifty years ago 
preventive medicine was regarded by robust men as vapid quackery. 
Times change. 

Comes the emergency! If Antitrust is not enough, some would say 
let us scrap it, or at the least let us shelve it, as in 1933. If monopolistic 
competition, restrictive devices, privately administered prices are so 
prevalent that, before Antitrust can fulfill its appointed function and 
provide reasonably adequate defense of minority groups, inarticulate 
interests, incipient enterprise, the whole structure of industry must be 
rebuilt, decentralized, perhaps reorganized on codperative lines, that 
is too large a task to undertake now, we are told. In so far we are well 
advised. Wartime pressures, anxieties, fears are not conducive to an 
amicable reconstruction of the bases of industrial control which in any . 
event must involve some sacrifice of vested interests, considerable 
tutelage in new responsibilities, and groping accommodation to altered 
relationships. 

But it does not follow from the admission that Antitrust is not 
enough that it can safely and advantageously be suspended, even in a 
time of crisis. What a national defense program or a war production 
program undoubtedly requires is the mobilization, codrdination, and 
direction of industry as a unit. With the issuance and enforcement of 
government orders that this shall be done and that shall not be done, 
Antitrust has no quarrel and in no wise interferes. But with privately 
contrived stratagems involving mutually imposed restraints of trade, 
either beyond the scope of the governmental orders or designed to in- 
fluence their terms, Antitrust does interfere.” Signs are not wanting 
today that, if vigilant efforts to free the economy of “voluntary” re- 
straints unwarrantedly imposed for the benefit of special interests were 
abandoned, the experience of 1917-18 and of 1933-35 would be re- 
peated." For the protection of the public interest, which government 

5 See Annual Report of Assistant Attorney General Thurman Arnold, in charge of 
Antitrust Division, for the year ending June 30, 1941. 

Detailed studies of specific industries reveal beyond shadow of doubt that expansion 
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was constituted to safeguard and promote, can reliance be placed upon 
the patriotic animus and dollar-a-year self-immolation of special in- 
terests? 

Antitrust is not enough, true. But at least it sets some limits to pre- 
dacious actions. It cannot assure forthright competition (even if that 
were everywhere desirable), but it can and does provide a leverage for 
the promotion of adjustments (in prices, output, investment) toward 
the competitive standard of full utilization of resources. By freeing in- 
dustry, in some measure, of the obstructions which have been, and 
constantly are being, fastened upon it by lopsided patterns of control 
(undue concentration in private hands of discretionary economic 
power), its effective contribution to national defense will be by so much 
advanced. Even more important, by the assurance given a people by its 
government through a vigorous policy of antitrust enforcement that it 
is earnestly bent upon making industry an instrument of the common 
welfare, not a means to the brazen aggrandizement of some special in- 
terest, it will fortify their spirit and seal their loyalty for the hard tests 
which lie ahead. For, after all, support of Antitrust is a pledge of good 
faith in the avowed devotion to a democratic way of life. No govern- 
ment which is itself founded on the principle of consent of the governed 
can afford to retreat from that principle in its policy with respect to the 
contro] of industry. 

For the long run—what then? If this be for the night, “Watchman, 
what of the morrow?” When the reconstruction of the government of 
industry upon a genuinely democratic basis can be safely essayed, what 
shall the model be? Assuming that the Fates grant us that privilege, but 
without pretension to a foresight adequate to anticipate what the com- 
plexion or balance of economic forces may then be, this alone may be 
ventured. If the goal be accepted of a wide diffusion of industrial con- 
trol, of a democratic sharing in the responsibilities of industrial govern- 
ment, it will not be achieved by reform from top to bottom. It will come 
only through reconstruction from the bottom up. So long as the irre- 
sponsible management of giant corporations persists, the attempt to 
preserve competition in the markets through a policy of admonishing 
the custodians of this privilege to be “good” and not “restrain trade,” 





of production of materials vitally necessary for the conduct of the war is in many in- 
-stances, even now, being geared to military requirements only to the extent that provision 
of these requirements is compatible with a cautious estimate of the profit-making prospects 
of expanded facilities. The root cause of these tactics is plain: the reluctance of interested 
parties to relinquish the restrictive devices or relax the restrictive policies upon which 
monopolistic gains depend. 

“Antitrust investigations during the past year have shown that there is not an organized 
basic industry in the United States which has not been restricting production by some 
device or other in order to avoid what they call ‘ruinous over-production after the war.’” 
From Annual Report of Assistant Attorney General Thurman Arnold (1941), p. 1. 
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which is to say through antitrust policy as it stands today, will fall 
short of the goal. 

The sine qua non for an effective assertion of the public interest in 
the conduct of business is the establishment, or if you prefer the re- 
establishment, of responsible management. That can only be done 
through a reorganization of the corporate units of enterprise in such 
fashion that the vital economic interests now disfranchised shall be 
represented In the councils where, in the first instance, decisions are 
made, policies formed, operating results determined, and management 
obliged periodically to account. Such a reorganization can be affected 
only through federal incorporation.” Competition in franchise-grant- 
ing among the states, their so-called charter-mongering, is incompatible 
with the erection and maintenance of salutary standards of managerial 
responsibility. 

It is the failure to recognize this basic fact and to appreciate its im- 
plications which accounts, one must suppose, for the timidity and tem- 
porizing which mark the conclusions of what might have been one of the 
most significant studies among the T.N.E.C. monographs. The authors 
of Bureaucracy and Trusteeship in Large Corporations (monograph 
no. 11) find ample grounds for criticism of the manner in which self- 
perpetuating and self-serving managements have perverted the func- 
tions of enterprise. But their conception of how this perversion may be 
abated is singularly naive. They would trust to the voluntary accept- 
ance of fiduciary obligations by autocratic managements shorn of none 
of their privileges, this acceptance to be won somehow through the 
pleadings and “expectations” of the patient public. The only alternative 
to “trusteeship” which they envisage is the imposition of “additional 
control over management” by government.” In these circumstances 
they are apprehensive, and justly so, that “regulation may defeat its 
own purpose. ... However, it might be of substantial assistance if some 
governmental body, such as the Temporary National Economic Com- 
mittee, would deplore the present tendency. ... It may not be necessary 
to enact legislation. ... We suggest that less drastic means should first 
be tried. Well-thought-out advice and publicity, for example. ...A 
widespread, favorable attitude of mind is a first essential to effective 


See the writers memorandum in Relative Efficiency of Large, Medium-Sized and 
Small Business, monog. no. 13, Appendix A. 


Presumably this means a public utility type of regulation. Bureaucracy and Trusteeship 
in Large Corporations, monog. no. 11, p. 123. There is no implication in the discussion in 
the text above of criticism or derision of the concept of trusteeship per se. In fact, a 
decade ago the writer supported, as he would still support, the development of intra- 
corporate trustee relationships. See his “Trustification and Economic Theory,” Am. Econ. 
Rev., Suppl., Vol. XXI (March, 1931) p. 54. But it is one thing to impose and enforce 
fiduciary obligations; it is quite another matter to trust to the slow emergence of quasi- 
professional standards among business executives. 
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trusteeship in big business. People must expect and assume that man- 
agers will look out for interests other than their own. Managers in their 
turn will then attempt to live up to expectations.’ 

Such faith may be sublime—or puerile. Whichever it is, not cynics 
alone will be skeptical of its adequacy to sustain popular patience and 
good will pending its realization. Realists, too, will have their reserva- 
tions. It is encouraging to find among those who appreciate the im- 
perative need of supplementing Antitrust, by restoring’ industry to 
responsible management, if its wholesome ends are to be achieved, no 
less a realist than the chairman of the Temporary National Economic 
Committee itself. His Final Statement is after the model of the Presi- 
dent’s letter which initiated the inquiry: lucid yet compact, impartial 
yet discriminative. 


The first and most necessary step is to recognize that we must have a na- 
tional rule for national business. . . . If we desire to have business carried ` 
on by collective units, and it must be carried on thus in the modern world, 
then we must find the way to make these units thoroughly democratic. Eco- 
nomic freedom and political freedom go hand in hand. Neither can survive 
without the other, and since .. . in a republic the government of all the 
people must be able to speak for all the people . . . we have no recourse 
except to have that government define the rights, duties and responsibilities 
of the organized agencies which conduct and control the commerce on which 
its citizens depend for employment and income. 

It is idle to think that the huge collective institutions which carry on our 
modern business can continue to operate without more definite responsibility 
to all the people of the Nation than they now have. To do this it will be 
necessary, in my judgment, to have a national charter system for all na- 
tional corporations.*° 


For those who have not succumbed to stark cynicism from contem- 
plating or experiencing our last two “reconstruction periods,” in this 
evidence of economic statesmanship triumphant over political pol- 
troonery may be found a ray of hope to sustain them through the trials 
that now beset us, and the still greater trials that lie ahead.” 


University College 
New York University 


° Bureaucracy and Trusteeship, monog. no. 11, pp. 125-33. 


© Final Report and Recommendations of the Temporary National Economic Commitiiee, 
S. Doc. 35, 77th Cong., 1st sess, (March 31, 1941), p. 681. 


% The author wishes here gratefully to acknowledge his indebtedness to the following 
persons who kindly consented to read the manuscript in its original form. Of their 
criticisms he has endeavored, though doubtless with less success than they might have 
achieved directly, to take full advantage. Messieurs Moses Abramowitz, M. M. Bober, 
Joseph Borkin, Corwin Edwards, George J. Stigler, George W. Stocking, and Charles S. 
Welsh. 


APPENDIX A 


MESSAGE FROM THE PRESIDENT OF THE UNITED STATES TRANSMITTING REC- 
OMMENDATIONS RELATIVE TO THE STRENGTHENING AND ENFORCEMENT OF 
ANTI-TRUST Laws? 


To the Congress of the United States: 

Unhappy events abroad have retaught us two simple truths about the liberty 
of a democratic people. 

The first truth is that the liberty of a democracy is not safe if the people 
tolerate the growth of private power to a point where it becomes stronger than 
their democratic state itself. That, in its essence, is fascism—ownership of 
government by an individual, by a group, or by any other controlling private 
power. 

The second truth is that the liberty of a democracy is not safe if its business 
system does not provide employment and produce and distribute goods in such 
a way as to sustain an acceptable standard of living. 

Both lessons hit home. 

Among us today a concentration of private power without equal in history 
is growing. 

This concentration is seriously impairing the economic effectiveness of pri- 
vate enterprise as a way of providing employment for labor and capital and as 
a way of assuring a more equitable distribution of income and earnings among 
the people of the Nation as a whole. 


I. The Growing Concentration of Economic Power 


Statistics of the Bureau of Internal Revenue reveal the following amazing 
figures for 1935: 

“Ownership of corporate assets: Of all corporations reporting from every 
part of the Nation, one-tenth of 1 per cent of them owned 52 per cent of the 
assets of all of them. 

“And to clinch the point: Of all corporations reporting, less than 5 per cent 
of them owned 87 per cent of all the assets of all of them. 

“Income and profits of corporations: Of all the corporations reporting from 
every part of the country, one-tenth of 1 per cent of them earned 50 per cent 
of the net income of all of them. 

“And to clinch the point: Of all the manufacturing corporations reporting, 
less than 4 per cent of them earned 84 per cent of all the net profits of all of 
them.” ` 

The statistical history of modern times proves that in times of depression 
concentration of business speeds up. Bigger business then has larger oppor- 
tunity to grow still bigger at the expense of smaller competitors who are weak- 
ened by financial adversity. 

The danger of this centralization in a handful of huge corporations is not 
reduced or eliminated, as is sometimes urged, by the wide public distribution 


1S. Doc. No. 173, 75th Cong., 3rd. sess. 
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of their securities. The mere number of security holders gives little clue to the 
size of their individual holdings or to their actual ability to have a voice in the 
management. In fact, the concentration of stock ownership of corporations in 
the hands of a tiny minority of the population matches the concentration of 
corporate assets, 

The year 1929 was a banner year for distribution of stock ownership. 

But in that year three-tenths of 1 per cent of our population received 78 per 
cent of the dividends reported by individuals. This has roughly the same effect 
as if, out of every 300 persons in our population, 1 person received 78 cents 
out of every dollar of corporate dividends while the other 299 persons divided 
up the other 22 cents among them. 

l The effect of this concentration is reflected in the distribution of national 
income. 

A recent study by the National Resources Committee shows that in 1935- 
36— 

“Forty-seven per cent of all American families and single individuals living 
alone had incomes of less than $1,000 for the year; and at the other end of the 
ladder a little less than 114 per cent of the Nation’s families received incomes 
which in dollars and cents reached the same total as the incomes of the 47 per 
cent at the bottom.” 

Furthermore, to drive the point home, the Bureau of Internal Revenue re- 
ports that estate tax returns in 1936 show that— 

“Thirty-three per cent of the property which was passed by inheritance was 
found in only 4 per cent of all the reporting estates. (And the figures of con- 
centration would be far more impressive, if we included all the smaller estates 
which, under the law, do not have to report.)” 

We believe in a way of living in which political democracy and free private 
enterprises for profit should serve and protect each other—to insure a maxi- 
mum of human liberty not for a few but for all. 

It has been well said that, “The freest government, if it could exist, would 
not be long acceptable if the tendency of the laws were to create a rapid 
accumulation of property in few hands, and to render the great mass of the 
population dependent and penniless.” 

Today many Americans ask the uneasy question: Is the vociferation that 
our liberties are in danger justified by the facts? 

Today’s answer on the part of average men and women in every part of the 
country is far more accurate than it would have been in 1929 for the very 
simple reason that during the past 9 years we have been doing a lot of com- 
mon-sense thinking. Their answer is that if there is that danger it comes from 
that concentrated private economic power which is struggling so hard to master 
our democratic government. It will not come, as some (by no means all) of the 
possessors of that private power would make the people believe—from our 
democratic government itself. 


Il. Financial Control over Industry 


Even these statistics I have cited do not measure the actual degree of con- 
centration of control over American industry. 
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Close financial control, through interlocking spheres of influence over chan- 
nels of investment, and through the use of financial devices like holding com- 
panies and strategic minority interests, creates close control of the business 
policies of enterprises which masquerade as independent units. 

That heavy hand of integrated financial and management control lies upon 
large and strategic areas of American industry. The small-business man is un- 
fortunately being driven into a less and less independent position in American 
life. You and I must admit that. 

Private enterprise is ceasing to be free enterprise and is becoming a cluster 
of private collectivisms; making itself as a system of free enterprise after the 
American model, it is in fact becoming a concealed cartel system after the 
European model. 

We all want efficient industrial growth and the advantages of mass produc- 
tion. No one suggests that we return to the hand loom or hand forge. A series 
of processes involved in turning out a given manufactured product may well 
require one or more huge mass-production plants. Modern efficiency may call 
for this. But modern efficient mass production is not furthered by a central 
control which destroys competition between industrial plants each capable of 
efficient mass production while operating as separate units. Industrial efficiency 
does not have to mean industrial empire building. 

And industrial empire building, unfortunately, has evolved into banker con- 
trol of industry. We oppose that. 

Such control does not offer safety for the investing public. Investment judg- 
ment requires the disinterested appraisal of other people’s management. It 
becomes blurred and distorted if it is combined with the conflicting duty of 
controllmg the management it is supposed to judge. 

Interlocking financial controls have taken from American business much of 
its traditional virility, independence, adaptability, and daring—without com- 
pensating advantages, They have not given the stability they promised. 

Business enterprise needs new vitality and the flexibility that comes from 
the diversified efforts, independent judgments and vibrant energies of thou- 
sands upon thousands of independent businessmen. 

The individual must be encouraged to exercise his own judgment and to 
venture his own small savings, not in stock gambling but in new enterprise 
investment. Men will dare to compete against men but not against giants. 


II. The Decline of Competition and Its Effects on Employment 


In output per man or machine we are the most efficient industrial nation on 
. earth. 

In the matter of complete mutual employment of capital and labor we are 
among the least efficient. 

Our difficulties of employing labor and capital are not new. We have had 
them since good, free land gave out in the West at the turn of the century. 
They were old before we undertook changes in our tax policy or in our labor 
and social legislation. They were caused not by this legislation but by the same 
forces which caused the legislation. The problem of bringing idle men and idle 
money together will not be solved by abandoning the forward steps we have 
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taken to adjust the burdens of taxation more fairly and to attain social justice 
and security. 

If you believe with me in private initiative, you must acknowledge the right 
of well-managed small business to expect to make reasonable profits. You must 
admit that the destruction of this opportunity follows concentration of control 
of any given industry into a small number of dominating corporations. 

One of the primary causes of our present difficulties lies in the disappearance 
of price competition in many industrial fields, particularly in basic manufac- 
ture where concentrated economic power is most evident and whére rigid prices 
and fluctuating pay rolls are general. 

Managed industrial prices mean fewer jobs. It is no accident that in indus- 
tries like cement and steel where prices have remained firm in the face of a 
falling demand pay rolls have shrunk as much as 40 and 50 per cent in recent 
months. Nor is it mere chance that in most competitive industries where prices 
adjust themselves quickly to falling demand, pay rolls and employment have 
been far better maintained. By prices we mean, of course, the prices of the 
finished articles and not the wages paid to workers. 

When prices are privately managed at levels above those which mons be 
determined by free competition, everybody pays. 

The contractor pays more for materials; the homebuilder pays more for his 
house; the tenant pays more rent; and the worker pays in lost work. 

Even the Government itself is unable, in a large range of materials, to obtain 
competitive bids. It is repeatedly confronted with bids identical to the last cent. 

Our housing shortage is a perfect example of how ability to control prices 
interferes with the ability of private enterprise to fill the needs of the com- 
munity and provide employment for capital and labor. 

On the other hand, we have some lines of business, large and small, which 
are genuinely competitive. Often these competitive industries must buy their 
basic products from monopolistic industry, thus losing, and causing the public 
to lose, a large part of the benefit of their own competitive policy. Furthermore, 
in times of recession, the practices of monopolistic industries make it difficult 
for business or agriculture, which is competitive and which does not curtail 
production below normal needs, to find a market for its goods even at reduced 
prices. For at such times a large number of customers of agriculture and com- 
petitive industry are being thrown out of work by those noncompetitive in- 
dustries which choose to hold their prices rather than to move their goods and 
to employ their workers. 

If private enterprise left to its own devices becomes half-regimented and 
half-competitive, half-slave and half-free, as it is today, it obviously cannot 
adjust itself to meet the needs and the demands of the country. 

Most complaints for violations of the antitrust laws are made by business- 
men against other businessmen. Even the most monopolistic businessman dis- 
approves of all monopolies but his own; We may smile at this as being just an 
example of human nature, but we cannot laugh away the fact that the com- 
bined effect of the monopolistic controls which each business group imposes for 
its own benefit inevitably destroys the buying power of the Nation as a whole. 
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IV. Competition Does Not Mean Exploitation 


Competition, of course, like all other good things, can be carried to excess. 
Competition should not extend to fields where it has demonstrably bad social 
and economic consequences, The exploitation of Child labor, the chiseling of 
workers’ wages, the stretching of workers’ hours, are not necessary, fair, or 
proper methods of competition. I have consistently urged a Federal wages- 
and-hours bill to take the minimum decencies of life for the working man and 
woman out of the field of competition. 

It is, of course, necessary to operate the competitive system of free enterprise 
intelligently. In gaging the market for their wares businessmen, like the farm- 
ers, should be given all possible information by government and by their own 
associations so that they may act with knowledge and not on impulse. Serious 
problems of temporary overproduction can and should be avoided by dis- 
seminating information that will discourage the production of more goods than 
the current markets can possibly absorb or the accumulation of dangerously 
large inventories for which there is no obvious need. 

Tt i is, of course, necessary to encourage rises in the level of those competitive 
prices, such as agricultural prices, which must rise to put our price structure 
into more workable balance and make the debt burden more tolerable. Many 
such competitive prices are now too low. 

It may at times be necessary to give special treatment to chronically sick in- 
dustries which have deteriorated too far for natural revival, especially those 
which have a public or quasi-public character. 

But generally over the field of industry and finance we must revive and 
strengthen competition if we wish to preserve and make workable our tradi- 
tional system of free private enterprise. 

The justification of private profit is private risk. We cannot safely make 
America safe for the businessman who does not want to take the burdens and 
risks of being a businessman. 


V. The Choice Before Us 


Examination of methods of conducting and controlling private enterprise 
which keep it from furnishing jobs or income or opportunity for one-third of 
the population is long overdue on the part of those who sincerely want to 
preserve the system of private enterprise for profit. 

No people, least of all a democratic people, will be content to go without 
work or to accept some standard of living which obviously and woefully falls 
short of their capacity to produce. No people, least of all a people with our 
traditions of personal liberty, will endure the slow erosion of opportunity for 
the common man, the oppressive sense of helplessness under the domination of 
a few, which are overshadowing our whole economic life. 

A discerning magazine of business has-editorially pointed out that big- 
business collectivism in industry compels an ultimate collectivism in govern- 
ment. 

The power of a few to manage the economic life of the Nation must be dif- 
fused among the many or be transferred. to the public and its democratically 

t 
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responsible government. If prices are to be managed and administered, if the 
Nation’s business is to be allotted by plan and not by competition, that power 
should not be vested in any private group or cartel, however benevolent its 
professions profess to be. 

Those people, in and out of the halls of government, who encourage the 
growing restriction of competition either by active efforts or by passive re- 
sistance to sincere attempts to change the trend, are shouldering a terrific 
responsibility. Consciously or unconsciously they are working for centralized 
business and financial control. Consciously or unconsciously they are therefore 
either working for control of the Government itself by business and finance or 
the other alternative—a growing concentration of public power in the Govern- 
ment to cope with such concentration of private power. 

The enforcement of free competition is the least regulation business can 
expect. 


VI, A Program 


The traditional approach to the problems I have discussed has been through 
the antitrust laws. That approach we do not propose to abandon. On the con- 
trary, although we must recognize the inadequacies of the existing laws, we ` 
seek to enforce them so that the public shall not be deprived of such protection 
as they afford. To enforce them properly requires thorough investigation not 
only to discover such violations as may exist but to avoid hit-and-miss prosecu- 
tions harmful to business and government alike. To provide for the proper and 
fair enforcement of the existing antitrust laws I shall submit, through the 
Budget, recommendations for a deficiency appropriation of $200,000 for the 
Department of Justice. 

But the existing antitrust laws are inadequate—most importantly because of 
new financial economic conditions with which they are powerless to cope. 

The Sherman Act was passed nearly 40 years ago. The Clayton and Federal 
Trade Commission Acts were passed over 20 years ago. We have had con- 
siderable experience under those acts. In the meantime we have had a chance 
to observe the practical operation of large-scale industry and to learn many 
things about the competitive system which we did not know in those days. 

We have witnessed the merging out of effective competition in many fields of 
enterprise. We have learned that the so-called competitive system works differ- 
ently in an industry where there are many independent units, from the way it 
works in an industry where a few large producers dominate the market. 

We have also learned that a realistic system of business regulation has to 
reach more than consciously immoral acts. The community is interested in 
economic results. It must be protected from economic as well as moral wrongs. 
We must find practical controls over blind economic forces as well as over 
blindly selfish men. 
` Government can deal and should deal with blindly selfish men. But that is a 
comparatively small part—the easier part—of our problem. The larger, more 
important, and more difficult part of our problem is to deal with men who are 
not selfish and who are good citizens, but who cannot see the social and eco- 
nomic consequences of their actions in a modern economically interdependent 
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community. They fail to grasp the significance of some of our most vital social 
and economic problems because they see them only in the light of their own 
personal experience and not in perspective with the experience of other men 
and other industries. They therefore fail to see these problems for the Nation 
as a whole. 

To meet the situation I have described, there should be a thorough study of 
the concentration of economic power in American industry and the effect of 
that concentration upon the decline of competition. There should be an ex- 
amination of the existing price system and the price policies of industry to 
determine their effect upon the general level of trade, upon employment, upon 
long-term profits, and upon consumption. The study should not be confined to 
the traditional antitrust field. The effects of tax, patent, and other Government 
policies cannot be ignored. 

The study should be comprehensive and adequately financed, I recommend 
an appropriation of not less than $500,000 for the conduct of such comprehen- 
sive study by the Federal Trade Commission, the Department of Justice, the 
Securities and Exchange Commission, and such other agencies of government 
as have special experience in various phases of the inquiry. 

I enumerate some of the items that should be embraced in the proposed 
study. The items are not intended to be all inclusive. One or two of the items, 
such as bank holding companies and investment trusts, have already been the 
subject of special study, and legislation concerning these need not be delayed. 

(1) Improvement of antitrust procedure.—A revision of the existing anti- 
trust laws should make them susceptible of practical enforcement by casting 
upon those charged with violations the burden of proving facts peculiarly with- 
in their knowledge. Proof by the Government of identical bids, uniform price 
increases, price leadership, higher domestic than export prices, or other spec- 
ified price rigidities might be accepted as prima facie evidence of unlawful 
actions. 

The Department of Justice and the Federal Trade Commission should be 
given more adequate and effective power to investigate whenever there is rea- 
son to believe that conditions exist or practices prevail which violate the provi- 
sions or defeat the objectives of the antitrust laws. If investigation reveals 
border-line cases where legitimate codperative efforts to eliminate socially and 
economically harmful methods of competition in particular industries are 
thwarted by fear of possible technical violations of the antitrust laws, remedial 
legislation should be considered. 

As a really effective deterrent to personal wrongdoing, I would suggest that 
where a corporation is enjoined from violating the law, the court might be 
empowered to enjoin the corporation for a specified period of time from giving 
any remunerative employment or any official position to any person who has 
been found to bear a responsibility for the wrongful corporate action. 

As a further deterrent to corporate wrongdoing the Government might well 
be authorized to withhold Government purchases from companies guilty of 
unfair or monopolistic practice. 

(2) Mergers and interlocking relationships. —More rigid scrutiny through 
the Federal Trade Commission and the Securities and Exchange Commission 
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‘of corporate mergers, consolidations, and acquisitions than that now provided 
by the Clayton Act to prevent their consummation when not clearly in the 
public interest; more effective methods for breaking up interlocking relation- 
ships and like devices for bestowing business by favor. 

(3) Financial controis—The operations of financial institutions should be 
directed to serve the interests of independent business and restricted against 
abuses which promote concentrations of power over American industry. 

(a) Investment trusts —Investment trusts should be brought under strict 
control to insure their operations in the interests of their investors rather 
than of their managers. The Securities and Exchange Commission is to make 
a report to Congress on the results of a comprehensive study of investment 
trusts and their operations which it has carried on for nearly 2 years. The 
investment trust, like the holding company, puts huge aggregations of the 
capital of the public at the direction of a few managers. Unless properly 
restricted, it has potentialities of abuse second only to the holding company 
as a device for the further centralization of control over American industry 
and American finance. 

The tremendous investment funds controlled by our great insurance com- 
panies have a certain kinship to investment trusts, in that these companies 
invest as trustees the savings of millions of our people. The Securities and 
Exchange Commission should be authorized to make an investigation of the 
facts relating to these investments with particular relation to their use as an 
instrument of economic power. 

(b) Bank holding companies.—tit is hardly necessary to point out the 
great economic power that might be wielded by a group which may succeed 
in acquiring domination over banking resources in any considerable area of 
the country. That power becomes particularly dangerous when it is exercised 
from a distance and notably so when effective control is maintained without 
the responsibilities of complete ownership. 

We have seen the multiplied evils which have arisen from the holding- 
company system in the case of public utilities, where a small minority owner- 
ship has been able to dominate a far-flung system. 

We do not want those evils repeated in the banking field, and we should 
take steps now to see that they are not. 

It is not a sufficient assurance against the future to say that no great evil 
has yet resulted from holding-company operations in this field. The pos- 
sibilities of great harm are inherent in the situation. 

I recommend that the Congress enact at this session legislation that will 
effectively control the operation of bank-holding companies; prevent holding 
companies from acquiring control of any more banks, directly or indirectly; 
prevent banks controlled by holding companies from establishing any more 
branches; and make it illegal for a holding company, or any corporation or 
enterprise in which it is financially interested, to borrow from or sell secur~ 
ities to a bank in which it holds stock. 

I recommend that this bank legislation make provision for the gradual 
separation of banks from holding-company control or ownership, allowing a 
reasonable time for this accomplishment—time enough for it to be done in 
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an orderly manner and without causing inconvenience to communities served 
by holding-company banks. 

(4) Trade essociations.—Supervision and effective publicity of the activities 
. Of trade associations, and a clarification and delineation of their legitimate 
spheres of activity which will enable them to combat unfair methods of com- 
petition, but which will guard against their interference with legitimate com- 
petitive practices. 

(5) Patent laws——Amendment of the patent laws to prevent their use to 
suppress inventions, and to create industrial monopolies. Of course, such 
amendment should not deprive the inventor of his royalty rights, but, generally 
speaking, future patents might be made available for use by anyone upon pay- 
ment of appropriate royalties, Open patent pools have voluntarily been put 
into effect in a number of important industries with wholesome results. 

(6) Tax correctives——Tax policies should be devised to give affirmative en- 
couragement to competitive enterprise. 

Attention might be directed to increasing the intercorporate dividend tax to 
discourage holding companies and to further graduating the corporation in- 
come tax according to size, The graduated tax need not be so high as to make 
bigness impracticable, but might be high enough to make bigness demonstrate 
its alleged superior efficiency. 

We have heard much about the undistributed profits tax. When it was en- 
acted 2 years ago, its objective was known to be closely related to the problem 
of concentrated economic power and a free capital market. 

Its purpose was not only to prevent individuals whose incomes were taxable 
in the higher surtax brackets from escaping personal income taxes by letting 
their profits be accumulated as corporate surplus. Its purpose was also to en- 
courage the distribution of corporate profits so that the individual recipients 
could freely determine where they would reinvest in a free capital market. 

It is true that the form of the 1936 tax worked a hardship on many of the 
smaller corporations. Many months ago I recommended that these inequities 
be removed. 

But in the process of the removal of inequities, we must not lose sight of 
original objectives. Obviously the Nation must have some deterrent against 
special privileges enjoyed by an exceedingly small group of individuals under 
the form of the laws prior to 1936, whether such deterrent take the form of an 
undistributed-profits tax or some other equally or more efficient method. And 
obviously an undistributed profits tax has a real value in working against a 
further concentration of economic power and in favor of a freer capital market. 

(7) Bureau of Industrial Economics.—Creation of a Bureau of Industrial 
Economics which should be endowed with adequate powers to supplement and 
supervise the collection of industrial statistics by trade associations. Such a 
bureau should perform for businessmen functions similar to those performed 
for the farmers by the Bureau of Agricultural Economics. 

It should disseminate current statistical and other information regarding 
market conditions and be in a position to warn against the dangers of tem- 
porary overproduction and excessive inventories as well as against the dangers 
of shortages and bottleneck conditions and to encourage the maintenance of 
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orderly. markets. It should study. trade fluctuations,,credit facilities, and other 
conditions which affect the welfare of the average businessman.. it'should be 
able. to, help small-business ;men to,,keep., themselves. aswell, informed about 
trade conditions as their. big- competitors: vh e pus cnelisitceeh OEL s 
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oldest American traditions. Concentration of economic powerin the few, and 


Fig at 


the PE R Ea na ap omen of Jabor-and. la suas inescapable problems for 
ing in "stability. that. we will Jose faith i in, our own, way. of living tee because we 
seek to..find out how, to make, that; away. of, living, work. more, effectively, ; 
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APPENDIX B 


JOINT RESOLUTION To create a temporary national economic committee! 


Resolved by the Senate and House of Representatives of the United States 
of America in Congress assembled, That there is hereby established a tem- 
porary national economic committee (hereinafter referred to as the “commit- 
tee”), to be composed of (1) three Members of the Senate, to be appointed by 
the President of the Senate; (2) three Members of the House of Representa- 
tives, to be appointed by the Speaker of the House of Representatives; and 
(3) one representative from each of the following departments and agencies, to 
be designated by the respective heads thereof: Department of Justice, Depart- 
ment of the Treasury, Department of Labor, Department of Commerce, the 
Securities and Exchange Commission, and the Federal Trade Commission. 
Such representative may designate an alternate to sit and act for him on the 
committee in his absence. Any such alternate, while so acting, shall have the 
same rights, powers, and duties as are conferred and imposed upon a member 
of the committee by this joint resolution. Any member appointed under clauses 
(1) and (2) may, when unable to attend a meeting of the committee, author- 
ize another such member to act and vote for him in his absence. A vacancy 
in the committee shall not affect the power of the remaining members to execu-. 
tive [sic] the functions of the committee and shall be filled in the same manner 
as the original selection. 


SEC. 2, 


It shall be the duty of the committee— 

(a) To make a full and complete study and investigation with respect to 
the matters referred to in the President’s message of April 29, 1938, on 
monopoly and the concentration of economic power in and financial control 
over production and distribution of goods and services and to hear and re- 
ceive evidence thereon, with a view to determining, but without limitation, 
(1) the causes of such concentration and control and their effect upon com- 
petition; (2) the effect of the existing price system and the price policies 
of industry upon the general level of trade, upon employment, upon long- 
term profits, and upon consumption; and (3) the effect of existing tax, pat- 
ent, and other Government policies upon competition, price levels, unem- 
ployment, profits, and consumption; and shall investigate the subject of 
governmental adjustment of the purchasing power of the dollar so as to 
attain 1926 commodity price levels; and 

(b) To make recommendation to Congress with respect to legislation 
upon the foregoing subjects, including the improvement of antitrust policy 
and procedure and the establishment of national standards for corporations 
engaged in commerce among the States and with foreign nations. 


1 Pub. Res. No. 113, 75th Cong., chap. 456, 3rd sess.; S. J. Res. 300. 
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Sec. 3, ` 


(a) The committee shall have power to appoint subcommittees to assist 
the committee in its. work, The members o of the committee shall serve with- 
out additional compensation but shall'be reimbursed for travel, subsistence, 
_and other necessary, expenses incurred by; them, in the ‘exercise of; the func- 
tions vested i in the committee, wei 

See (b) The ‘Department’ of’ ‘Justice, ‘Departniga’ ‘bE the ‘Treasury, ‘Depart- 
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“nent of Labot, Department’ of Commerce, the Securities and Exchange Com- 
“mission; “and the Federal Trade ‘Commissign A are ‘directed’ to” appear’ before 
“ the’ cominnitte’ or’ its designee and présent, evidence’ by ‘examination of wit- 
““‘Wessés‘or the’ introduction of ‘décuiments and reports, The evidence: presented 
by. ‘edch of these á ageliciés ‘shall cover thë subject matter ‘of this i inquiry 1 which 
is ‘within’ its’ administrative jurisdiction under ‘existing law: di “which may, be 


“assigned to. ‘such agencies by the; committee, Each, such’ agency "igauthorized 
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or as soon thereafter as is practicable the committee shall transmit to the 
President and to the Congress preliminary reports of the studies and 1 inves- 
tigations carried on by it, and by-the departments ‘and! agencies represented 
: thereon; together::with ‘the ‘findings-and recommendations ofthe ‘committee, 
| and shallsubmit to the:President-and-to thei Congress:as‘soon: as practicable 
v: thereafter, during or prior to: thestermination‘of:the Seventy-sixth Congress, 
“ further dnd’ final reports of‘the:studies and: investigations:.carried ‘out: pur- 
, ; Jsuantuto. this: resolution, together with the ‘findings ‘and:recommendations of 
$ nthe committeesill Dan totus BAR nou oie NO] Ry. iG SEa ast OT} 
vi -Lc(byoA majority.of the committee'shall coristitute:a.quorum,. and the pow- 
eee: ‘por hemi :by-ithis joint resolution -may be: n by a 
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Kor. the purpose tof: this:-joint resolution::the: committee, or any sub- 
“+ committee designated: by. it, shallbésentitled:.to: exerciseathe: same powers 
-i ånd. rights.as are:conferred upon: the Securities..and: ExchangeCommission 
by subsection::(c):of: section (t8; of:the Act:.of: August: :26;)1935, (49 Stat. 
831); and the provisions of subsections (d) and (e) or such section shall 
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be applicable to all persons summoned by subpoena or otherwise to attend 
and testify or to produce books, papers, correspondence, memoranda, con- 
tracts, agrees or other records and documents before the committee. 

(a) There is hereby authorized to be appropriated, out of any money in 
the Treasury not otherwise appropriated; the. sum of-$500,000, or so much 
thereof as may be necessary, to carry out the ee of this. Jont resolu- 
tion. AO L as sh PIA C TESE g * 

(b) Of the jmds CeT to. Sesion ed ander eO (a), not 
to exceed $100, 000 shall be immediately available for expenditure by the 
committee in carrying out its functions and not to exceed $400,000 shall be 
available, as the President shall direct, among the departments and agencies 
represented on the committee to enable them to carry out their functions 
under this joint resolution. 
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Approved, June 16, 1938. E Pe, aa 
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20. Taxation, recovery, and defense. By H.-Dewey Anderson. Pp. 374. 35c. 

21. Competition and mona por in Anena E A By Dy Clair Wilcox. 
Pp. 344. 40c. 

22. Technology in our economy. By H. Dewey Ändeson Lewis L. Lorwin, 
John M. Blair, assisted by Ruth Aull. Pp. 313. 35c. 

23. Agriculture and the national economy, By Albert L. Meyers a 48. 
10c. 


24. Consumer standards. By Samuel? P. Kaidanovsky, assisted By Alice L. 


Edwards, under general supervision of Donald E. Montgomery. Pp. 433. $1.00. 


25. Recovery plans, By Arthur Dahlberg, Hon. Robert G. Allen; Hon. 


Thomas:R. Amlie, Hon. Jerry. Voorhis, George B.. Galloway, Irwin S. Joseph, 
Joseph M. Lurie, Sterne Morse, and Sam D. Schearer. Pp. 260, 30c..: 

26. Economic power and political PTE, By Donald. C. Blaisdell and 
Jane Greverus. Ph 222.25 F 

27. The structure of industry. By Willard L. ‘Thorp, Walter. F Crowder, 

and associates., Pp..759, $1.00.. AR AAS ee a a eS 

28. Study, of legal.reserve life insurance T A By. Gerhard A, Gesell 
and Ernest J. Howe. Pp. 466. 50c. 

28-A.. Statement on Life Insurance.. aaa by ive life. insurance: com- 
pany officials, Pp. 84. 15e. nk a ae i e gika 

29. The distribution of ownership in the 200 less non frandi corpora- 
tions. By Raymond W. ‘Goldsmith, : Rexford C. Parmelee; Irwin Friend, James 
Gorham, and Helene Granby. Pp.. 1541, “About, $2.00. 

30. Survey of shareholdings in 1,710 corporations with securities listed On 


a national securities. exchange. :By Helene Granby, Paes W. SA 


and Rexford C. Parmelee. Pp. 258. 35c. 
31, Patents. and. free enterprise: By, Walton. Hamilton.. Pp. 175, 25c. 


32: Economic standards of government: price control. By-Ben .W. Lewis, 


Warren C Waite, Don S. Anderson, R. K. Froker, Ellery,B.-Gordon, William 
Y. Webb, “Donald H. Wallace, Arness Joy, na Edward, S. Mason; Pp. ae 
55c. ty Pi 

33: Geographical diferea m P yl building materials. ‘By Walter 
G. Keim and associates. Pp. 459. 55c. ; 

34. Control of unfair competitive P Ti hadi a COn- 
ference procedure of, the Federal- Trade. Commission. By the. Federal Trade 
Commission, Pp. 65. 10c. 

35. Large-scale organization in ihe, Gi industries.. By. A. c. Hoffman. Pp. 
174. 20c. - 

36. Reports o j the Federal Trade Co ommission. ‘By the Pederal Trade Come 
mission. Pp.. 275. 356... T K 


37, Saving, investment, and national income. . By Oscar È Altman. Pp. 135. 


20c... : Ra a lt ' D ae 
38, A study of the pintinuclon and enforcement of the Fdal ae 
laws. By Milton Handler. Pp, 100.15: ` 


39. Control-of the. petroleum industry os major oil companies. By Roy € C. 
Cook. Pp: 101. SOG uk: 4 
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39-A. Review and criticism on behalf of Standard Oil Co. (New Jersey) 
and Sun Oil Co. of monograph no. 39 with rejoinder by monograph author. 
By W. S. Farish and J. Howard Pew; rejoinder prepared by Roy C. Cook. Pp. 
96. 15c. 

40. Regulation of economic activities in foreign countries. By Agnes Roman, 
Louis Domeratsky, Rudolf Callmann, John H. Cover, and Nelson A. Miller. 
Pp. 177. 20c. 

41, Price discrimination in steel. By John M. Blair and Arthur Reeside. 
Pp. 54. 10c. * 

42. The basing point problem, By the Federal Trade Commission. Pp. 
151. 30c. 

43. The motion picture industry—a pattern of control. By Daniel Bertrand, 
W. Duane Evans, and E. L. Blanchard. Pp. 92. 15c. 


Final Reports 


Final report and recommendations of the Temporary National Economic 
Committee. Recommendations of the Committee to the President and the 
Congress of the United States. Verbatim record of the public sessions of 
Committee members, containing the statement of the chairman, Senator Jo- 
seph C. O’Mahoney, progress report of the executive secretary, Dewey An- 
derson, statement of Thurman Arnold, Corwin Edwards, W. T, Kelley, James 
A. Horton, Wayne C. Taylor, Paul C. Truitt, Frank Bane, A. H. Martin, 
Frederick V. Waugh, Conway P. Coe, Louis H. Bean, Carl C. Taylor, Mor- 
decai Ezekiel, Donald E. Montgomery, Sumner T. Pike, Senator James M. 
Mead, Isador Lubin, Willis J. Ballinger, Joseph J. O’Connell, final state- 
ment of the chairman. A Brief History of the Temporary National Economic 
Committee, A Financial Statement of the Committee’s Operations. Pp. 783. 
$1.00. 

Final report of the executive secretary to the Temporary National Eco- 
nomic Committee on the concentration of economic power in the United 
States. A staff volume prepared under the direction of Dr. Dewey Anderson, 
Executive Secretary of the Committee, and Dr. Theodore J. Kreps, Economic 
Adviser to the Committee, assisted by Ruth Aull. Competition and monopoly 
in American industry; concentration of production; managed industrial 
prices; controlled production and sales; trade associations and cartels; tech- 
nology in our economy; interstate trade barriers; concentration of corporate 
assets, earnings, and profits; concentration of ownership; concentration of 
savings; concentrated control of investment policies; investments and the 
insurance industry; stimulating investment; investment in the housing in- 
dustry; small business; consumers; fiscal policy and taxation. Pp. 435. 55c. 

Final statement of Senator J. C. O’Mahoney, chairman of the Temporary 
National Economic Committee. Made at the closing public session to consider 
recommendations, March 11, 1941; presented by Mr. Barkley, April 1, 1941, 
Pp. 17. 5c. 
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THE BURDEN OF A DOMESTIC DEBT 
By B. U. RATCHFORD 


I 

Since the beginning of modern public debts there have been serious 
differences of opinion as to whether they are a blessing, a curse, or a 
matter of indifference. During the past ten years the discussions of 
deficit financing have revived this issue but apparently have done little 
to settle it. Those who, following the Keynesian analysis, have favored 
deficit financing have concentrated their attention upon the income- 
generating potentialities of debt creation and have dismissed the ques- 
tion of the burden of the debt in later years with the general statement 
that an internally-held debt imposes no economic burden. On the other 
hand, those who have made special studies of the latter question have 
frequently arrived at a different conclusion.’ 

Since the federal debt will increase greatly during the present war, 
it is a matter of considerable importance to know whether that debt 
will be an economic burden in the post-war years. It might influence 
our attitude toward borrowing during the war; it would certainly affect 
our attitude toward deficit financing after the war. 

In the discussion which follows it is assumed that the large post-war 
debt will be held interrially, that a considerable proportion will be held 
by commercial banks, and that the debt will never be reduced substan- 
tially, but that interest will be paid regularly. It is also assumed that 
Congress will continue to frame tax laws as in the past, giving more 
heed to political than to economic considerations, but that the level of 
taxation will be much higher than in the past, with considerable re- 
liance upon a progressive personal income tax and a heavy corporate 
income tax. _ 

It should be emphasized that the point under consideration is the 

*See, for example: Ursula K. Hicks, The Finance of British Government, 1920-1936 
(London, 1938), pp. 341, 348; Dan Throop Smith, “Economie Consequences of Deficit 


Financing: A Review,” Am. Econ. Rev., Suppl, Vol. XXXI (Feb. 1941), p. 95; David 
McC, Wright, The Creation of Purchasing Power (Cambridge, 1942), pp. 148-49, 
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burden, if any, of an internally-held public debt after'it has been in- 
curred, irrespective of the effects caused by its incurrence. Too fre- 
quently these two considerations have been confused, but as Hansen 
aptly states, “Once the debt has been incurred, its subsequent impact 
upon employment and the distribution of income will be the same re- 
gardless of the purpose for which it was incurred.’” 


| qr 1 


There are two methods of analysis which may be used in attacking 
this problem; the “real” or barter analysis and the monetary analysis. 
These two methods may, in certain circumstances, lead to quite different 
conclusions. Much of the prevailing confusion undoubtedly arises from 
the unconscious switching from one method of analysis to the other. 

The real or barter analysis is characteristic of classical and neo- 
classical theory; it has been, as Wright states, “almost the hall-mark 
of a trained economist.”? Under this analysis goods exchange for goods, 
effective competition prevails, prices are flexible, and unemployment 
cannot be a serious problem. This procedure does not recognize money 

‘or monetary institutions as important elements in any problem; only 
the factors of production can enter into the analysis. This position is 
succinctly summarized in John Stuart Mill’s famous statement, 


There cannot, in short, be intrinsically a more insignificant thing in the econ- 
omy of society, than money; except in the character of a contrivance for 
sparing time and labour. It is a machine for doing quickly and commodiously, 
what would be done, though less quickly and commodiously, without it; and 
like many other kinds of machinery, it only exerts a distinct and independent 
influence of its own when it gets out of order.* 


In practice the last qualification was almost invariably forgotten or 
disregarded. 

In other words, classical theory aumie that monetary institutions 
merely provided a colorless or neutral medium through which the real 
factors of production operated. If that medium became defective and 
thus interfered with the free functioning of the factors of production, 
that did not call for any migcincation of theory, but merely for a re- 
moval of the defect. 

According to the monetary analysis, economic activity is dominated 
by the possibility of ‘money profits. No matter how abundant the factors 

2 Alvin H. Hansen, Fiscal Policy and Business Cycles (New York, 1941), pp. 152-53. 


See also B. F. Haley, “The Federal Budget: Economic Consequences of Deficit Financing,” 
Am. Econ. Rev., Suppl, Vol. XXXI (Feb., 1941), p. 7. 

* Wright, op. cit, p. 4. See this reference for a further, and excellent, discussion of 
this point. 

“Principles of Political Economy (Ashley ed., London, 1921), p. 488. 
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of production may be, they will not be used nor will exchange take place 
unless there is the prospect of monetary gain. Say’s Law no longer 
reigns supreme. Expectations, the propensity to consume, and espe- 
cially liquidity preference must all enter the analysis, though none of 
them is a factor of production. In short, this analysis recognizes that 
monetary institutions and arrangements may cause a shortage or a 
surplus of purchasing power which, in turn, may affect incomes. and 
the level of economic activity. 

Under conditions of relatively full employment these two detid 
of analysis may yield approximately the same results, but under other 
conditions the results may vary widely. 

Deficit financing is usually justified by use of the monetary analysis, 
which indicates that in certain circumstances monetary conditions may 
constitute an obstacle to the free and full use of economic resources. 
The remedy indicated by such analysis is to remove the obstacle by 
certain financial measures—the creation of purchasing power by bor- 
rowing. When this diagnosis and its corresponding prescription have 
been accepted and acted upon, however, its exponents are likely to 
switch, unconsciously, to the barter analysis to prove that the results 
of those financial measures (debts) cannot constitute an obstacle or 
burden in the future. Of course, in a barter economy they would be 
right. But it is submitted that greater consistency in method would 
provide a more valid and a more convincing analysis. It is the purpose 
here, with only minor exceptions, to stick to the monetary analysis. 


II 


A public debt will not constitute a net economic burden unless its 
disadvantages outweigh its advantages. Are there any advantages in 
the mere existence of a public debt? Hansen mentions several possible 
advantages. First, the English debt in the nineteenth century encour- 
aged the growth of certain financial institutions such as banks, the stock 
market, and life insurance companies. Also, by offering capitalists 
maximum safety for a part of their funds, it encouraged them to take 
risks with the remainder and thus promoted the growth of new indus- 
tries. Second, that same debt, together with a regressive tax system, 
curtailed consumption, increased savings, and thus facilitated the 
growth of capital and, ultimately, a rise in the standard of living. 
Third, because of a reversal of the above conditions, the English debt 
after World War I may have stimulated consumption.” Hansen only 
“suggests” this last point and does not attempt to prove it. It is not 
convincing to the present writer.’ 


" Hansen, op. cit., pp. 154-57. 
€ See Hicks, op. cit., pp. 356-57. 
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In addition to those mentioned by Hansen, other advantages have 
been suggested. Some have claimed that the existence of safe public 
securities stimulates thrift and savings by those of low incomes and 
leads to financial security and self-respect. Again, the public debt is a 
convenient legal investment for trust and other fiduciary funds. Finally, 
the public debt is the most feasible vehicle for central bank open-market 


- operations. 


Concerning all of these except Hansen’s last point, whith is of doubt- 
ful validity, it may be said either that they are no longer of economic 
significance or that the conditions may be met with only a moderate 
debt. The big problem of the future will not be the stimulation of 
savings but rather the finding of suitable uses for those savings. We 
have the machinery, the techniques, and the institutions for assembling 
savings and issuing high-grade private securities; our greatest lack, 
in times of peace, is adequate demand for investment funds. Also, there 
can be no doubt that the present volume of public bonds is sufficient 
to provide the convenience mentioned in the last two points. The con- 
clusion which logically follows is that there would be no economic 
advantage in the existence of any additional public debt. 


IV 


Perhaps the most popular explanation for the widely-accepted doc- 
trine that an internally-held public debt imposes no economic burden 
is the “one big family” analogy; one segment of our population owes 
another segment, and for the group as a whole the assets and liabilities 
cancel out. A few years ago Professor King used a.similar analogy in 
attempting to explain the unemployment problem, dreaming up a situa- 
tion which might have arisen on George Washington’s plantation. He 
concluded that “the illustration does not depart widely from the situa- 
tion as it exists today. The United States is little more than an enlarge- 
ment of Washington’s plantation.”” In reply Professor Colm pointed 
out that “he neglects the difference which exists between an economic 
order based on private enterprise and an economy in which a leader 
tells his slaves what work they must do.’*® Those who use the family 
analogy do not specify whether the different members of the family 
maintain separate accounting systems and separate bank accounts. If 
they do, and if they deal with each other at arm’s length, heavy debts 
owing from some members to others could play havoc with the family 
economy. If they do not, then the family is a communal unit and any 

"Wilford I. King, “Are We Suffering from Economic Maturity?” Jour, of Pol. Econ., 
Vol. XLVIT (Oct., 1939), pp. 611-13. 


* Gerhard Colm, “Comments on W. I. King: ‘Are We Suffering from Economic Ma- 
turity?’” Ibid., Vol. XLVIII (Feb., 1940), p. 115. 
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analogy between it and our national economy is invalid, as Colm has 
indicated. 

Another and more technical explanation is that a public debt is no 
economic burden because debt charges are “transfer” rather than “ex- 
haustive” payments; that is, they do not tie up man power or economic 
resources. With certain exceptions to be noted below, this is correct 
as a “real” analysis. But when the economic system is operating far 
below capaci#y, as it has chronically done in recent years, available 
man power and economic resources do not constitute the effective limit 
on production. Rather, the limit is the will or desire to use those fac- 
tors. In other words, the possibility of profits is the critical factor and 
the monetary analysis is called for. Most of the analysis which follows 
is an attempt to determine whether the “transfer” payments necessary 
to service a debt may constitute an economic burden. 


V 


The strongest case for the proposition that a domestic debt is not an 
economic burden would be one in which the bonds are held by taxpayers 
in the same proportion as they pay taxes. It is usually argued that in 
such a case taxpayers are merely transferring money from one pocket 
to another and that the transfer can have no economic significance. 
Actually we have little data on the bond holdings of individuals and 
business units. Even if we had such data it is doubtful whether we could 
distribute the tax burden in the same pattern and even more doubtful 
whether we should do so. For example, millions of people are unable 
or unwilling, for various reasons, to buy bonds during this war. Can 
we, twenty years from now, so shape our tax system as to exempt them 
from that part of the tax burden represented by debt service? Should 
we do it if we could? Finally, even if we solve this problem at a given 
time it would not remain solved, for the ownership of bonds and the 
factors which determine tax liability are constantly changing.’ 

But even if the tax load could be distributed according to the owner- 
ship of bonds a public debt might, for several reasons, constitute a net 
economic burden. The first is the subjective reason. As Miss Ruggles 
has well stated: 


It is very doubtful whether or not individuals would realize that part of their 
taxes was being returned to them in the form of interest on their bonds. Even if 
they realized that this was true, it is doubtful whether or not they would 
find their taxes less burdensome for that reason, since most individuals, who 
give any consideration at all to the matter when they buy government bonds, 


°’ See A. C, Pigou, The Political Economy of War (new and rev. ed.; New York, 1941), 
p. 77. 
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expect that the interest they will receive from their bonds will exceed the 
taxes they must pay for debt service.*® 


In brief, the bondholder takes his interest income for granted. He 
reasons, quite correctly, that he might have put his funds into other 
securities and therefore he should not be penalized for having bought 
government bonds. Even though the taxes he pays come back to him 
in interest he will try just as hard to escape them, he will regard them 
with as much distaste, and they will influence his economic decisions 
and actions just as much as though they went to pay interest to some 
one else. 

More tangible—and more “real’”—-than the subjective factors are 
the various frictions involved in levying and collecting the taxes neces- 
sary to service a debt. Some writers seem to imply that when additional 
revenues are needed Congress merely changes a few figures in the tax 
laws, taxpayers make corresponding changes in their computations, 
and that ends the matter. They would have us believe that the taxpayer 
is the meekest of lambs whose only joy is to be shorn. Actually, the 
levy and collection of new taxes is a long, bitter, and costly fight from 
beginning to end. The mere mechanics of passing the laws, interpreting 
them, settling disputes, collecting the revenues, and paying out funds 
require the services of thousands of men.™ Let us note some recent 
developments. 

During the past ten years federal taxes have been increased sharply. 
A new revenue act has been passed every year—two were enacted in 
1940—in contrast with the usual biennial act.in the twenties. Several 
of the acts were marked by particularly bitter fights. From 1936 to 
1938, the undistributed profits tax not only caused Congress much 
trouble but also was a very disturbing element in the business and 
financial worlds. In 1940, the start of our defense program was delayed 
for weeks while business men held out for tax concessions. The Revenue 
act of 1941 was under consideration from April to September while 
congressional committees held hearings and drafted compromises. Hun- 
dreds of men spent thousands of days and more thousands of dollars 
preparing briefs and pleading their cases. Even the President was 
constrained to intervene before the fight was over. Certainly the costs 
of such legislation must be measured in the millions of dollars. 

3 Catherine G. Ruggles, “Social and Economic Implications of the National Debt,” 
Annals Am. Acad. Pol. and Soc. Sci, Vol. 214 (Mar., 1941), pp. 200-01. Cf., “no one 


would buy bonds if his entire income from them were going to be taxed away.” Wright, 
op. cit. p. 143. Cf. also: Haley, of. cit, p. 79; and Dan T. Smith, op. cit., pp. 95-96, 

u “Moreover, the necessity of passing an increasing proportion of the national income 
through the public treasury is attended by growing difficulties and costs of levy, collection, 
and transfer.’ Lawrence H. Seltzer, “Direct Versus Fiscal and Institutional Factors,” 
Am. Econ. Rev., Suppl., Vol. XX XI (Feb., 1941), p. 105, 


thee 
* 
“t 


1942] RATCHFORD: BURDEN OF A DOMESTIC DEBT 457 


Tax litigation has increased greatly in recent years. The Supreme 
Court of the United States decides from fifty to sixty tax cases per 
session—more than in any other field. All large business units must 
have their expensive tax specialists and subscribe to elaborate tax 
services.” More accountants and lawyers are specializing in tax work. 

These developments are not surprising and are perhaps unavoidable. 
Additional revenues mean new taxes and higher rates on old taxes, 
which require larger tax payments by business units and individuals 
with large incomes. The larger payments make it worth while for those 
affected to contest the constitutionality of new taxes and to try to find 
loopholes in old laws, all of which means more litigation. Also, in the 
search for new sources of revenue, Congress must resort to new and 
untried taxes, the constitutionality of which may be questionable. Nor 
can we hope for relief after we have permanently attained a higher 
level of taxation. The economic situation is constantly changing, re- 
quiring changes in taxes. But even if it were stable, pressure groups 
would be constantly at work to shift tax burdens.’* So long as rates are 
high, the premium for escaping taxes will be great, and the ingenuity | 
of man will always be at work.” 

The total costs of these mechanical frictions, aside from their dis- 
turbing influence upon the conduct of business, amounts to many mil- 
lions of dollars per year. They represent a dead loss, a drag on eco- 
nomic production, even if the tax load is distributed in proportion to 
debt holdings. The uncertainties and disturbances which they arouse 
each year probably constitute a greater burden. So, even under the 
most favorable assumption of conditions which in practice are unat- 
tainable, a public debt is a burden. 


VI 


The most important factor determining the burden of a public debt 
is the effect the debt will have upon the creation of income in the future. 


= <“Tn recent years several factors have combined to increase greatly the business man’s 
cost of compliance with tax laws; perhaps the most important of these factors are, first, the 
rapid development of various new and complicated forms of federal and state taxation 
applying to business... .” Robert Murray Haig, “The Cost to Business Concerns of Com- 
pliance with Tax Laws.” Manag. Rev., Vol. XXIV (1935), p. 324. He found that with 
the federal income tax the typical corporation had a compliance cost equal to 4.7 per 
cent of the tax. Jbid., p. 327. New York City stores found that the cost of complying 
with the sales tax was equal, to from five to ten per cent of the tax. Carl Shoup, “The 
Experience of Retailers under New York City’s Sales Tax,” Bull. Nat. Tax Assoc., Vol. 
XXX (1936), p. 110. 

*%See “Economic Power and Political Pressures,” T.N.E.C. monog. no. 26, pp. 34-35, 
117-21. 

“Cf. Hicks, op. cit., p. 261: “Chancellors have been fighting a losing battle against 
the ingenuity of taxpayers who believe themselves to be hardly treated—and the ingenu- 
ity of their legal advisers.” 
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In the past the existence of a public debt may have facilitated capital 
formation and the increase of real income. Taxes were regressive and 
the debt was held by the wealthy. This promoted savings, which were 
the limiting factor in the expansion of capital. Today conditions are 
different; investment, not savings, is the factor which limits the ex- 
pansion of capital and income. It is therefore pertinent to consider how 
investment will be affected by the heavier taxes which will be necessary 
to service a large debt.” ` 

It should require no extended analysis to demonstrate that heavy 
taxes are a deterrent to investment. We now rely, and presumably will 
continue to rely, heavily upon income and profits taxes. If business men 
are rational they will, when estimating the profitability of new invest- 
ment, deduct from a third to a half of the anticipated net profits as 
taxes. That can mean only one thing: a drastic reduction in the range 
of profitable new enterprises. According to Hansen: 


Even an ideal tax structure will restrain more or less the inducement to invest, 
and a regressive tax structure will unduly restrict consumption. Diversion of a 
large part of the income stream into interest payments on government bonds 
would tend to raise the propensity to save, thus intensifying the savings- 
investment problem.*® 


Angell goes into the problem more fully and lists heavy taxation as 
the most important factor which has reduced the demand for invest- 
ment funds in recent years. He contends that both progressive income 
taxes and capital-gains taxes “hit especially hard those investors in 
the higher brackets who would otherwise take the risks of goung new 
enterprises started. . . .”™ He concludes that 


There is hence no major line of escape from the conclusion . . . that in all 
important cases, actual or even expected increases in those taxes of which 
the burden varies even roughly with individual or business income from assets 
must necessarily reduce the volume of subsequent new private investment be- 
low what it would otherwise have been. 


* There would, of course, be taxes even if there were no debt. In this respect, then, 
the taxes for debt service may be considered as marginal taxes. If we come out of the 
war with a debt requiring interest payments of 5 or 6 billion dollars—an amount equal 
to the total of federal revenues for any year before 1940—the taxes to raise that sum 
may mean the difference between total taxes of 30 per cent and 35 per cent of the national 
income; or between 35 per cent and 40 per cent. 


“Hansen, op. cit, p. 175. Cf.: “But with every increase in tax rates there is the 
danger that the marginal efficiency of capital and the propensity to consume will be ad- 
versely affected, and that consequently the increase in the national income may be checked.” 
Haley, op. cit., p. 84. See also, Hicks, of. cit., pp. 249-50. 


* James W., Angell, Investment and Business Cycles (New York, 1941), p. 273 footnote. 
See also: Dan T. Smith, Am. Econ. Rev., Suppl, Vol. XXXI (Feb., 1941), pp. 95-96, and 
Imre de Vegh, “Savings, Investment, and Consumption,” ibid., pp. 244-45. 


“8 Angell, op. cit, p. 278. 
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Slichter is equally emphatic in his belief that taxes have been a major 
factor in restricting investment. He states that 


a deficit may cause the investment function to shift to the left, especially if 
it arouses the expectation of higher taxes and if the government has manifested 
a strong propensity to tax profits. 


He then proceeds to show that the above possibility has been realized 
in this country.” 

In addition to the quantitative effect upon expected profits, a large 
debt may deter investment in another way. Keynes and others who 
use his approach have emphasized the strategic part played by “ex- 
pectations” or “anticipations” in determining the rate of new invest- 
ment, Keynes pictures quite vividly the great uncertainty out of which 
these expectations arise and finally concludes that we usually rely 
upon a convention, ż.e., the assumption “that the existing state of affairs 
will continue indefinitely except in so far as we have specific reasons 
to expect a change.’ Into this state of great uncertainty a large debt 
injects a powerful factor on the pessimistic side—the certainty of 
heavy taxes. Further, if the debt is increasing or if national income is 
decreasing the business man has a strong reason for believing that 
“the existing state of affairs” will not continue indefinitely but will 
get worse. In fact, there may be a “multiplier” at work to increase 
pessimism here. If revenues for debt service must be quadrupled, a 
given investor may fear that his share of the taxes may be increased 
to an even greater extent because of discriminatory taxes or because 
the tax structure may be made more progressive. So long as expecta- 
tions retain their present importance and so long as we use progressive 
taxes a large debt will be a deterrent to priváte investment. 

Thus we have the answer to the problem of why a domestic debt, 
although it merely takes money from one group and gives it to another, 
nevertheless constitutes a net burden. It is a burden because it dis- 
courages the creation of income. A progressive tax structure which 
bears heavily upon capital gains and income from property—and most 
large incomes are from property—takes funds away from strategic 
or income-generating points in the income stream and restores them 
to the stream at less strategic points.” The result is a reduction in the 
demand for investment funds and consequently in the expansion of 


* Sumner H. Slichter, “The Conditions of Expansion,’ Am. Econ. Rev., Vol. XXXII 
(Mar., 1942), pp. 5-7. 

J. M. Keynes, The General Theory (London, 1936), pp. 149-52. 

* Kuznets refers to it as “a transfer of income from areas in which its power to stimulate 
production is great to others in which such power is less.” Simon Kuznets, “National In- 
come and Taxable Capacity,” Am, Econ. Rev., Suppl., Vol. XXXII (March, 1942), p. 
59, See also Angell, of. cit., p. 9 and de Vegh, Am. Econ, Rev., Suppl, Vol. XXXI (Feb., 
1941), p. 245. 
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capital and income. Further, this analysis provides an answer to the 
argument, frequently advanced, that a national debt cannot be a 
seriously disturbing factor so long as interest payments amount to 
only a small part of national income. The spark plugs represent only 
an infinitesimal part of an automobile’s weight, but the car cannot 
function without them. Interest payments may represent only a small 
part of national income but they may be equal to a very large part 
of business profits; a part large enough, if taxed away from the owners 
of business, to stop all new investment.” 

There is'a wider and more general principle involved here. Our 
economic system is still basically one of private property and free 
enterprise; a system in which we depend upon the profit motive, espe- 
cially as it works out through private investment, to provide the 
driving power for economic activity. We still assume that the income 
received by the various factors of production measures roughly the 
value of the contributions made by those factors to economic produc- 
tion. There is no other rational basis for our present system. But as 
larger and larger parts of our national income are run through the tax 
mechanism and distributed to holders of the public debt, the connec- 
tion between contribution to economic production and the ultimate 
~ Income enjoyed is weakened.” For example, if interest payments were 
equal to 25 per cent of the national income, producers would have to 
surrender 25 per cent of their economic rewards while bondholders 
would be able to claim that 25 per cent without making any contribu- 
tion to production. Clearly that is not a. good way to encourage eco- 
nomic production or to promote social harmony.” 

It may be objected that the same argument would apply to interest 
on private debts. There are, however, two important differences. First, 


In a recent article Hansen faced this question and concluded, “Here is a question 
that has got to be solved” (italics supplied). Alvin H. Hansen and Guy Greer, “The 
Federal Debt and the Future,” Harpers (April 1942), p. 498. He did not say nor indi- 
cate that it can be solved, yet he favors an indefinite increase in the federal debt. Here the 
words of J. M. Clark would seem to be appropriate; he said we should not commit “our- 
selves to a policy which would be disastrous if the measures should disappoint optimistic 
expectations. We must act daringly, but we can probably be daring without gambling 
our national safety on a single throw of dice. An experimental policy implies keeping 
open the possibility of withdrawal.” The Structure of the American Economy (Washing- 
ton, 1940), Vol. II, p. 26. 


“There is no escape from this conclusion unless we assume that all necessary revenues 
could be collected from “surplus” incomes without in any way affecting economic activity. 
When the needed revenue is large this is obviously a false assumption. 


This is especially true of a war debt. It is very difficult for anyone to explain logically 
why ex-soldiers and those who were hard hit by inflation during a war should, in later 
years, help.to pay interest to those who bought bonds during a war, perhaps out of exor- 
bitant war profits. 


1942] RATCHFORD: BURDEN OF A DOMESTIC DEBT . 461 


the parties who pay interest on private debts have received a special 
benefit and in most cases their earning power has been increased by 
the loan. With public debts it is difficult, if not impossible, to establish 
such a connection. Second, the creditor of a private debtor must as- 
sume, in some degree, direction and control over his funds and decide 
where and how they shall be used; to this limited extent he must 
function as an entrepreneur. This is not true with public debts. 

Perhaps Adam Smith had in mind some considerations like the 
above when he wrote 


a creditor of the public, considered merely as such, has no interest in the 
good condition of any particular portion of land, or in the good management 
of any particular portion of capital stock. As a creditor of the public he has 
no knowledge of any such particular portion. He has no inspection of it. 
He can have no care about it. Its ruin may in some cases be unknown to him, 
and cannot directly affect him.” 


The above section raises the question whether there is any real 
difference between private and public investment. Many have argued 
that when the funds are used for productive purposes in both cases 
there is no essential difference.” Both private and public investment 
put to use funds which have been saved (or create new funds) and 
thus stimulate business activity for the time being. Also, both may 
create utilities. But there are two important differences. First, govern- 
ment enterprises do not have to pass “the test of the market.” Gov- 
ernment credit is such that the promoter of a project does not have to 
convince those who are to provide the funds that the project will be 
profitable.”” Thus an important check against the wasteful use of eco- 
nomic resources is avoided. It is true that this check has often worked 
unsatisfactorily but it may still be better than no check. As Wright 
aptly notes, “Tò assume prima facie that government projects which 
are free are not worth their cost is doubtless erroneous, but it is 
equally erroneous to assume that they are.’’* Further, government 
investment is, by tradition, restricted to low-yield fields, for the fields 
which promise high yields have already been exploited by private 
investment. Also, management is likely, in general, to be more efficient 
in the private field because the private business man, in order to get 

“The Wealth of Nations (Everyman’s ed.), Vol. II, p. 410. 
# See, for example, -Richard V. Gilbert and others, An Economic Program for American 
Democracy (New York, 1938), pp. 63-67. 


“On the contrary, he may have to prove that it would not be profitable or self- 
liquidating in the near future, lest it permits too rapid disinvestment or competition with 
private business. Cf.: Paul A. Samuelson, “The Theory of Pump-Priming Reéxamined,” 
Am. Econ. Rev., Vol. XXX (Sept., 1940), pp. 497-98. : 


* Wright, op. cit., p. 145. 
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to the top, is subject to a more severe and rigid selection than is the 
politician.” 

Second, the services rendered by public investments are paid for, 
not by those who use them and in proportion to that use, but by tax- 
payers. In other words, private activity must not only bear the costs 
of the utilities it creates but also pay for the utilities created by public 
investment.” We have seen that heavy taxation discourages invest- 
ment and that investment funds have a strategic value. In the future 
the government may, In order to keep incomes up and to put savings 
to work, be forced to make additional investments, requiring still 
heavier taxes. In this way a vicious spiral may be set up, the govern- 
ment taking over a larger and larger portion of the economic sphere 
to find outlets for its investments and imposing heavier and heavier 
taxes upon the dwindling sphere of private economy.” Some contend 
that the increased income generated by public investment will make 
` higher tax rates unnecessary. It has not proved so since 1933. In fact, 
the opposite may happen, for “The public debt may eventually be- 
come so large that a further increase in tax rates may decrease tax 
revenues by decreasing the national income.’’** Furthermore, the fear 
of higher taxes, whether justified or not, may deter private investment 
as much as the reality.** 


vil 


A large domestic debt may be burdensome for other reasons. The 
creation of a large debt means the creation of a large rentier class of 
individuals and institutions. These normally have considerable po- 
litical influence which, in the post-war period, will be exerted in favor 
of deflation and drastic retrenchment. At the same time taxpayers 
will be demanding a “return to normalcy” and sweeping tax reduc- 


2 Cf. Kuznets, Am. Econ. Rev., Suppl, Vol. XXXII (Mar., 1942), pp. 40-41. 
Cf. Slichter, Am. Econ. Rev., Vol. XXXII (Mar., 1942), p. 19. 


** One writer asks: “Is it not conceivable that a market economy, if it relies solely on the 
possibility of expanding planned production whenever production for market contracts, 
may be obliged to transform itself into its opposite in order to stave off unemployment?” 
John H. G. Pierson, Full Employment (New Haven, 1941), p. 114. Kuznets asks, “If 
we are to retain the system of free enterprise and individual initiative ... how far is it 
possible to yield to the pressure of secular factors making for expansion of governmental 
activity and at the same time assure an adequate rise of the national product?” Am. Econ. 
Rev., Suppl, Vol, XXXII (Mar., 1942), p. 61. 


2 Haley, Am. Econ. Rev., Suppl, Vol. XXXI (Feb., 1941), p. 84. Cf.: “Business psy- 
chology being what it is at present, the accumulation of deficits seems to have reached a 
point at which it now deters as much private investment as Government can make, or more. 
This would be still more strongly true of further deficits on a basis of policy pointing to 
indefinite future increases, and not limited to a temporary emergency.” Clark, op. cit., 
p. 25. 


“1 See Clark, of. cit., p. 20. 
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tions. That demand will have to be met in considerable part, for a 
free people will not, in time of peace, submit to the same rigorous 
scale of taxation which they will willingly bear in time of war. The 
outcome of these two forces may well be a drastic reduction in the 
government’s social expenditures during the critical reconstruction 
period and perhaps a failure to provide sufficient funds for national 
defense. 

Opposing the rentier class—perhaps stimulated and augmented by 
rentier policies—will be certain inflationary groups such as farmers, 
manufacturers, debtors, and others. They may, in fact, have the first 
inning in the immediate post-war period, as in France after 1918. 
Political control may pass from one of these classes to the other, 
producing confusion and uncertainty in the economic world, or it may 
degenerate into a deadlock with the government trying to give each 
class a larger share of a steadily dwindling national income. The latter 
is essentially what happened in France after 1933; as one writer has 
expressed it, “they were simultaneously pursuing the policy of defla- 
tion and inflation tool There can be no doubt that the huge French 
debt was a major cause of the political confusion and the industrial 
lethargy which hung like a pall over France for the five or six years 
before 1939. In England it was found during the same period that “the 
hazards of a large accumulation of deadweight debt are even greater 
than had commonly been supposed” and that “The deflationary effect 
of the debt could not be side-stepped, yet it turned out to have infla- 
tionary effects just where they were not wanted.’ In both countries 
the large debts were major causes of the financial, industrial, and 
military unpreparedness which prevailed when war came in 1939. 

In brief, the point is this: In “a system of individual initiative and 
private enterprise . . . there must be some limit to the share of current 
income payments that can be withdrawn in the form of taxes.’*’ If 
interest on the public debt consumes a larger part of that maximum, 
smaller amounts are left for social expenditures and for national de- 
fense. The pinch is most likely to be felt in times of depression, when 
a reduction of social expenditures may cause political conflicts and 


** As Miss Ruggles well states, “Identical taxes involve a greater subjective burden after 
an emergency than during an emergency. During an emergency everyone may make sacrifices 
readily. But one cannot arouse enthusiasm to a very high pitch for paying taxes on account 
of a debt incurred during a. past emergeny, ” Annals Am. Acad. Pol. and Soc. Sci., Vol. 214, 
p. 200, 

3 Hon, George Peel, The Economic Policy of France (London, 1937), p. 210. 

*° Hicks, op. cit., pp. 358-59. 


"Kuznets, Am. Econ. Rev., Suppl., Vol. XXXII (Mar., 1942), p. 54. In time of peace 
the limit is substantially lower than in time of war. See also Ruggles, Annals Am. Acad. 
Pol. and Soc. Sci., Vol, 214, pp. 204-05. 
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social unrest. Periods of depression are also periods in which wars 
are generated, thus the neglect of national defense may be disastrous. 

Along a related line, Hansen raises the question “whether a public 
debt imposes any such serious rigidity upon the economy as is the 
case with private debt.’** He does not think so because he does not 
think that the government is so likely to become insolvent. But a debt 
may impose rigidities and seriously curtail freedom of action without 
causing insolvency. In one respect, at least, public debt is like private 
debt; it curtails the debtor’s freedom of action by prescribing in ad- 
vance how a part of his income shall be allocated. The greater the 
debt, the greater the curtailment. In an emergency or under changed 
conditions, the debtor is unable to use all of his income as prevailing 
conditions may dictate; he must allocate a part of it in a way deter- 
‘mined by previous commitments. In the final analysis this is probably 
the most important economic disadvantage of the whole institution of 
debt and would seem to be more significant than the purely legal fact 
of bankruptcy.*° 


VIII 


In one other important respect an internal debt may be a burden, 
at least under conditions such as those now prevailing in the United 
States. It may complicate and interfere with the proper control of the 
monetary and banking system. At the end of this war the United 
States will owe the largest debt ever known in history. The average 
rate of Interest paid on the bonds will be very low. It is at least pos- 
sible that the prevailing rate of interest may rise in the next ten years. 
If it does rise, the price of government bonds, in the absence of strong 
support, will drop in proportion. Since 1937 the Federal Reserve 
System has followed the policy of supporting the government bond 
market in periods of emergency. On December 8, 1941, the Board of 
Governors issued a statement which read in part, 


The System is prepared to use its powers to assure that an ample supply of 
funds is available at all times for financing the war effort and to exert its in- 
fluence toward maintaining conditions in the United States Government se- 
curity market that are satisfactory from the standpoint of the government’s 
requirements. 

Continuing the policy which was announced following the outbreak of war 


2 Hansen, op. cit., p. 159. 


* Hansen contends that “An internal loan resembles ordinary borrowing [evidently he 
means private borrowing] only in a purely formal way, and it is obvious that every 
analogy to private borrowing must be completely false” (italics supplied). Zbid:, p. 142. 
The above analysis indicates one way in which they are alike. In public borrowing there 
is more leeway before the limit is felt but when it is reached the consequences are all the 
more serious, 
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in Europe, Federal Reserve Banks stand ready to advance funds on United 
States Government securities at par to all banks.*° 


The System is practically forced to support the market since the 
commercial banks of the country are holding such a large amount of 
government bonds-—over 22 billion dollars’ worth—that any substan- 
tial price decline would threaten the solvency of the whole banking 
system. When the Reserve Banks buy bonds to support the market, 
however, they are not only coining the bonds into current purchasing 
power but they are also creating bank reserves which may be used 
as the basis for credit expansion. 

Many of the sales of war savings bonds now being made are accom- 
plished under the pressure of patriotic appeal. When the war is over 
and patriotic fervor subsides, it is probable that many small holders . 
will redeem their bonds in order to purchase durable consumer goods. 
Business units may sell bonds in order to rehabilitate and to expand 
their plants in order to produce those goods. Other bondholders will 
sell if more attractive yields are available elsewhere. The rush to 
purchase goods may well touch off a boom such as followed the First 
World War. If, in order to support the market, the Reserve Banks 
are forced to buy several billion dollars of bonds they will only be 
adding fuel to the flames. Even if the bank reserves thus created could 
be sterilized or immobilized, there would still be the billions of dollars 
of purchasing power which would be created. 

The basic fact is that it is now necessary for some agency to manipu- 
late the price of government bonds. The only agency with sufficient 
resources to do that job is the central bank. But that task is, under 
certain conditions, inconsistent with the bank’s major duty of con- 
trolling credit. It is quite evident that a situation may arise wherein 
it would be impossible for the Reserve Banks, with their present pow- 
ers, to accomplish both of these objectives. Nor is it easy to prescribe 
the powers that would have to be given to the banks to enable them 
to deal successfully with the two problems. The only answer may be 
the retention by the government of its control over prices and pro- 
duction and an extension of direct governmental control over banking 
policies. In any case, the public debt will be a factor to be reckoned 
with; a factor which will solve no problems but which will complicate 
and intensify many.* 

IX 


We may briefly summarize our analysis. An internally-held public 
debt is an economic burden even when taxes are paid to service the 
Federal Reserve Bulletin, January, 1942, p. 2. 


“For a penetrating and comprehensive discussion of how the debt has complicated 
the problem of monetary control in England, see Hicks, op. cit., Part III. 
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debt in the same ratio as the bonds are held. This is true because of 
the friction of levying and collecting the taxes and because of the 
difference in the subjective effects of paying taxes and receiving in- 
terest. Most important, however, is the fact that such a debt is a 
burden because, when joined with a progressive tax system, it sub- 
stantially restricts investment and thus lowers national income. Other 
elements of burden are the facts that a debt limits a government’s 
freedom of action, tends to restrict social expenditures, and may pre- 
clude effective control of the monetary and banking system. 

The whole analysis to this point indicates that one of the major 
difficulties is the progressive tax system which we are using and which 
we assumed at the beginning. Here we should recognize that a steeply 
progressive tax system and a free flow of investment funds may be 
incompatible. As Slichter expresses it, “There may be a clash... 
between the interest of the community in full employment and its 
preference concerning the distribution of wealth.” 

It has been suggested that almost the whole burden of a domestic 
debt may be eliminated by a “proper” tax policy. For example, Wright 
states that the burden is “primarily a matter of tax friction. Careful 
tax policy could reduce it almost to the vanishing point.’* Similar 
suggestions have been made elsewhere. But in what direction should 
we make the change? Toward a more progressive system, or toward 
a regressive system? Or in some other direction? None of those mak- 
ing the suggestion has indicated, even in a general way, how any 
feasible tax plan might be developed, so we are by no means sure that 
it can be done. Present conditions would seem to indicate that it can- 
not be done within the framework of our present economic system 
and we must work on that assumption until there is reasonable proof 
to the contrary. Even if an acceptable and promising plan could be 
devised by the theorist, there would probably be less than an even 
chance that it could be enacted and administered so as to attain the 
desired result. Finally, it should be noted that, when the debt is large 
and the tax load heavy, Congress cannot exercise fine discrimination 
in choosing the taxes it will impose; it will levy any and all taxes that 
promise to bring in sufficient revenue. “When the wisest government 
has exhausted all the proper subjects of taxation, it must, in cases of 
urgent necessity, have recourse to improper ones.”** 

In brief, it is highly doubtful whether the debt burden can be dis- 
solved by manipulating the tax structure. While the doubt remains 
it is dangerous to keep on piling up the debt and thus increasing the 

“ Slichter, Am. Econ, Rev., Vol. XXXII (Mar., 1942), p. 17. 

“ Wright, op. cit., p. 148. 
“ Adam Smith, of. cit., Vol. II, p. 411. 
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burden for, as Clark says, we should keep open the possibility of 
withdrawal. 

Public debt is, as Hansen suggests, an instrument of public policy, 
but it is one which should be used with care. It is not magic; it entails 
a cost which has to be paid in the future. How great that cost may 
be will depend partly on how well we manage our finances and partly 
on future conditions. When we choose to remove a monetary obstacle 
to present production or to finance a war by creating a debt, we are 
able to do so because we have freedom of action. But by that act we 
give hostages to the future; we restrict our freedom of action to deal 
with new problems which may arise and at the same time create an 
obstacle which, according to the best of our knowledge at present, will 
be a chronic economic problem. 


Duke University 


CAPITAL MONEY AND REVENUE FUNDS 


By DONALD S. TUCKER 


Uninvested savings, we shall find, have at each moment a balance- 
sheet magnitude as precise as that of a bank deposit. This magnitude 
changes from hour to hour and from year to year. Alterations of this 
magnitude have highly significant consequences. One of the most 
dangerous economic fallacies is, then, the idea that saving equals in- 
vestment. Real saving is but another aspect of real investment; but 
it is financial saving, not real saving, that diminishes the demand for 
goods and expands the demand for securities. 

Some precision will be needed in this analysis. The following defini- 
tions are therefore submitted not because they are especially novel, 
but because the rigidity of concepts characteristic of investment analy- 
sis will facilitate revelation of the elements omitted by Mr. Keynes 
and by many other writers. References to their writings must, how- 
ever, be restricted severely. Even the briefest examination of each of 
the many differences among concepts would expand the discussion of 
definitions to such length as to preclude a survey of the results that 
can be secured through the use of more accurate concepts. 

In order to examine the phenomena significant for this purpose, all 
assets or property must first be divided into three classes: money, 
products, and rights. Money will exclude interbank and United States 
government deposits but will include all other demand deposits and 
currency in circulation except cash in the vaults of active banks. The 
significant distinction is, therefore, that between the next two items. 

A product is any good such that its sale creates either income or 
ordinary revenue for some producer. Because of this resort to an 
accounting concept, products may be distinguished from other goods. 
These products include business inventories as well as the services 
rendered by men and by property. The purchase of a product by either 
business man or consumer advances the process of current production 
through one step. 

Rights, as the term will be used here, consist of all assets not in- 
cluded within the definitions of money or of products. A house, when 
in the possession of some home owner, would therefore be a right; 
even though a few months earlier, if then in the possession of some 
speculative builder, that house would have been a product. To a home 
owner the selling price of his house would not be ordinary revenue. 


TUCKER: CAPITAL MONEY AND REVENUE FUNDS 469 


Rights are of two kinds. (1) Some promissory notes give claims to 
goods not yet in existence. Borrowing in such instances may facilitate 
future production, but the sale of such notes does not necessarily 
enlarge the current output. (2) Other rights are claims on goods al- 
ready produced. Though differences between these two kinds of rights 
are not significant in this study, it is important that both be included 
within the class called rights. For this and other reasons, the sum of 
the values of all rights may exceed the national wealth. Rights include 
the fixed assets of business and all goods owned by consumers as well 
as all securities and other evidences of investment, including all time 
deposits and savings deposits in banks. 

Revenue funds consist of money which, while in the possession of 
its present owner, is available for purchasing products. Legally any 
dollar of money is normally available for any purpose that the owner 
desires; but folkways also are important in this connection. The con- 
cepts of capital and income affect the minds of property owners. Con- 
sumers frequently regard as revenue funds no more than the unspent 
portion of the last pay check or wage envelope. Business men, how- 
ever, will properly regard as revenue funds all the money that they 
hold, except such portions as may have been accumulated specifically 
for sinking funds, the payment of bank debt or the purchase of se- 
curities. Money held to pay dividends, interest, rent or wages, as well 
as the money held to purchase materials and supplies, would of course 
be revenue funds. Such funds may be represented by the symbol R. 

Capital money consists of money not now available for the purchase 
of products. Capital money is frequently available for purchasing 
rights, but immediate availability for the latter purpose forms no part 
of this definition. Because money held for one purpose cannot, how- 
ever, be simultaneously available for other purposes, it follows that 
money held in order to purchase rights is necessarily capital money. 
Because dollars are identical in value, restrictions on the use of money 
apply to totals rather than to specific units. 

Restrictions on the use of capital money arise in some instances 
from statutes. Banks, insurance companies, and financial institutions 
generally are restricted by law in the use of their money. A bank, for 
example, may buy the notes of a grocer; but it may not use its money 
to start a new grocery store. In other instances these restrictions arise 
from contracts or deeds of trust. The typical investment trust is free 
to buy the bonds of a steel mill; but it is not free to use trust money 
to build blast furnaces or to buy iron ore. Commonly, however, re- 
strictions on the use. of money arise from some owner’s recognition 
of the difference between capital and income. 

A man whose income is $500 a month may well own a deposit bal- 
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ance of $2,500. He may regard $400 of this amount as revenue funds 
available for current expenses. He may hold $1,100 available for 
investment as soon as the proper opportunity appears. He may regard 
the remaining $1,000 as a nest egg to be held permanently. If un- 
expected events compel him to deplete this nest egg, he will sell securi- 
ties or strive in some other way to rebuild this balance to its pre- 
determined magnitude. This $1,000 is itself his investment. In such a 
deposit, $2,100 would be capital money; but only $1,100 is now avail- 
able for investment. 

Capital money is obviously of two varieties. Much capital money 
is available for future investment. Available capital money may be 
represented by the symbol Ca. In many instances, however, capital 
money is held for other purposes. Some executor, if liquidating an 
estate for distribution, would probably not invest his funds even if 
offered an extremely attractive opportunity. Some investment banker 
may leave a large share of his total wealth permanently on deposit in 
order to facilitate occasional borrowing. Though the deposit balances 
of business should normally be regarded as revenue funds, the cash 
balances owned by financial institutions are normally capital money. 
Insurance companies, for example, invest most of their funds; but 
many of them seem also to have set certain minimum standards for 
their balances even though they do not borrow. People do the same. 
The individual in our example of the preceding paragraph held $1,000 
idle as a matter of policy. Capital money not available for future 
investment may be designated by the symbol Chn to distinguish it from 
Ca, the capital money now available for investment purposes. Chn 
(capital not available) plus Ca (available capital money) equals C 
or total capital funds. The magnitude of Chn is apparently more stable 
than that of Ca. At a later point it will be necessary to recur to these 
two varieties of capital money; but at this point it is necessary only 
to note that both are included within the concept of capital funds. 
Relations between revenue funds and total capital money must first 
be examined. Four processes exist that may convert one of these into 
the other. 

Financial saving consists of converting into capital funds money 
that has been received as income. This saving of money differs from 
the real saving. Real saving must be measured in goods. Real saving 
is an excess of production over consumption; but rising prices and 
incomes for some class may permit that class both to expand its con- 
_ sumption and to save money without expanding its physical output. 
Saving money implies that the source of funds is income recently 
received. Even though received recently, the source of such income 
is always past production. The essence of financial saving is therefore 
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restraint on current consumption and on the current demand for 
goods. Mr. Keynes is of course correct in pointing out that the saving 
of money, if no use is made of the money saved, diminishes production 
as well as consumption. Because producers are then less able to con- 
sume, it diminishes also future consumption and future production. 

Financial saving is, however, not the only process that diminishes 
revenue funds. Real liquidation is on some occasions more important. 
Liquidation is the sale of an asset without replacing the asset. Real 
liquidation consists of (1) the sale of products to purchasers who pay 
for them with revenue funds, and (2) conversion of this revenue money 
into capital funds by the seller of such goods. If some department 
store replaces in its inventory only some fraction of the goods it sells, 
and uses $100,000 of its revenues to diminish its debt to some bank, 
then it has rendered this $100,000 unavailable for purchasing products. 
Bankers may or may not relend promptly the money they receive. 
While in the possession of bankers, this $100,000 is clearly capital 
funds. 

Reduction of purchases by the department store in this example 
operates to diminish the total volume of current orders and of current 
production. Because producers’ incomes are thus diminished, this real 
liquidation has diminished also the magnitude of future consumption 
and of future production. Until revenue funds are restored to their 
previous size, the demand for goods will necessarily be restricted. 
Differences between real liquidation and current concepts of disin- 
vestment may be examined later. Real liquidation converts revenue 
money into capital funds and diminishes future output. 

Real liquidation and financial saving are alike in their effect upon 
current and future money income. They differ, however, in their effect 
upon the nation’s capital or wealth. Financial saving curtails con- 
sumption simultaneously with its curtailment of production. Though 
secondary effects may be more serious, the act of saving money does 
not directly diminish the nation’s stock of capital goods. Real liquida- 
tion, however, affects production in advance of its effect on consump- 
tion. Production is checked by real liquidation and producers’ inven- 
tories are diminished. Goods are transferred to consumers and are 
used by them in ordinary consumption. As consumers use up the goods 
they purchase, the national wealth (its stock of tangible goods or 
commodities) is diminished. If real income (goods) is contrasted with 
money values, such liquidation diminishes present real wealth as well 
as future money income. The extent of its effect on other magnitudes 
(real income and the dollar value of our wealth) depends on the be- 
havior of prices. 

Discrimination between saving money and real liquidation is now 
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easy. Saving money, financial saving, consists of converting revenue 
funds into capital money by methods that do not operate directly to 
diminish the nation’s current stock of economic goods. Real liguida- 
tion converts revenue money into capital funds by methods that op- 
erate directly to diminish a nation’s real capital as well as its future 
money income. 

Conversions of revenue money into capital funds occur only in one 
of these two ways. A reverse flow, the conversion of capital money 
into revenue funds, is limited similarly to two processes. Expansion 
of revenue funds by any method expands, of course, the dollar demand 
for goods and expands therefore the money value of current and of 
future production. Such expansion enlarges the dollar magnitude of 
the national income in future years as well as in the current year. 
These effects on the national income will be reéxamined later. Differ- 
ences among our concepts are more important at this point. 

Investment is the use of capital money for the purchase of some 
asset. Real investment (perhaps the construction of a building) in- 
volves the collection of capital money (perhaps through a sale of se- 
curities), and disbursement of this money as revenue funds to people 
who assist in producing a new capital good. Some of the money, 
formerly capital, may be paid out to masons and carpenters as wages. 
By them it may be passed on in the purchase of ordinary consumption 
goods. Some of the money, formerly capital, may be paid out to the 
sellers of building materials who may use it to produce or to replace 
the goods sold. Two aspects of real investment should be noted. The 
money formerly held as capital is by the process of real investment 
made available for the purchase of products. In the second place, this 
money is no longer available for the purchase of securities. Some new 
act of saving or of liquidation will be necessary before it can again 
enter the securities market as a demand for bonds. Real investment 
enlarges revenue funds, but diminishes the funds available for lending. 

Real investment stimulates production half a “cycle” in advance 
of its stimulus to consumption. The consumption-production cycle 
should be viewed as a circular flow of revenue funds. Though enlarge- 
ment of revenue funds augments both production and consumption, 
nevertheless the point at which new funds enter or leave this stream 
is significant. Funds entering through real investment flow first through 
production and income payment before entering consumption. In the 
case of saving money funds flow through production; but they leave 
thé: stream before passing through the next consumption stage. It 
follows that, if money is saved and invested, the consumption stage 
of one “cycle” is omitted. It is this omission of one “cycle” of con- 
sumption that adds to the nation’s wealth. 
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When real investment follows real liquidation, the consequences 
differ slightly. Real liquidation removes funds from the consumption- 
production cycle after consumption and before production. Real in- 
vestment injects funds at exactly this point of departure. If time 
elapses between liquidation and investment, intervening production- 
consumption cycles will be on a smaller scale, at least in their dollar 
values, because the stream of revenue funds is smaller during this 
interval. Nevertheless, when real investment occurs and the stream 
is restored to its former magnitude, funds are injected at the point of 
their departure and no stages of a cycle are omitted. The world’s 
supply of capital goods is therefore restored to its previous magnitude; 
but, if grocers liquidate and clothiers invest, the character of our 
assets may be altered. 

The timing of real investment may differ from that of money sav- 
ings. In this connection Mr. Keynes is right if he means to assert that 
real savings arise only at the time when real investment occurs. Real 
saving (the saving of goods) does not occur when money is saved. 
The saving of money checks production as well as consumption. Real 
investment, however, may create a period in which more is produced 
than is consumed. Real investment by one group (perhaps house 
builders) might of course be offset by current money saving or real 
liquidation among other groups (perhaps retail grocers); but a period 
in which revenue funds are expanding is necessarily a period in which 
compulsory real saving is enforced upon some consumers through en- 
hancement of prices. The current stock of capital money can furnish 
funds for real investment even if expansion of bank credit, current 
saving and real liquidation were all lacking; but this.source of capital 
money provides neither the facilities of production, nor the productive 
efforts that are also necessary. In spite of this lack, goods equal to 
the new investment are produced in excess of consumption during the 
process of investment. 

Real savings, made compulsory by advancing prices, permit this 
adjustment of consumption. Mr. Keynes overemphasizes the impor- 
tance of banking policy in his discussion of this point; but he notes 
correctly that (money) saving makes enhancement of prices unneces- 
sary. Because he discusses only periods of net excess of investment, 
he can scarcely be criticized for his failure to recognize clearly that 
real liquidation (perhaps by lumber dealers) may supply the goods 
as well as the money used in real investment (perhaps by speculative 
builders). . 

Real saving consists of producing more goods than are consumed. 
Using the vocabulary suggested here, the half-cycles in which goods 
are produced without equivalent consumption occur only when real 
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investment occurs. Saving money causes unsold goods to pile up in 
dealers’ hands only if dealers are willing and able to make additional 
real investment. The normal practice of business is to diminish pro- 
duction as sales diminish. Even if this policy were not common, and 
if dealers did permit inventories to pile up, it should be noted that 
these additions to inventory must be paid for. Such payment by deal- 
ers constitutes real investment. It is this necessity for additional real 
investment by producers when inventories expand that makes it ob- 
vious that augmentation of the nation’s wealth arises only from real 
investment, not from the saving of money income. 

Living on principal consists of using for consumption any money 
that has been previously segregated as capital. Capital money is ac- 
quired perhaps by the sale of a bond. This money is then paid out in 
consumption as revenue funds. The elements of living on principal 
are two: (1) capital money is converted into revenue funds, and (2) 
this is accomplished by a method that stimulates consumption at least 
as promptly as it stimulates production. Just as real liquidation is the 
opposite of real investment, so living on principal is the opposite of 
saving money. Financial saving by one family and living on principal 
by another would therefore simply substitute one set of consumers for 
another. The money value of a nation’s income and the magnitude of 
its real wealth would remain unaltered. 

Real liquidation by one person and living on principal by another 
would leave the nation’s future money income undiminished; but such 
action would cause elision of the production phase of one “cycle.” The 
national wealth would therefore be diminished to the extent of the 
goods liquidated by one person and consumed by another. If these 
' goods were needed for production, future real income might be slightly 
smaller, and future prices might be slightly higher. 

If the man who sells a security uses for consumption only that por- 
tion of the selling price which is profit to him, such living on principal 
is called usually the spending of capital gains. Because of inferential 
disagreement with the Brookings report, this point should be ex- 
panded. The man who purchases a security uses necessarily money 
that is already available for purchasing rights. These are capital funds, 
whether the purchaser has borrowed them from a bank or has saved 
them himself. The seller of this security may subsequently divide his 
receipts into two parts. If one of these parts is treated by the seller 
as capital, the character of this portion of his money is not altered. 
If, however, the seller decides to use the second portion of his receipts 
for the purchase of goods he has by this decision converted some capital 
money into revenue funds. He has also created a demand for products 


1H, G. Moulton, The Formation of Capital (Washington, 1935), p. 149. 
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that would not have existed otherwise. Consumption and production 
are both stimulated by his act. If the seller had held all his receipts as 
capital money, the total volume of consumption and production would 
not have suffered this expansion and the volume of capital money 
would not have been decreased. 

Living on principal, when it is limited to the spending of capital 
gains, is peculiarly likely to cause an expansion of brokers’ borrowings 
from banks. The spending of capital gains occurs frequently among 
stock-market speculators. Such speculators have usually an account 
with some brokerage firm. When a speculator desires to spend some 
portion of his gains, he asks his broker to send a check. A broker 
charges this disbursement to his customer; but such disbursement 
depletes also the broker’s deposit at his bank. To replenish his balance, 
the broker borrows. Such borrowing expands both brokers’ loans and 
normally the total of all bank loans on collateral. On the other hand, 
if a speculator saves money out of current income, he may use his 
savings to increase his margin at some broker’s office. Such deposits 
by speculators expand the broker’s cash and permit the broker to 
diminish his debt. 

Alterations in the magnitude of brokers’ loans arise then from finan- 
cial saving and from living on principal. Such alterations arise also 
from other causes; but borrowings used to pay for securities will 
largely cancel out when many speculators are in debt. Money borrowed 
by a purchaser is transferred to a seller who may be forced to use it 
promptly to diminish his own debt because he no longer owns the 
collateral upon which his loan was based. Borrowing to pay for securi- 
ties may thus fail to alter the magnitude of brokers’ loans; but there 
is no such semi-automatic cancellation when money is withdrawn for 
real investment or for the spending of capital gains. Because some 
information is available with respect to the magnitude of real invest- 
ment, data on brokers’ loans furnish our best clue to the relative mag- 
nitudes of money saving and of living on principal among speculators. 
_ Rapid expansion of such loans suggests much living on principal. 

Living on principal, real investment, the saving of money, and real 
liquidation all operate to alter the character of money. All four of 
these processes are also abnormal in the sense that alternative courses 
of conduct are more usual. Saving money is common; but use of 
revenue funds for consumption is more common among families, and 
use of such money for current production is many times more com- 
mon in business. Living on principal occurs frequently; but living on 
income is many times more frequent. Real liquidation and real invest- 
ment are of everyday occurrence; but the alternatives, to be described 
next, are far more usual. Because processes that alter the character 
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of money are abnormal in this sense, revenue money displays some 
tendency to remain revenue funds. Capital funds similarly, we shall 
find, display some tendency to remain capital. 

The man who saves money may leave it for some time in his check- 
ing account. When he invests, he is more likely to buy a seasoned 
security than to purchase a newly issued bond. Sellers of seasoned 
securities are in turn more likely to buy other seasoned securities than 
to undertake real investment. Shifting of investments is common. 
Sales on the exchanges and elsewhere of seasoned securities may ex- 
ceed greatly in magnitude the new issues distributed. The ordinary 
individual, unless he buys a new house, lacks usually the facilities for 
making real investment. Real investment has become almost exclu- 
sively a function of the business enterprise. 

After several investment shifts some capital money may come into 
the possession of a person who will use it to buy a newly issued bond. 
Even then, conversion of such money into revenue funds is by no 
means certain. Corporations issue bonds in order to diminish current 
debt and to finance the transfer of existing assets. Owners who sell 
out their enterprises or fixed assets to some business combination 
would regard the proceeds of such sales as capital money. Mere trans- 
fer of corporate control, even in the absence of business combination, 
also involves frequently some redrafting of the corporate financial 
plan and the issue of securities. Men grow old, retire, and die. Their 
successors are normally younger and have less capital. Transfers are 
financed partly by personal borrowings; but they are financed also 
through the issue of new securities by the business that is being sold. 
Former owners of the issuing enterprise regard the money they receive 
as capital. 

The purchase of a right is paper investment. Because money needed 
for family expenses cannot be used for the purchase of securities, 
rights are purchased only with capital money. Sellers of rights also 
regard the money received from such sales normally as capital. Few 
individuals when they sell a security use the proceeds for living on. 
principal. Fewer still consider starting a new enterprise. Paper invest- 
ment fails therefore to alter the character of money. Because many 
owners of securities lack either the capacities, the amount of capital 
or the time needed for successful real investment, money that has 
once been turned into capital displays always some tendency to re- 
main capital money. 

Paper investment may lead to subsequent real investment. The man 
who is saving to build a house might keep his savings in a checking 
account. He is more likely, however, to open a savings account or to 
buy seasoned securities. He thus transfers to others the capital money 
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formerly his. When he builds his house, he may borrow from some 
financial institution. The latter may thereupon replenish its cash by 
selling securities and thus acquiring capital money that others have 
saved or liquidated. The home builder will need also some equity. This 
he acquires by selling the securities he formerly purchased. He receives 
thus capital money that was saved or liquidated by others. 

Stock exchanges have functions more useful socially than that of 
facilitating mere investment shifts. Even though securities may not 
be listed until after they have been sold by the issuing corporation, 
stock exchanges facilitate real investment by the owners of listed se- 
curities. Many a small grocer has without doubt financed the purchase 
_ of a new truck by the sale of Steel common or other security on some 
exchange. Many a corporation does most of its “borrowing” by selling 
some of the government bonds that it owns. In this manner it can 
secure the capital money of others without subjecting itself to the 
hazards of current debt. Exchanges facilitate also living on principal 
which may become highly desirable in periods of business depression. 

Paper liquidation consists of the sale of a right without replacing 
this asset immediately by some other right or product. The money 
received from such sales was necessarily capital money to the buyer. 
By definition now it remains capital money when in the seller’s hands. 
Though extensive paper liquidation may have secondary effects, such 
consequences are indirect. Paper liquidation, by definition, fails to 
alter the quantity of either capital money or revenue funds. 

Paper liquidation, when conducted by a commercial banking sys- 
tem, is called credit contraction. If business men held capital money 
to the amount of their debts, credit contraction could occur probably 
without effect on production; but if business men had held capital 
money to this amount, they would have used it at once to pay debts 
without waiting for pressure from a banking system. Some business 
men may hold securities that can be exchanged without loss for the 
capital money of others, provided credit contraction by banks has not 
made capital money scarce also in the investment markets. Credit 
contraction is effective because normally it compels business men to 
secure additional capital money through real liquidation. It is this real 
liquidation that diminishes the dollar value of production and of in- 
comes. It should be noted also that the unused lending powers of banks, 
if they were to be regarded as money, would necessarily be capital 
money. 

Payment of debt is normally paper liquidation because it is a pur- 
chase by the borrower of a right formerly: held’ by his creditor, and 
creditors may delay reinvestment to some extent. Real liquidation 
puts large amounts of capital- money into the hands of business men. 
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Because interest charges are watched closely, real liquidation by 
business is followed promptly by paper liquidation. Business creditors 
include usually banks. Excess reserves in a banking system are there- 
fore a normal consequence of real liquidation by business. 

Disinvestment is an ambiguous term and should be abandoned. 
According to Mr. Keynes, it is the opposite of investment. Investment, 
he says on pages 74 and 75 of his General Theory of Employment, 
Interest and Money, might be restricted to the purchase of a security 
on some exchange, but should properly include the purchase of any 
asset “out of income.” His concept of investment seems open to criti- 
cism on two grounds: (1) it fails to discriminate between real and paper 
investment, and (2) it fails to discriminate between ordinary purchases 
which use revenue funds, and investment which involves the use of 
capital money. 

The ambiguity inherent in Mr. Keynes’s use of the term has been 
developed for the worse by subsequent writers. It has been used on 
occasion to indicate any one of the following: (1) real liquidation, 
which diminishes the money income and the real wealth of a nation; 
{2) living on principal, which expands money income but leaves real 
wealth unaffected; and (3) paper liquidation which fails to affect 
directly either money income or real wealth. Since the acts that may 
be called “disinvestment” differ so greatly among themselves, it is 
suggested that this term be simply abandoned and more accurate 
concepts substituted. 

Does the saving of money equal real investment? With these con- 
cepts in mind, it becomes obvious that the two processes could be 
rendered equal only by accident. The existence of business recessions 
indicates that the sum of money savings and real liquidation may on 
occasion exceed the sum of real investment and living on principal. 
An excess of living on principal and real investment over money sav- 
ings and real liquidation would be evidenced by business revival. 
Obviously the total volume of revenue funds is not a constant. 

Because revenue funds and capital money are both balance-sheet 
items, a technique for measurement is suggested below even though 
mere description of this technique reveals how inadequate is our 
present information and how inaccurate is any estimate based on this 
technique at the present time. For this purpose the relation of revenue 
funds to the national income must be examined briefly. If the ex- 
change velocity of revenue funds (to be represented Dy Vr) is defined 
as the average number of times each dollar of revenue funds is trans- 
ferred in a year, and if I. is defined as the percentage of these pay- 
ments that are income to the recipient, then the product, R V; Ir, 
because of these definitions is equal to the national income paid 
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out. Obviously also the product of V, and I- is an income velocity of 
revenue funds. Separation of income velocity into its two components 
is, however, useful here. 

Variations in the exchange velocity of capital money (V-) may 
perhaps be limited only by the choices of owners of such funds, and 
the exchange velocity of such money may therefore be highly variable. 
Variations in the exchange velocity of revenue funds, however, are 
limited by more tangible elements. The wage-earner must make his 
revenue funds last normally until the next pay day. Some’ farmers must 
make their revenue. funds last until after the next harvest. Business 
men are less restricted; but in many industries there are standards 
as to the amounts of cash required to handle a certain volume of busi- 
ness, and a trade “service” tabulates such information annually for 
the lending officers of banks. Exchange velocity in such industries is 
not constant. Alterations of business policy, alterations in the struc- 
ture of business, and alterations of the direction in which income is 
spent all affect presumably the velocity of revenue funds (V:); but 
for any brief period the range of variations in this average velocity | 


may well be more restricted than the range of variations in the average.. ` 
velocity of total money. If V. is much smaller than V; (perhaps in’ 


1941), then variations in the exchange velocity of all money may arise 
solely from variations in the relative magnitudes of revenue funds and 
of capital money without alteration of the exchange velocity of either. 
The point immediately significant is that variations in the exchange 
velocity of total money do not necessarily indicate equally large varia- 
tions in the exchange velocity of revenue funds. 

The payments of revenue funds that are income to the recipient 
form a variable percentage of the total payments made by use of 
revenue funds. Seventy per cent of the payments made by some rail- 
road may be income to the recipients. In some wholesale establish- 
ment, on the other hand, this percentage may be as small as ten. Altera- 
tions in the structure of business and alterations of the direction in 
which consumers spend their incomes could cause large changes in 
the magnitude of I+; but changes of this kind, if large, are not likely 
to occur suddenly. Alteration of profit margins and of the percentage 
of profit paid out could, however, cause this ratio to be altered quickly. 

Business prosperity and the expansion of business volume tempt 
business men to turn over their cash more rapidly; but such periods 
operate also to expand profit margins and to diminish the percentage 
of profits paid out. Examination of financial statements reveals that, 
when business is improving, V: tends to expand and I; to contract. 
When business volume is diminishing, business men hold more cash 
relatively to sales; but business profits are decreased and out-pay- 
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ments of income tend to become a larger percentage of business reve- 


. . nues. During business recessions Vr is diminished, but I, is increased. 


The income velocity of revenue funds (Vr Ir) is apparently more 
stable than either of its components. It seems quite possible that the 
income velocity of revenue funds may well be more stable than the 
income velocity of total money. 

In‘ the calculation presented below, it has been assumed that the 
income velocity of revenue funds remained constant for several years. 
Such absolute constancy is of course improbable; but in the present 
state of our knowledge the use of any other assumption would be even 
more unwarranted. Use of this assumption makes possible an illus- 
tration that will both clarify and shorten the description of certain 
additional attributes of these functional classes of money. The illus- 
tration used here covers the years 1929-1939. In addition to cyclical 
causes of variations in V, I., the growth of government expenditures 
for relief after 1932 may have altered the direction in which the na- 
tional income was spent so greatly that the value of V: I. was affected 
perceptibly. After 1939 the growth of armament expenditures intro- 
duced a further element that might affect V: I-. In general, each year 
that comparison is extended, increases the probability of significant 
" variation in the income velocity of revenue funds. It is believed, how- 
ever, that variations of V, I, during the period 1929-1939 were not 
great enough to render this illustration misleading for the restricted 
purposes for which it will be used here. 

In order to estimate the magnitude of capital funds in 1939, it is 
necessary to start with 1929. This is the most recent year with respect 
to which we have reason to believe that capital funds were substan- 
tially exhausted. Six years of rapid real investment had been followed 
by a year in which realized capital gain reached an estimated magni- 
tude of about 6 billion dollars, and real investment was then supple-- 
mented by the spending of some portion of these gains. Brokers’ loans 
and total bank loans on collateral became greatly expanded. Even an 
enormous Initial stock of capital funds, if available in 1922, might 
well have been depleted by the fall of 1929. During the latter year 
also the sale of new bond issues became difficult. 

The most convincing evidence of a shortage in 1929 of available 
capital money arises, however, from a different source. Small reces- 
sions in the prices of stocks ceased to attract significant increments 
of capital funds into the market. Recession of security prices became 
more rapid—-again without attracting adequate additional capital funds. 
Because investors had been exceptionally confident during the earlier 
months of 1929, it seems possible that the market supply of Ca offered 
at the rates of? yield current in mid-summer may well have included 
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substantially all the capital funds then available for investment at any 
rate of yield. Supply of capital money had certainly become in- 
elastic. In the fall of 1929 the supply of capital funds had apparently 
also reached its minimum. An alternative explanation—that investors 
increased their liquidity preferences at this time both suddenly and 
by large amounts—would suffice only if this change of heart affected . 
substantially all investors simultaneously; but if Ca were indeed 
depleted, then relatively small amounts of paper liquidation, real in- 
vestment, or living on principal could force rapid recession in the 
prices of securities. 

Minimum capital money does not imply that all money had become 
revenue funds. Even if purchases of securities were paid for in some 
instances by money derived from sales made in a subsequent hour, 
still some volume of Ca was necessary to finance investment transac- 
tions. This volume may have been small. Because a broker combines 
the cash of all his customers into a single account, the use of brokers 
diminishes the total need for capital money. Organization of the Stock 
Clearing Corporation in 1919 resulted in further economy of the money 
needed to finance transactions in securities. Professor Huebner has 


indicated that the cash actually used by brokers in New York during -> 
1929 averaged less than one-fifth of the daily transactions. As a -` 


percentage of the year’s business such an amount of capital money 
is trivial indeed. 

Capital funds, however, include Cn as well as Ca. A prolonged period 
of expanding income may be expected to enlarge the amount of money 
held as an investment and not available for current purchases of 
securities; but rising prices in the securities markets may cause altera- 
tions of investment policy and may thus diminish Ca. Financial in- 
stitutions that publish statements of condition held in 1929 balances 
that seem small by present standards. A small survey limited to per- 
sonal acquaintances suggested strongly that the volume of capital funds 
held by individuals was also small during the autumn of 1929. 

For these reasons a magnitude of only 5 billion dollars has been 
assigned to total capital money for the year 1929. This estimate, it 
should be emphasized, is no more than a somewhat painstaking guess. 
Its error may be sufficient to invalidate its use for any purposes except 
those for which it will be used here. If 5 billions, however, were the 
magnitude of total capital money in 1929, then revenue funds in 1929 
amounted necessarily to 23.3 billion dollars. 

By definition also, R V: I+ equals income paid out. Substituting 
now in this equation the Department of Commerce estimate for income 
paid out (81.65 billions), we find that the indicated income velocity 
of revenue money for 1929 was approximately 3.51 per. year. This 
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estimate differs from Professor Angell’s figure for “circular velocity” 
in the right direction and perhaps by about the right amount. By 
assuming—and this may be the more dangerous assumption—that in- 
come velocity remained constant for the next ten years, the following 
values were derived. In the following table M is money in circulation 
outside of banks; M* is demand deposits exclusive of those of the 
United States and interbank accounts; R + C is total money, R is the 
amount of revenue money as indicated by the calculation suggested 
above; C or capital money is—-except for 1929—a remainder found 
by subtracting revenue funds from total money. C, (the cash held by 
life insurance companies) is appended for comparison. Results are 
quoted only to the nearest tenth of a billion dollars. 


Year M M R+C R Ç Cı 
1929 3.9 24.4 28.3 23.3 5.0 1 
1930 3.7 24.1 27.8 21.3 6.5 a 
1931 3.9 21.3 25.3 18.1 7.2 -2 
1932 4.9 16.4 21.3 14.1 7.2 3 
1933 5.0 15.2 20.3 13.3 7.0 5 
1934 4.7 17.5 22.2 15.4 6.7 6 
1935 4.8 21.6 26.3 16.7 9.6 8 
1936 5.2 25.4 30.6 19.4 11.2 8 
1937 5.5 26.9 32.4 20.7 11.8 ay 
1938 5.4 25.9 31.3 18.9 12.4 8 
1939 6.0 28.9 34.9 19.9 15.0 oO 


Business recession is presumably a period during which capital 
money is augmented. During the years 1929-1931, real liquidation by 
business codperated with the saving of money income to curtail revenue 
funds and to expand capital money; but credit contraction by banks 
wiped out much capital money and bank closings destroyed revenue 
funds as well as capital money. Future corrections may alter the mag- 
nitudes reported above; but collateral evidence supports the con- 
clusion indicated by these estimates. In spite of credit stringency 
among banks, the nature of the investor’s problem had been altered by 
1931. Lack of capital money was no longer his chief difficulty. Liquidity 
preference or lack of investment confidence was a more significant 
element in 1931 than in 1929. 

During the years 1932-33, however, credit contraction and bank 
closings proceeded so rapidly that capital as well as revenue money 
money was diminished. Ordinarily business recession, because it in- 
volves real liquidation, may be expected to provide the capital money 
(as well as the excess bank reserves) needed for financing subsequent 
business expansion. During 1932-33, however, so much of the capital 
money created by business liquidation was subsequently destroyed by 
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bank liquidation that the amount of capital money left available 
in 1933 for financing business revival was inadequate to finance sub- 
stantial recovery. In 1933, then, good reasons existed for increasing 
bank reserves and for facilitating credit expansion by banks. The con- 
clusion to be drawn from the estimate for 1933 agrees then with estab- 
lished opinion. 

During the year 1933-34, the money created by credit expansion was 
absorbed rapidly into revenue funds. A diminution of capital money is 
also to be expected in a period of greater real investment and living 
on principal. 

One aspect of the year 1934-35 deserves especial comment. Granting 
the limitation on total consumer demand that is implicit in the concept 
of an income velocity whose variations are limited by tangible forces, 
it follows that a business revival with its expansion of revenue funds 
may be prevented by an excessive general level of prices as well 
as by a faulty price structure or other elements. If revenue funds 
of 23 billion dollars were needed in 1929 for normal production 
at the prices current in 1929, and if the variations of income velocity 
(V: I-) are limited substantially by tangible elements, then revenue 
funds of 15 billion dollars in 1934 could facilitate a similar physical 
‘output only if the prices charged to consumers had also fallen approxi- 
mately in the ratio 23 to 15, because revenue funds must pass through 
consumption as well as through production. Since the average price 
of finished products in 1934 exceeded the level established by this 
requirement, there was presumably a price-level obstacle to business 
investment in addition to such obstacles as may have arisen from other 
causes. Until 1936 the volume of revenue funds was inadequate to 
permit full employment of productive facilities at the prices then 
current. When existing facilities are not utilized, business men have 
little reason to undertake real investment. If commodity prices and 
construction costs are both abnormally high relatively to consumer 
income, then housing construction may be curtailed with especial 
severity. 

Revenue funds, expanded largely by government activities, attained 
approximate adjustment to the price level in 1936; and approach 
toward this adjustment may well have facilitated the business expansion 
of that year. Business liquidation in the year 1937-38 must then be 
explained on other grounds, such as a disproportionate advance of 
wage rates or events in Europe. Though the gigantic subsequent magni- 
tude of capital money may raise practical problems, the events of 
1934 and of 1937 are more significant here. Approach to the problems 
of real investment through a use of the concepts presented here, 
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though it tends to emphasize the significance attached to a general 
price level, does not diminish the importance assigned to the internal 
structure of a price system. 

Even though the estimates presented above may suffer future cor- 
rection, this illustration has indicated the behavior that should be 
expected from capital and revenue money. It suggests also the possi- 
bility that at some time a technique may be developed which will 
measure the relative importance at different periods of the various 
obstacles to real investment, such as a scarcity of capital funds (1929), 
liquidity preference among business men and investors (1931), an 
excessive general level of the prices demanded from consumers (1934), 
and a faulty internal structure of the price system (1938). Among 
the forces that affect the national income directly, there is a note- 
worthy lack of any good index of living on principal by nonspeculative 
investors. 

In the March and June issues? of this journal Dr. Mordecai Ezekiel 
presented measures of saving, consumption and investment. To any 
one familiar with .the difficulties in this field his achievement is im- 
pressive. His measures of consumption and investment are extremely 
valuable; but he measures saving by measuring “offsets to saving” 
on the hypothesis that “in any one year total investment equals total 
saving.” 

This common idea that financial saving is equal to investment seems 
to be based solely on a pun. Saving, the process, is confused with one 
result of financial saving; namely, capital money left in the possession 
of savers. The moment one trains one’s self to call this result by a 
name different from that applied to the process, it begins to be obvious 
that the process of saving money has also other results and that nothing 
tangible is created by the saving of money income. 

Dr. Ezekiel’s “offsets to saving” consist of real investment minus 
real liquidation plus the more measurable portions of living on principal. 
He cannot be criticized for his failure to complete the measurement 
of living on principal. That process appears often in forms that defy 
present statistical controls. His error, if it may be called such, is his 
assumption that the amount of capital money remained constant 
throughout the period 1921-1940. The amount of capital money is, 
however, highly variable. 

The error created by substituting “saving” for “offsets to saving” 
is of course less than the 10 billion dollars by which capital money was 
increased during the period 1929-1939. Total money was expanded by 
6.6 billions during this period, and a large share of this new money 


* Statistical Investigations of Saving, Consumption, and Investment: Part I, Am. Econ. 
Rev., Vol. XXXII (Mar., 1942), pp. 22-49; Part II, ibid. (June, 1942), pp. 272-307. 
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became capital funds. Errors resulting from the use of a constant value 
for V; Ir in the sample calculation presented above may also have 
been large; but evidence of many kinds indicates unmistakably that 
money savings in 1929-1939 exceeded “offsets to saving” during that 
period by several billions of dollars. The savings that were not ab- 
sorbed by “offsets to saving” expanded the cash balances held by life 
insurance companies in 1930-1940 by 896 million dollars. Such sav- 
ings enlarged also the balances held by other institutions and expanded 
to unprecedented magnitude the idle cash held by private investors. 
Because of the nature of present investment processes, such individuals 
are almost necessarily the principal owners of capital money. 


. Massachusetts Institute of Technology 


PRICE CONTROL AND RATIONING 


SOME ASPECTS OF PRICE CONTROL AND RATIONING* 
By W. W. Rostow 


I. The Fall of Selective Price Control 


The freezing of retail prices, on May 18, 1942, brought to an end the 
period of so-called selective price control. In September 1940 when 
efforts at price control were first informally begun, there were already 
those, marked by the experience of 1917-18, who advocated a general 
freezing of prices and wages. The majority of economists, however, 
opposed such wide and drastic action at that time. The impact of the 
armament program was still extremely uneven, and it was felt that price 
and wage increases in certain areas might usefully serve to redistribute 
resources and to stimulate output, at least up to the level of current 
fixed capacity. Control was instituted in those individual markets where 
existing and anticipated war demands were most strongly felt and where 
substantial price increases had already taken place—at first largely 
metals and metal products, and lumber. During the year 1941 most of 
the basic materials, other than farm products, and some semi-fabricated 
and finished goods, were brought under control. 

Between February and December 1941 some 45 formal price sched- 
ules were fixed. In December 1941 and January 1942, with the sharp 
acceleration in production and production plans, 42 schedules were re- 
quired. In the year ending January 1942 the average monthly increase 
in wholesale prices was at a rate of 1.7 per cent; in the month after 
Pearl Harbor, at a rate of 2.6 per cent. Retail prices rose even more 
rapidly. The control of prices through individual markets was no longer 
feasible. 

Broadly, then, history will regard selective price control as the instru- 
ment more or less appropriate to the early stages of rearmament, the 

1 Eprror’s Note: This paper was presented to the Review by Professor Edward S. 
Mason, chairman of the Conference on Price Research, with the following note: “The 
annual meeting of the Conference on Price Research at the National Bureau of Economic 
Research, May 8, 1942, was devoted to a discussion of general maximum price control and 
of rationing. The speakers at the conference were Donald Humphrey, Hans Neisser, Paul 
O’Leary, Harold Rowe and Richard Gettell of the Office of Price Administration, and 
A. F. W. Plumptre of the Canadian Legation in Washington. This paper is a condensation 


of the remarks and discussion and was prepared by W. W. Rostow, Office of Strategic 
Services.” 
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universal price ceiling and rationing as a concomitant of the full war 
effort. The rough justice of this view should not, however, conceal the 
particular forces which necessitated the abandonment of selective price 
control; for, in itself, the “freeze” does not guarantee their easy regula- 
tion. 

Under selective price control prices representing roughly half the 
productive activity of the economy were, at various dates, frozen at the 
wholesale level. These were, for the most part, prices of widely used 
industrial raw and semi-manufactured materials, and industrial equip- 
ment. It was hoped that industrial costs, in general, would be held in 
check by the stabilization of these prices. 

At best, this method promised to limit the rise in certain categories 
of industrial costs. There was no control of farm prices, and rising 
foodstuff prices intensified the pressures, in an otherwise tight labor 
market, for higher money wages. Government contracts, replete with 
escalator clauses, were being let at unit prices which failed to take 
account of the cost-reducing consequences of large-scale production. 
And, on the side of demand, no serious effort was made in our fiscal 
policy to limit incomes to a level commensurate with the supply of goods 
available at current prices. In this setting, the controlled prices held, 
but the uncontrolled prices continued their steady rise. 

As conceived by its advocates selective price control was never re- 
garded as a sufficient device. Under the protection of adequate fiscal 
and wage policies, and with a free hand in selecting the prices to be 
controlled, it might have succeeded in controlling the price structure as 
a whole and adjusting and guiding it to meet the accelerating pace and 
changing character of the war effort. The Treasury did not, or perhaps 
in the nature of the political atmosphere could not, accept its central 
deflationary rôle in such a scheme; while other political forces limited 
the extent to which controls might be applied to money wages and to 
farm prices. Selective price control in practice was, therefore, neither 
the reflection nor the testing of a general theory so much as an oppor- 
tunistic compromise. Pearl Harbor was required to give shape to our’ 
economic as well as to our military policies. When, early in 1942, the 
Office of Price Administration found itself virtually administering an 
inflation, a more powerful and direct instrument of control was neces- 
sarily invoked. 


Il. The Freeze 


The freeze order is distinguished from the earlier procedures not only 
because it is general, but because it brings -its pressure to bear at the 
retail as well as at the wholesale end of the price structure. The theory 
of its operation is, simply, that the business man can no longer look 
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to Washington and upward adjustments for relief. The ceiling is fixed. 
Under it, the retailer, the distributor, the wholesaler, and the manu- 
facturer must, in general, find their own salvation. Official relief can 
not take the form of price increases; only a selective dispensation of 
subsidy remains. 

The freeze order thus has the central advantage of breaking the 
cumulative circle. A pressure from the side of costs must, in the typical 
case, be resolved in the market for factors of production where it 
originates. Ideally, it can not be transmitted. 

This new relationship based on a fixed outer price limit is, of course, 
of special importance as a means of halting the rise of wage rates. The 
persuasive case for a stabilized level of wages could only be made when 
the rise in the cost of living had been checked. It was, in the nature of 
. labor’s experience, impossible to curb the agitation for higher money 
wages in the face of rising retail prices. That kind of real wage reduc- 
tion was not tolerated; whereas a reduction engineered through ration- 

ing, taxation, and forced savings, within the framework of fixed retail 
prices, enjoys a reasonable opportunity of popular acceptance. 


IH. Gaps in the Freeze Order 


It seems doubtful, however, that the price freeze is going to cause 
unemployment, or even a material shortening of work hours among the 
price administrators. In the first place, the freeze order in its present 
form is not complete in its coverage. It has three major gaps. About 
29 per cent of the food component of the cost of living, and 20 per cent 
of wholesale food prices are uncontrolled; this leaves an estimated 13 
per cent of the cost of living outside the jurisdiction of the order. 

Secondly, no formal provision has been made for the control of money 
wage rates. Opinion differs as to the seriousness of this omission. A 
number of forces are operating in such a way as to facilitate labor self- 
restraint: the retail price freeze, the pressure of patriotic appeal, the 
- announced stabilization aim of the President and the War Labor Board, 
and the narrowing range of possible consumer expenditures. A surplus 
of cash has characterized the wartime condition of both British and 
German working men. On the other hand, as the Canadian experience 
indicates, many employers may find themselves able and willing to 
countenance higher money wage rates. Unless effective steps are taken 
to control labor mobility, a competitive bidding up of wage rates may 
add to the burden of the price problem in both its fiscal and administra- 
tive aspects. 

The danger of voluntary wage increases is reinforced by the third 
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major gap in the price control order. Government contracts have not yet 
been subject to formal regulation. Some contracts contain escalator 
clauses that permit the automatic transfer to the government of cost 
increases. It is too early to measure the importance of this factor. The 
current tendency is, in fact, to re-negotiate contracts at lower unit 
prices, in somewhat belated recognition of the economies of capacity 
output and of large-scale production. Nevertheless, a way remains open 
for bringing abnormal competitive pressure to bear on producers who 
are not able to transmit wage increases to their consumers. The use to 
which the escalator clause is put clearly demands vigilant and critical 
scrutiny. 


IV. The Squeeze and the Roll-Back 


As noted earlier, a readjustment of cost-price relationships within 
the framework of a retail price ceiling is intrinsic to the price order in 
its present form. Among the groups affected the retailers have been 
subject to a special pressure. This pressure—the squeeze—arises be- 
cause some retailers were selling, on the base date, at prices based on 
the cost of goods purchased at an earlier date and not on a replacement 
cost basis. If all retailers were, on the base date of the general ceiling, 
setting prices on a replacement cost basis, there would be no squeeze. 
In fact, no special problem exists in the case of eggs, meats, and other 
nonmanufactured foodstuffs which have a short period of turnover. 
The squeeze is, of course, most severe in the case of manufactured 
goods, a considerable inventory of which is normally held in stock. 

The general theory of the freeze order is that the Office of Price 
Administration, aided by the natural pressure from the retailers, should 
take the initiative and force wholesalers and manufacturers to lower 
their prices in such a way as to reéstablish normal cost-price relations 
throughout the economy. A nadir in Washington administrative jargon 
was reached when this process was called “rolling back the squeeze.” 
To the extent that the pressure from the retailer succeeds in forcing a 
general downward adjustment in the price structure, retailers eliminate 
a major burden for the administrators. They are, in any case, placed 
in the position of having a heavy vested interest in resisting any upward 
creep of prices on the manufacturer’s or wholesaler’s level. 

It is of the nature of a modern war economy that the retailer and 
distributor, in general, must suffer. In the case of automobiles and other 
durable consumers’ goods decimation has already occurred. The prob- 
lem of dealing with such instances is essentially independent of the price 
freeze order. But where a lowering of prices at the manufacturing stage 
is impossible, and where bankruptcy can not be countenanced, subsidies 
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may be required. An effort has been made to measure the maximum sum 
that might be involved in supporting by subsidy the retailers’ position. 
It is estimated that wholesale prices would have to be lowered by about 
3 per cent to eliminate the present squeeze on retail prices: that repre- 
sents the net lag of retail behind wholesale prices from June 1939 to 
March 1942. Excluding meats and nonmanufactured foods, assuming 
that retail prices are fixed by means of a constant percentage mark-up 
and that the roll-back will not operate, this might involve annual 
subsidy payments of the order of 600 to 700 million dollars, if the re- 
tailer’s profit position were to be maintained.’ 

This figure has been confirmed, as an outside limit, by an independent 
calculation. The average turnover period, by type of retail store, was 
established as of 1939. The testimony of retailers indicated that inven- 
tory costs were taken as an average of original and replacement cost. 
The lag could, therefore, be expressed as one-half of the turnover period. 
On this basis the sum necessary annually to compensate for the squeeze 
was calculated by type of retail outlet. It came to 650 million dollars. 

In fact, outlays on this scale are not likely; because (1) some roll- 
back can be expected; (2) a considerable proportion of the retailer’s 
costs are fixed, and a mark-up proportional to the rise in wholesale 
prices would not be required to maintain the retailer’s net income; 
(3) the absorption by some retailers of a part of the squeeze may be 
possible without endangering their solvency, in the present state of 
reserves and profits; and (4) the subsidy will not, in fact, be used to 
maintain all retailers in business. The problems facing the administra- 
tors are likely to be problems in special markets and special regions. 
The freeze procedure in itself is not calculated to convert the retail 
trade as a whole into a distressed area. 

A special and important case of a not dissimilar lag is that of money > 
wages. A part of the hesitancy on the part of the government to estab- 
lish formal wage ceilings may well have stemmed from a fear that the 
fixing of March retail prices might involve some general discrimination 
against labor. On the whole, however, the wage rises in coal, iron, and 
other basic industries, in the course of 1941, are believed to have estab- 
lished a situation which will permit the acceptance by labor of the 
March range of retail prices if that level of retail prices is, in fact, held. 
Some upward adjustments, in certain of the labor markets, may be re- 
quired, and have, in fact, occurred since the freeze order. But if the 
wage agreements in the major war industries can be maintained, it is 
possible that labor’s dissatisfaction in the course of the war will not take 
the form of a general demand for higher money wage rates. 


“It is worth emphasizing that not only the retailers themselves, but also landowners 
and municipalities have a substantial vested interest in maintaining solvency in retail trade. 
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V. Quality Deterioration—Implicit Inflation 


A difficult, but not necessarily dangerous problem is raised in the ad- 
ministration of the price order by the deterioration in the quality of 
manufactures which is already under way and which can be expected 
to become more acute. The refined and various output of our pre-war 
industrial machine yielded, in each market, a complex array of similar 
goods of differing quality, sold at different prices. The clothing trade 
offers, of course, a prime example of this complexity. 

As quality deteriorates it is unlikely that, on their own nie re- 
tailers will concomitantly lower prices. An extra profit for the retailer, 
or a profit shared throughout the chain of relevant markets, results. 
To the administrator this windfall is not a major threat; since it pro- 
duces no direct pressure against the price ceiling. It involves a cut in 
real income for the community, and enlarged business profits. The OPA 
can, of course, exert formal and informal pressure for retail price re- 
ductions at the manufacturing and distribution levels; but the issue is 
likely to remain peripheral. Perhaps the best solution is the develop- 
ment of standardized and uniformly priced products over a wide range 
of consumers’ needs. 


VI. The Price Freeze and Production 


Selective price control, as a concept, envisaged the use of the price 
mechanism as a means of stimulating production in the directions which 
the armament program indicated as desirable. 

There is some doubt as to the extent to which OPA policy, prior to the 
freeze, positively contributed to increased war production; but it is 
evident that selectively controlled prices forced no large number of 
necessary producers into bankruptcy. To the extent that prices re- 
mained free to fluctuate in response to war demands, the rough purposes 
of the war program, at that stage, were served. ; 

The price order, however, arbitrarily freezes the price structure at 
a given moment in time. Should the requirements of the war effort 
alter, it inhibits a price increase from evoking automatically a desired 
increase in production. In an otherwise uncontrolled economy, a price 
freeze would, undoubtedly, have important and probably undesirable 
effects on the allocation of resources. The power of subsidy, however, 
as recently employed in the case of scrap rubber, avoids the principal 
danger inherent in this situation. The presence of Mr. Henderson in the 
War Production Board affords the possibility of a unified production 
policy, in which subsidies play their part, along with priorities and 
direct allocations, in achieving the desired disposition of resources. The 
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problem posed by a rigid price system faced with shifting tastes and 
demands is more likely to arise in some future planned economy than 
under the direct controls of modern warfare. 


VII. Rationing and the Freeze 


The freezing of retail prices represents a decision on policy with re- 
spect to one of the three major variables that will determine the distri- 
bution of civilian goods during the war. In general, the problem of 
distribution is one of matching the supply of goods and the flow of 
spendable income, at a desired price level, and of absorbing (or 
neutralizing) the residual fund of spendable cash in consumers’ hands. 
If this process is fully to be controlled, closely interrelated decisions 
must be taken with respect to price levels, appropriate allotments of 
relatively scarce goods, and the removal (or neutralization) of excess 
funds in the consumers’ goods markets. In fact, distribution is not fully 
controlled in the United States. Nevertheless, control measures in each 
of these three directions have been taken. 

Prices are now being held to maximum levels lower, in many cases, 
than those that would obtain if consumers were free to compete for 
scarce supplies of goods; and the rationing of certain scarce individual 
commodities, on some socially equitable basis, has been attempted. 
Finally, taxation sufficiently severe to narrow substantially the inflation- 
ary gap is being sought. 


VIII. The Case of Sugar 


Rationing has thus far been confined to cases where the special 
conditions of the war have substantially reduced current supplies: 
notably sugar and gasoline. The case of sugar, where rationing policy 
and procedures appear to have been fairly well stabilized, reveals 
many of the problems that will characterize other rationing efforts; 
although, of course, the sugar market is, in many ways, distinctive. 


1. The Point of Initial Control 


A primary rationing problem is to establish control over the flow 
of supplies at that point in the market which presents the least adminis- 
trative difficulties. In most cases that point occurs where the market is 
narrowest; z.€., where the smallest number of operators handle the total 
supply. In the sugar market control was established at the point of 
import for direct consumption sugar, and at the point of refining in 
the case of beet and cane. The importers and refiners must account for 
all sugar sold as direct consumption sugar, either by turning over the 
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instruments received in connection with the rationing to civilian users, 
or accounting for it as having been sold to the government. They are 
the final collectors of the coupons of civilians and the allocation certifi- 
cates of industrial consumers of sugar. 


2. Initial Stocks 


The ability of the wholesaler or retailer to secure supplies depends on 
his surrender of coupons or certificates. The amount of these available 
depended in large part on the stocks of sugar held when rationing went 
into effect. Those who held no stocks would, in effect, be out of the 
market for the duration. Those with excessive stocks were at a great 
competitive advantage. To meet this situation an effort has been made 
to adjust distributors’ stocks to a level meeting the needs of his normal! 
turnover. Sugar stocks have not been physically transferred; but, for 
a time, allotments have been made on a selective basis, designed to pro- 
duce a roughly uniform relation between stocks and the normal volume 
of sales. With this adjustment the sugar allotments can be employed as 
a useful measure of the distributor’s importance in the market as a 
whole; and future food rationing allotments may be made on the basis 
of the present flow of sugar through the various retail and wholesale 
outlets. 


3. The Determination of Total Supply 


A delicate question that had to be answered before civilian or indus- 
trial allotments could be made was the size of the flow that could be 
expected over the immediate and middle future. Ideally, for those 
charged with rationing, this figure should be a given, determined by the 
WPB. The OPA can only serve as the administrative middleman, dis- 
tributing with minimum friction the supplies available after the more 
urgent but capricious demands of the war effort have been satisfied. 
Even in the case of commodities grown or manufactured within the 
United States, a supply figure guaranteed to hold over any considerable 
period of time can not be furnished by the WPB. In the case of sugar 
the problem was accentuated by the partial dependence of supply on 
imports and shipping allotments. It is clear that the figure for supply, 
on which the initial rationing periods were actually based, was some- 
thing of an approximation. 


4. Civilian and Industrial Allotments 


The mechanical problem of designing and printing ration books and 
of mobilizing a staff for civilian registration was, of course, enormous. 
Nevertheless, that aspect of the task, and the gaining of public ac- 
ceptance, proved relatively tractable. More serious difficulties arose with 
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respect to allocations for institutional and industrial users. As the 
pilot commodity in the field of food rationing for household consumers 
sugar was eminently satisfactory. Its wide commercial and industrial 
use, however, introduced numerous complexities. 

Among other uses sugar is employed in the tanning of leather, the 
manufacture of powder, and the feeding of bees and canaries. In some 
uses the product to which sugar contributes is of greater importance, 
under present conditions, than sugar itself: in canned meats, preserved 
fruits and vegetables, canned milk, and so forth. In such cases sugar 
was allotted for all units of the desired product available. Efforts have 
been made to induce economy in such uses, but no vegetables or meat 
will rot for lack of sugar. 

Restaurants and institutions have been allotted 50 per cent of their 
usage in the corresponding months of 1941; or, to take account of the 
large turnover in restaurant ownership, March 1942 may be used as the 
base for all months. All other users have been allotted 70 per cent of 
1941 consumption rates: bakers, confectioners, bottlers of soft drinks, 
and so forth. Rationing of this category has revealed strikingly the ex- 
tent to which the public is attached to different manufactured food- 
stuffs. The cut in sugar allotments to bakers has caused little complaint; 
restrictions on bottled drinks, however, have created real difficulties. 
The speed-up of industrial operations has entrenched the mid-afternoon 
Coca-Cola as a national institution. 


5. Special Adjustments 


Two residual problems of considerable importance are the supplying 
of supplementary sugar allotments to expanding defense areas and to 
housewives for home canning. In many rapidly growing communities 
restaurants, hotels, and other institutional consumers are springing up; 
and in most cases their demand is legitimate. Further, the local bottlers 
of soft drinks, with allotments based on pre-war consumption, have 
found themselves unable to meet requirements. The working out of 
satisfactory adjustments has proved a complex administrative prob- 
lem. Similarly, the use of sugar in home canning is clearly of high pri- 
ority; but the elaboration of a system of supplementary rations, repre- 
senting a minimum compatible with the avoidance of spoiled fruits and 
vegetables, will not be an easy task. 


6. Equating Supply and Demand 


In a sense, the experience of sugar rationing offers a partial answer 
to the old academic controversy concerning the possibility of fully 
planning the operations of a given market. The practical as well as the 
theoretical resolution appears to be a method of trial and error. Neither 
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supply nor demand, under the conditions of the experiment, was ex- 
actly known. Presumably the allotments for the first rationing period 
were set conservatively, in the light of expected supply, with the expect- 
ancy of either achieving a net increase in stocks at the end of the period, 
or a more or less exact balance between the current flow of supplies 
and current consumption. It was realized, however, that many of the 
data upon which this informed series of guesses was made might change; 
and in fact they did change, notably with respect to the shipping situa- 
tion. But a close scrutiny of the mass of evidence pouring in to the ad- 
ministrators should supply a basis for immediate adjustment of unit 
allotments or of rationing periods, if that is desirable; and, over a period 
of time, their experience should yield an increasing sense of the magni- 
tude of the variables that determine supply and distribution in the 
markets for sugar and other foodstuffs. 


7. Block Rationing 


The distribution of sugar was set up in such a way as to permit an 
easy extension of rationing to other scarce foodstuffs. The experience 
of both the public and the administrators with the problems of sugar 
will, surely, facilitate the rationing of other commodities in this field. 
The extension of rationing will, however, almost certainly involve deal- 
ing with some commodities less homogeneous than sugar. Sugar’s virtual 
uniformity in quality and, so far as noncommercial rationing is con- 
cerned, singleness in form helped make it an ideal pilot in the field. In 
the case of (say) canned goods or meats a more complex system of 
points will have to be worked out. Within the field of canned goods, for 
example, prices may be quoted in points as well as in money terms; 
and within his total point supply the consumer may exercise a certain 
independence of choice. Changes in consumers’ tastes can be easily 
met by an adjustment of the point-prices attached to the various com- 
modities. In this way, it is envisaged, rationing can flexibly expand— 
commodity by commodity, block by block——under the probable gradual 
tightening of supply conditions. 


IX. The Rationing of Apparel 


It is possible that at some stage of the war effort civilian clothing will 
have to be rationed. The complexities of this potential problem empha- 
size the relative simplicity of rationing sugar. Clothing is heterogeneous; 
it varies in quality; the demand for it varies with age, occupation, locale, 
and season; it is manufactured by numerous firms; and it is semi- 
durable. From these characteristics stem the major difficulties in any 
system of clothing rationing. 
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1. The Problem of Timing 


It is approximately ten months between the time a mill begins weav- 
ing and the time the finished garment appears at retail. This lag be- 
tween the flow of raw materials and finished output affords a useful 
interim to those who may be called upon to institute the rationing of 
apparel. If rationing were introduced immediately upon the appearance 
of a raw material shortage, the various stages in the market would 
hold substantial stocks capable of cushioning the supply situation, and 
of permitting a fairly general type of rationing. If rationing were per- 
mitted to await the appearance of shortages at the retail end, it is 
likely that the administrators would be faced with the interminable 
problems of selective rationing: according to age, occupation, and so 
forth. A general point system, with occasional exceptions, might be im- 
possible. 

The semi-durable character of clothing requires, further, that the 
planning of rationing be done with real secrecy; and that the proce- 
dures be introduced virtually without warning. At worst, the hoarding 
of sugar in anticipation of rationing, caused stock-piling by some 
individuals of a few weeks’ or months’ supply. Even this amount of 
hoarding proved largely correctable. A run on the clothing stores, how- 
ever, many of which are swollen with stocks, might involve the purchase 
of a supply for a year or more by a sufficient number of persons to 
affect the whole basis of the rationing scheme. 


2. Some Problems of a Point System 


It would be all but impossible to apply a point system to the full 
range of apparel available in the pre-war clothing market. Differences 
in style, service, quality, and type of garment involve degrees so fine 
that a money price system is required fully to reflect the shadings. The 
distinctions are such that it would be impossible even to define the 
various grades of clothing within the retail markets, in formal adminis- 
trative terms. The European experience has been that standardized 
garments, for large-scale consumption, were a necessary condition for 
successful rationing. 

Almost any rationing system, even for standardizing garments, must 
take account of the needs of special groups in the population. The wide 
range of American climate; the requirements of the heavy worker, of 
children and expectant mothers—all these and other legitimate distinc- 
tions promise the potential administrators elaborate difficulties, espe- 
cially if the total supply situation has badly deteriorated by the time 
rationing is introduced. 

The actual construction of a point system for clothing involves, in 
simplest terms, the allocation of coupons just sufficient, over the neces- 
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sarily long rationing period, to absorb the supplies available. Initial 
information, both as to the size of clothing stocks and consumers’ habits, 
is even more unsatisfactory than in the case of sugar. It is believed that, 
at the retail, wholesale, and manufacturers’ level, there are very sub- 
stantial stocks of clothing; but it is evident that they are distributed 
very unevenly. Some sellers have rented warehouses, others are already 
in short supply. A reallocation of stocks in the clothing market is cer- 
tainly not as tractable a problem as in the case of a single homogeneous 
commodity, such as sugar. 

The apparel industry, in fact, is not a single industry but a complex 
of different industries variously organized. With respect to shoes, where 
there are perhaps a thousand manufacturers, satisfactory points of con- 
trol might be set up, back to which the consumers’ coupons might filter 
for collection. In hosiery and apparel, however, the raw materials have 
alternative uses, and they proceed to the finished stages by widely dif- 
fering routes. There is no narrow point in the market, through which 
the total supply regularly passes, where the administrators could with- 
draw the coupon currency and exercise the necessary controls. It is 
therefore not surprising that, in both Britain and Germany, the institu- 
tion of rationing has been accompanied not only by a standardization 
of clothing types, but also by a reorganization and rationalization of 
the industry as a whole. 


X. General Rationing 


The rationing of specific commodities, or even blocks of commodities, 
is a consequence of particular material shortages. A general rationing 
system, however, depending upon the outlook of the analyst, is a neces- 
sary preliminary, substitute, or complement to fiscal policy. Specific 
rationing, in a market where maximum prices are fixed, merely ensures 
an equitable distribution of a scarce good; and to the extent that it 
limits total money expenditure in one direction; it exacerbates the prob- 
lem of price control in others. General rationing, however, whatever its 
particular form, is designed so to limit spendable currency as to match 
the total value of consumers’ goods in the markets. 

This aim, theoretically, might be achieved by a fiscal policy suffi- 
ciently severe to withdraw funds from the system on a scale such that, 
at current prices, total spendable cash equalled the total value of con- 
sumers’ goods, There are three major objections to this procedure. First, 
fiscal policy can control only the size of incomes, not the total supply 
of spendable cash. Therefore, those with substantial savings might 
successfully resist efforts to induce a reduction in their outlays for con- 
sumers’ goods. Secondly, a fiscal policy of sufficient severity fully to 
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eliminate the inflationary gap seems, from recent world experience, 
politically unfeasible. Even in Germany, the consumers’ position has 
been characterized by cash surpluses. Third, there remain, even in 
economies where conversion to the war effort has been carried to a 
maximum, a number of outlets for spending which do not require limita- 
tion. Perhaps the most important of these (assuming adequate limita- 
tion on new borrowing) is the liquidation of debt. To a considerable 
extent outlays on health, insurance, education, and entertainment fall 
in the same class. And, of course, there are no immediate reasons for 
discouraging the flow of income into cash hoards or War Bonds. It is, 
presumably, some combination of these factors which has restrained 
the Treasury’s hand. 

In the light of its day-to-day problems the ideal position for the 
Treasury would be one where consumers’ expenditures were almost 
universally rationed and where the voluntary purchase of War Bonds 
was virtually the only satisfactory remaining outlet for surplus cash. 
The ideal position for the OPA would be one where the Treasury was 
limiting incomes to the value of available consumers’ goods plus volun- 
tary “harmless” expenditure. 

Schemes for over-all rationing, in fact, emerge as a continuum, 
stretching from orthodox fiscal policy at one end of the scale to com- 
plete and direct allocations of particular resources and finished com- 
modities, at the other. 

Realistic controversy, on a middle ground, now centers on the rela- 
tive advantages of rationing over-all expenditure, as opposed to ration- 
ing commodities by a point system. Both methods would permit wide 
areas of consumers’ choice, within the limits of rationing in particular 
markets; but the point system, as usually presented, would involve a 
less thoroughgoing leveling of real income. All persons might, for ex- 
ample, spend an equal number of points on clothing; but those with 
larger Incomes, spending more money along with their points, would 
get clothing of better quality. A point system of this type might well 
cause a diversion of resources into higher quality products, of greater 
profitability, at the expense of items of mass consumption. This is, 
however, a general characteristic of any system that permits unequal 
money incomes to express themselves in the market for consumption 
goods and, short of income rationing on an egalitarian basis, or total 
rationing of consumers’ goods, it will tend to persist. 


XI. Can the Freeze Hold? 


The price freeze order was precipitated by a situation where a de- 
creasing supply of consumers’ goods, in the face of rising money in- 
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comes, caused a rapid increase in prices. In itself, the freeze order 
neither decreased money incomes nor increased the supply of con- 
sumers’ goods. It was, essentially, the statement of a policy and of a 
purpose: “We shall distribute our resources and our consumers’ goods, 
in the course of this war, within the framework of a clearly defined 
maximum price level.” The steps necessary to implement this purpose— 
in rationing, subsidies, and in wage and fiscal policy—are being or must 
still be taken. 

If no such complementary steps were taken, if the freeze operated 
without support, it would be violated in at least three ways. Without 
a reduction or neutralization of spendable income, large-scale black 
markets would spring up, and inflation would continue. Without formal 
rationing of scarce consumers’ goods, informal, and probably inequitable 
schemes would emerge, with the retailer as administrator. Without an 
adequate wage policy, legitimate claims for subsidy, due to rising 
variable costs, would overwhelm the administrators. 

The responsibility for holding the freeze thus rests in varied hands. 
The OPA has, in a sense, only one direct responsibility: it must be pre- 
pared to intervene promptly in unrationed markets, where shortages 
have lead to black market operations or to inequitable informal ration- 
ing. Less directly, but perhaps more important, it must, in consultation 
with the Treasury, achieve that combination of fiscal policy and ration- 
ing that will roughly equate the current value of consumers’ goods with 
the funds consumers can or choose to place in the retail markets. 
Finally, the OPA has a vested interest in preventing increases in money 
wages, especially in those instances where the increase in costs can not 
manifestly be borne by the manufacturer at current prices, or where 
the granting of a wage increase will tend to detonate similar demands 
elsewhere in the economy. 

Of these tasks the most important is, of course, the adequate limita- 
tion of the funds consumers bring to the markets. And as the price ad- 
ministrators in each market deal with the chronic pressures against 
the price ceilings, each holding his own particular fort, they look back 
over their shoulders for aid. They look, overwhelmingly, to the Treas- 
ury. That is an experience not soon to be forgotten by academic men; 
and in consequence it is likely that future generations of economists, 
unlike their predecessors, will be brought up with a sharp sense of the 
common forces that affect the determination of an individual price and 
the price level as a whole. 

There is a final major lesson to be learned from the relatively success- 

3 The necessary equation might be defined roughly as follows: The value of consumers’ 


goods at frozen prices must equal total current income plus withdrawals from savings 
minus taxes, voluntary savings, and “harmless” spending. 


500 THE AMERICAN ECONOMIC REVIEW 


ful experience of Canada and Britain with this range of problems. It is 
that, with the codperation of the public, and of the special affected 
groups within it, the desired price stabilization and pattern of distri- 
bution can be achieved; and that without such coöperation, the most 
prescient and complete legal administration might fail. In a very limited 
sense Canada was fortunate in that the ruling political party was re- 
garded as sympathetic to business interests, and the price ceiling was 
administered, for the most part, by business men. There was, perhaps, 
less prima facie suspicion of official motives than was present initially 
in this country. In this setting, and under the Canadian constitution, a 
highly flexible system of controls has operated, capable of rapid altera- 
tion to meet changing circumstances. The magnitude of the American 
problem, the relatively sharp distinction between the executive and 
legislative branches, and the complexity of American political life make 
inevitable the greater difficulties that we face. It is, however, evident 
that aside from the formal correctness of the quantitative and qualita- 
tive judgments made by the various administrators charged with price 
control, rationing, and wage and fiscal policy, the success of the pro- 
gram as a whole will depend heavily on the good will and self-discipline 
of a public on which severe and unaccustomed restraints are being im- 
posed. 


Washington, D.C. 


HOW TO RATION CONSUMERS’ GOODS AND 
CONTROL THEIR PRICES 


By W. ALLEN WALLIS 


I 


The growing scarcity of consumers’ goods makes the problem of 
rationing them increasingly urgent. Sugar, typewriters, bicycles, auto- 
mobiles, tires, and gasoline are already subject to direct administrative 
rationing. Although no widespread infringement of the sugar regulations 
is apparent, the experience with tires and gasoline, if it should become 
more general, would be tragic. Even with sugar the cost of administra- 
tion is not to be blinked at in a country straining every nerve toward 
war production. l 

A fundamental difficulty with administrative rationing is- that equal 
allotments do not result in equal treatment or equal sacrifice. This has 
been recognized for tires and gasoline, and varying quantities have been 
allowed different classes of consumers. But no administrative board can 
appraise the merits of claims for allotments above the minimum, nor 
can it control the disposition of the commodity once allotted. Perhaps 
it can determine that a gasoline user’s work is important for defense 
and that no public conveyance is available; it cannot judge whether he 
could shift his residence, change jobs, ride with a neighbor. And most 
of its problems are far more complicated than this one. For success a 
rationing board requires a nearly unanimous feeling by the general pub- 
lic that rationing is necessary, that the board’s methods are proper, 
and that its administration is competent, uniform and impartial. 

In our economy goods have normally been apportioned through the 
price mechanism. The commodity goes to those who want it badly 
enough to pay the price, this being dependent upon need or taste for the 
commodity, upon the acceptability of substitutes, and especially upon 
incomes. The income element in determining the distribution of goods 
and services is always a source of social concern. This concern occa- 
sionally results in direct allocation of goods and services outside the 
price system, notably free education and medical facilities, and more 
often it leads to efforts to redistribute income, notably through pro- 
gressive income, gift, and inheritance taxes. 

In wartime the rôle of income in rationing through the price mecha- 
nism becomes crucial, whether the peacetime distribution of income 
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be regarded as admirable or abominable, for the wartime lowering of 
total consumption would push considerable fractions of the population 
below the subsistence level if peacetime differentials in living standards 
were maintained. In wartime, furthermore, the amount of money which 
consumers have and try to spend exceeds the amount of goods and 
services for sale. The excess, or “inflationary gap,” causes a general 
rise in the level of prices, which may become a serious impediment to 
economic mobilization, by retarding the shift of resources, discouraging 
saving, encouraging hoarding of goods, and erratically shifting the 
burden of the war. To rely on the normal operation of the price system 
during the war thus would cause great inequities in consumption and 
serious obstruction of the war effort, and this in ways that would 
cumulate, weakening morale, encouraging further injustices in the dis- 
tribution of goods, aggravating the inflationary movement. 

Measures to restrict these disruptive tendencies so far adopted fall 
into two general categories: (1) over-all measures to reduce the in- 
flationary gap, such as increased taxation, restriction of consumer 
credit, and government borrowing from consumers; and (2) specific 
controls, such as price ceilings and rationing coupons. The second kind 
of measure cannot control inflation; indeed, it was clearly recognized 
in the statement accompanying the Price Ceiling Order of April 28, 
1942, that measures of the first category are essential for that. But the 
over-all measures are unwieldy, slow in their effects, and not sufficiently 
flexible to keep up with rapid and unforeseeable alterations in the 
magnitude of the inflationary gap—though they can doubtless be im- 
proved in detail, as for example by withholding income at its sources 
instead of waiting, as now, from two-and-a-half to twenty-three months 
to complete collection of income taxes. The specific controls embodied 
in the Price Ceiling Order and accompanying rationing devices, while 
they might alleviate gross inequalities if they functioned smoothly, 
actually cause great waste of whatever consumers’ goods are available; 
in addition, the huge cost of administering them reduces the amount 
of consumers’ and of war goods available. The waste of goods which 
they cause can be discussed best in relation to a constructive proposal. 

The proposal set forth here is an amalgam of over-all measures and 
specific controls. It would effect the optimum allocation of scarce goods 
among consumers with infinitely less cost, friction and waste, and with 
far greater simplicity and flexibility than other methods. At the same 
time it would prevent inflation and facilitate economic mobilization. 


II 


Let us approach the general plan by steps. First, consider the prob- 
lem of rationing meat. Beef yields various cuts in proportions which are 
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not easily altered. With consumer income rising and its usual outlets 
in durable goods closed, nearly everyone will try to buy the best cuts. 
Because of the price ceiling, the price cannot rise above its highest point 
in March, and at that price the demand will exceed the supply. Perhaps 
butchers will favor special customers, or perhaps a first-come, first- 
served policy will prevail. Either will cause considerable injustices and 
grumbling, all the more because those engaged in war work are likely 
to be too busy to shop early and wait in line, or are apt to have moved 
recently and so not to have established claims to a butcher’s favor. As 
in the case of sugar, administrative rationing will become necessary. 
But it would be preposterous to assign to each person so many ounces 
per week of sirloin steak, so many of porterhouse, so many of top round, 
so many of bottom round, so many of rib roast, etc. 

A far more intelligent. policy is that of the English, who limit each 
person to a certain value of meat per week. Those who prefer quality to 
quantity can exercise their preference, as can those who prefer quantity 
to quality. Suppose the prices of different cuts are left to demand and 
supply, subject to the important restriction that each person’s total 
demand is limited to, say, 75 cents per week. Then, if there is a general 
preference for quality, the prices of better cuts will rise enormously and 
the prices of poorer cuts will fall correspondingly. For, if everyone 
tried to spend most of his 75 cents on good cuts, their price would have 
to rise since their quantity is fixed; but no one would have much money 
left to offer for poor cuts and their prices would have to fall to dispose 
of them. As the differential increased a growing number of persons 
would be repelled by the rising price of good cuts and attracted by the 
falling price of inferior cuts. Finally, those who cared so much for 
quality that they were willing to restrict themselves to minute quantities 
of meat would get the good cuts; but as a penalty they would have 
released the great bulk of the meat to others. Those who decided to . 
forego the quality cuts would be rewarded by more than proportionate 
shares of the quantity. 

Suppose, on the other hand, a general preference for quantity and 
indifference to quality. Then everyone would try to buy the cheap 
cuts, consequently having little money left to spend on good cuts. The 
result would be to push the price of inferior cuts up and of superior cuts 
down, until the differential became very narrow; and meat would be 
divided almost equally on a poundage basis. 

In either case, there would be real equality in the degree to which 
each person’s needs and tastes were satisfied by the quantity and quality 
of his meat. Equality of sacrifice must take account of quantity and 
quality, and of the fact that the amount of sacrifice entailed by curtail- 
ing either is a subjective matter varying from individual to individual. 
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This is taken into account by restricting each person’s total expenditure 
on meat, which in turn makes it possible to leave the prices of different 
cuts free to indicate the relative scarcity and desirability of the various 
cuts. The relative prices of different cuts might change freely, but no 
increase in the level of meat prices in general could occur, because the 
total amount of money spendable on meat would be fixed. If the amount 
of meat available were to increase or decrease, the allowable expendi- 
ture on meat would be increased or decreased by the same amount. 

Now, there is no point in confining the merits of this system to meat. 
Much better results will be secured by extending it to all food, by 
limiting total weekly expenditures on food to, say, $3.00 per person. 
Those who greatly prefer meat to any other food then can expand their 
expenditures on meat beyond 75 cents. If they do, they will have less to 
spend on other foods, and those who give up meat in the face of the 
price rise caused by the meat-eaters will be rewarded by being able 
to buy more than their proportionate share of, perhaps, vegetables. The 
prospect of this greater amount of vegetables induces those who have 
no great craving for meat to leave the meat for the meat-lovers, and 
the rising price of meat reinforces this inducement. 

Still more generally, the scheme should be extended to all consump- 
tion goods and services. Then those who are easily satisfied with little 
food—that is, with either small quantity or low quality—have an in- 
ducement to forego food and take their consumption in forms less 
‘desired by their more ravenous countrymen. There could be no in- 
equality in total consumption: inequalities in consumption of different 
commodities would balance out for each individual, just as inequalities 
in quantity would be balanced by inequalities in the reverse direction in 
quality. The measurement of consumption would be in value terms, and 
value would reflect the relative scarcity of each good in combination 
with its relative desiredness by all consumers as a group. There could 
be no rise in the price level, of course, for the aggregate of the con- 
sumption allotments would equal the aggregate of the consumption 
goods and services available. Shifts in relative prices are highly desir- 
able, for they give each consumer the data for balancing his wants 
against the wants of others, taking into account the relative scarcities of 
various goods; and they provide a powerful incentive for him to do the 
balancing in such a way that he consumes as little as possible of things 
that are scarcest or most desired by others. 

Another important feature is that this system would not tie up any 
considerable amount of resources in its administration, and that it relies 
on control mechanisms which are already established and functioning 
in our economy, merely governing their action instead of replacing them 
entirely. To put the point in more general terms, the necessary wartime 
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control is achieved, not by putting an enormous staff to work participat- 
ing directly in the millions of economic decisions and actions that occur 
daily, but by setting up a general economic environment in which each 
individual in every transaction has a simple measure (price) of how 
important each commodity is to the nation and at the same time has 
an almost compulsory incentive (the necessity of getting the most for 
his limited funds) to discover how he can best adjust to the national 
emergency—in whatever the degree of his patriotism. 

Finally, it should be observed that shifts in relative prices can serve 
to shift the amounts of different commodities available. Sugar and cof- 
fee, for example, compete for whatever shipping space is allotted to such 
things. Should consumers, under their curtailed level of living, desire 
to increase the ratio of sugar to coffee this would be reflected by a much 
greater rise in the price of sugar than in the price of coffee (or perhaps a 
greater decrease in the price of coffee than in the price of sugar, if con- 
sumers were cutting down on both more than on other things). This 
change in relative prices would indicate that consumers would be better 
satisfied if some of the shipping space being used for coffee were trans- 
ferred to sugar. Whether the transfer could actually be effected would 
depend upon a host of matters connected with importing, but at least 
the possibility of decreasing consumer sacrifice with no Increase in 
shipping would be definitely known. 


HI 


A uniform total-expenditure ration is, however, more drastic than is 
required in this country, at least in the immediate future. The degree 
to which it would equalize consumption exceeds by far what is necessi- 
tated by war conditions, and a sudden equalization of consumption 
would produce serious secondary shocks, both economic and psycho- 
logical. Those who exert the greatest efforts during the war have, 
furthermore, a prior claim on current consumption (as well as on 
future consumption). Some flexibility in the maximum total consump- 
tion is desirable also to provide for extreme cases, whether arising from 
emergencies or peculiar needs and tastes. But administrative boards for 
these purposes would be dangerous: with the best of intentions and 
abilities equity would be impossible, and the mere suspicion of favor- 
itism or of unevenness from time to time or place to place would be 
fatal. The amount of the total-expenditure ration should be fixed dif- 
ferently, however, for different ages, family compositions, etc., on a 
uniform basis, just as are personal exemptions for the income tax. 

Flexibility in the total-expenditure ration can be introduced if, in- 
stead of prohibiting expenditures in excess of the total ration, a tax is 
levied on excess expenditures at a steeply progressive rate.'A family of 
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four, for example, might be allowed a basic total expenditure ration of 
$2,000 per year. (The figures used here, as in the foregoing examples 
of meat and food, are purely illustrative and do not reflect even guesses 
as to practical figures.) Any expenditures beyond $2,000 would be sub- 
ject to a 10 per cent tax, expenditures beyond $2,500 to a tax of 15 
per cent in addition to the 10 per cent, expenditures beyond $3,000 to an 
additional 20 per cent tax, etc. Thus, it would be possible to consume 
more than the basic ration if current income were high, which by-and- 
large would be when individuals or their properties were engaged in 
war activities. As a matter of fact, as we shall see later, the present 
proposal itself would make it more true than it now is that high in- 
comes correspond with intensive war work. But because of the tax, 
expansion of current consumption would entail a disproportionate and 
rapidly mounting contraction of post-war consumption; that is, the tax 
would cut heavily into savings which could be spent, free of the tax, 
after the war. 

The problem of administering this plan for rationing consumer goods 
and controlling their prices reduces to the problem of administering the 
progressive consumption tax. To require individual accounting for con- 
sumption expenditures would not be feasible. It could be presumed that 
all income not saved is subject to the consumption tax. 

The present income tax laws already provide for reports on income. 
No evidence of saving should be recognized, except government bonds. 
Thus, the government would minimize the problem of regulating all the 
diverse forms in which savings occur, and would be better able to con- 
trol investment during the war. Altogether, the consumption tax might 
not increase appreciably the administrative burden of the Treasury— 
and certainly would not add to its burden in anything like the amount 
by which present and prospective Office of Price Administration opera- 
tions would be eliminated. 

Each individual, then, would file a federal income tax return in the 
usual way. To it would be appended a calculation of his consumption 
tax, consisting of four steps: (1) any adjustments necessary to bring 
his total net income figure into line with an income definition more 
appropriate to the consumption tax than are the income tax definitions; 
(2) deduction of the part of this income used for purchasing United 
States government bonds; (3) deduction of the basic expenditure ration, 
and of amounts used for any purposes specially exempted from the con- 
sumption tax; (4) computation of the tax on the balance obtained in 
the third step. Measures to speed collection, incidentally, would be as 
desirable in the case of the consumption tax as in the case of the income 
tax, and at least as feasible. 

Perhaps the most difficult question in administration would concern 
liquidation of ‘assets. In so far as assets, whether securities or such con- 
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sumers’ goods as tires and toasters, were paid for by other consumers 
out of their current income, no harm would result, for no upward pres- 
sure on the price level would be exerted. It would be necessary to guard 
against liquidation by sale or mortgage to businesses, banks, or in gen- 
eral out of any funds not subject to the consumption tax. Without work- 
ing out here all the details which would be necessary to implement the 
plan, it may be asserted confidently that a little legal, accounting, and 
administrative ingenuity can minimize the difficulties and the possibili- 
ties of evasion. In one respect at least, evasion of the consumption tax 
would be more difficult than evasion of the income tax: one’s neighbors 
do not know either one’s actual or reported income, but the only object 
of evading the consumption tax, increasing current consumption, would 
tend to make one conspicuous in a war community. 

It is much easier to estimate the volume of production of consumers? 
goods and services, all that would be required for determining the basic 
or tax-free expenditure ration, than it is to estimate the inflationary 
gap. The only adjustment would be to allow for spending above the 
basic ration in the face of the tax. This could not be of great importance, 
because the number of people having sufficient incomes to spend much 
above the basic ration would be very small if the tax were sufficiently 
progressive, and most of them would be deterred by the tax. 

The consumption levy is not a tax in the usual sense. It is a transi- 
tionary device for reducing and equalizing consumption to the degree 
that may become necessary during the war. The income tax, because it 
affects consumption only indirectly, is not sufficiently flexible to do this 
efficiently, especially without impairing the power of differential earn- 
ings to transfer resources into war activities. The consumption tax, how- 
ever, cannot be relied upon for revenue—indeed, the better it fulfills its 
function, the less tax revenue it yields—so it would not diminish the 
necessity of income taxation. Sales of government bonds induced by the 
consumption tax, together with the income tax, would guarantee ade- 
quate government finances during the war. But if the bond sales were 
to carry the principal burden, the structure of the government debt 
might create post-war problems of income distribution. The inequalities 
of consumption that were suppressed during the war would cumulate, to 
be released with exaggerated force after the war. If excessive concentra- 
tion of government bond holdings is limited by proper use of the in- 
come tax, the funds saved to avoid the consumption tax could constitute 
a powerful aid to post-war economic adjustment. 


IV 


Having arrived at a basic total-expenditure ration and steeply pro- 
gressive consumption taxes, let us for a moment forget the route by 
which we traveled and survey an alternative path which sets-out to levy 
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a progressive sales tax—that is, to charge higher prices to high-level 
consumers. The scheme set forth above accomplishes this neatly. 

Consider, for example, three purchasers of the three tires remaining 
on a car that has worn through its other two. Let us suppose that A, B, 
and C are each entitled to a basic total-expenditure ration of $2,000 
per year, and that supply and demand, as controlled by total-expenditure 
rationing, have set a valuation of $25 on each tire. A, B, and C each 
purchases one to round out his own set of three remaining tires. 

Before considering the situation described, let us digress to note that 
this situation implies that the seller has decided the things he can buy 
with $75, plus what he can get for his car, are more desirable to him 
than the services of the car, especially in view of the high costs of operat- 
ing it. The reason he can get so much money for his tires and car and 
so many other things with the money is that people like A, B, and C, 
who need cars—or think they need cars, and what man can distinguish 
between “real” and “illusory” needs?—are spending so much on car 
operation that they have been forced by the ceiling on total expendi- 
tures to withdraw from the markets for other things, thus letting down 
the prices of other things and attracting our tire-seller into the vacuum 
they have left. 

Returning to the purchasers: The apparent price of a tire to each 
buyer is the $25 the seller receives from each. If A’s total expenditures 
are under $2,000, $25 is the real price to him. But to B, who is spending 
between $2,000 and $2,500, the real price is raised by the tax he must 
pay, say 10 per cent, to $27.50. And to C, spending $3,100, the price is 
raised by the tax, say (using the arbitrary figures set down earlier) 
10 per cent -+ 15 per cent + 20 per cent == 45 per cent, to $36.25. The 


: `. reason D, whose total expenditures are a trifle over $10,000, is not 
-`> in the market for a tire is that it would cost him, with tax, $237.50 


(projecting the figures used earlier, which rise by 5 per cent for each 
_ $500 of expenditure). 

The reason for charging higher prices to higher income groups is, 
of course, that they require a greater stimulus to curtail consumption, 
since they have the possibility of simply reducing saving. It is to be 
recalled that if they refrain from consuming now, they can get full value 
in goods after the war when consumption rationing is halted, and this 
possibility reinforces the stimulus to minimize current consumption. 

There would be little danger from purchases by those for whom the 
tax is low in behalf of those for whom it is high. Such a transaction 
would be an effective evasion only if it were based on a promise by 
the high-level consumer to repay after removal of the consumption tax. 
The actual purchaser would have to forego current consumption equal 
to the price of the commodity to him, and in return he would receive 
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an illegal credit instrument of indefinite maturity. People who can rely 
on one another to fulfill obligations of that nature are likely to be of 
more or less similar social and economic status, hence affected approxi- 
mately alike by the tax; and the integrity required will not often ac- 
company sly circumvention of emergency war measures that are obvi- 
ously uniform and objective in their incidence. But the most effective 
obstacle to arbitrage is that the:person who extended credit would have 
to do so out of his own total-expenditure ration and income; and, if his 
expenditures were low enough to make his tax low, he could not extend 
much credit—because he would have to cut into his own consumption, 
or else he would incur taxes curtailing his income and hence his power 
to extend credit. 
V 


In evaluating a proposal of this kind it is essential to consider not only 
its primary effects but its secondary repercussions. In considering these, 
however, it is important to distinguish between consequences that are 
fundamental characteristics of the war situation and its attendant hard- 
ships and consequences not inherent in the war situation but only in the 
particular plan of meeting it. The object of any plan is, of course, to 
smooth the course and spread the impact of consequences of the first 
kind, with a minimum of undesirable consequences of the second kind. 

As an extreme example of the secondary repercussions of the plan, 
imagine its effects on a luxurious.summer hotel so located as to be of 
little potential use to the military forces even as a convalescent home. 
Perhaps it had been patronized exclusively by persons with incomes in 
excess of $10,000 per year. If its nominal rates were $20 per day, extra- 
polation of the illustrative progressive consumption tax figures used 


before would raise the minimum effective price to the patrons to $190 ...-’ | 


per day. The management would be faced with the necessity of lowering 
its rates to serve lower income groups. To curtail costs it would have 
to reduce the size and quality of its staff and of the articles furnished. | 
The staff, in order to continue receiving incomes, would be forced to 
look for other jobs, and the place to look would be in war work. Indeed, _ 
the management might well decide to liquidate its mobile assets, selling: ` 
plumbing, hardware, rugs, vacuum cleaners, dishes, tableware, linen, 
furniture, and its whole inventory of things no longer being produced 
but badly needed because of population shifts under the war program. 

In effect the hotel staff would have received notice that its former 
Services were not contributing as much to a nation at war as they had 
to a nation at peace. It would have a full range of accurate information 
as to how it best could contribute to the war: if its assets were mobile 
(the cost of removal and shipment would indicate how mobile they 
were from a national point of view) and were scarce and urgently 
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' needed elsewhere (the prices being offered by consumers out of their 
total-expenditure rations would show how badly they were wanted in 
relation to their scarcity), it would have a strong incentive to dismantle; 
but if the losses entailed in this were greater than those of continuing 
to operate at low rates it would have evidence that it services are more 
useful (less useless!) as it is. The owners and employees would find 
themselves in unfortunate circumstances, like those already confronting 
automobile dealers and operators of tourist cabins; but their burden 
would be an unavoidable result of the fact that their services did not 
contribute materially to the war effort, and it would be alleviated by the 
opportunity, through the freedom of the prices of their assets, to recover 
some of their losses. 

This example is perhaps an extreme one. It has been chosen de- 
liberately to show the worst possible secondary repercussions and indi- 
cate that even in such circumstances the proposed plan may alleviate an 
unavoidable hardship and expedite adjustment to the requirements of 
the war economy: the hotel management being under compulsion (finan- 
cial) to apply all its ingenuity to discovering uses for its assets. 


VI 


The program should be put into operation without delay. If it is put 
into effect now, it will not have to set the initial total-expenditure ration 
extremely low and the progressive features need not be severe, because. 
the volume of available consumers’ goods and services has not yet de- 
clined markedly. As the decline proceeds, people will be able to organize 
orderly retreats from their peacetime standards of living, and shifts in 
relative prices will be sufficiently gradual to facilitate readjustment of 
the economy to the new structure of demands. The longer the economic 
changes due to the war are forced to operate under a system of fixed 
individual prices, the greater will be the maladjustments; and the 
larger will be the amount of direct governmental participation in the 
detailed decisions of individuals that will be necessary for the function- 
ing of the economy under any scheme. 

It may seem that, even with the plan in effect, one or two items might 
become so extremely scarce that even if divided equally there would be 
barely enough to go around, and that administrative rationing would 
therefore become necessary for such items. Despite the plausibility of 
this reasoning, it is fundamentally fallacious. Such extreme scarcity 
cannot exist apart from a general scarcity, because goods are substitut- 
able both in consumption and production. On the consumption side, 
there is no single good nor any small group of goods that cannot be 
replaced more or less satisfactorily by other goods. On the production 
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side, a desired result can be achieved in a variety of ways, and any 
particular resource has innumerable potential uses. 

All these possibilities of substitution quickly convert what would 
otherwise be an acute specific shortage into a mild general shortage. 
A shortage of tires, for example, becomes a lack of truck-hauled vege- 
tables, and this leads to greater demands for rail-hauled vegetables, 
thereby slightly increasing the scarcity of refrigerator cars; it becomes 
a lack of access to factories, which leads to housing construction near 
the factories, hence increases the scarcity of building materials; it be- 
comes a lack of urban transportation, which leads to increased use of 
trolleys and subways, hence to increased demands on electric generators, 
and so to scarcity of illumination. Every specific scarcity becomes an 
indistinguishable part of the general scarcity. As the general scarcity 
accumulates, total-expenditure rationing must become increasingly 
strict. Lower basic rations and more steeply progressive consumption 
taxes must come into force, for this is the best means of minimizing the 
hardships from the general scarcity and of distributing them equally. 

Undoubtedly a large number of exemptions from the total-expenditure 
ration will be proposed. Very few if any of these will bear analysis, 
though many seem acceptable at first. To establish any exception would 
be a dangerous precedent. To exempt medical expenses, for example, 
would benefit only the upper-income groups, since in general the lower- 
income brackets do not have the money to try to spend even in emer- 
gency, but must rely on social facilities. Those whose expenditures are 
high enough to subject them to a high consumption tax would be those 
whose standard of living was enough above the general average for 
them to make the unpleasant adjustments that the vast majority of the 
population must make even in peace when medical expenses are in- 
curred; otherwise, they could resort to facilities available to families 
unable to assume the full cost of medical care. Exempting one item 
would greatly encourage its utilization by the upper-income groups. 
Medical facilities in wartime are extremely overburdened and their . 
use has to be curtailed below an “adequate” level simply because there 
is not an adequate amount in existence. 

A general class of exceptions probably will be put forward with the 
object of “directing consumption to those items which do not use up 
war materials.” The fact that this can be accomplished most effectively 
by fixing the general price level in such a way as to leave relative prices 
free to reflect scarcities and wants is, however, one of the most cogent 
arguments for the proposed plan. Furthermore, there is nothing to be 
gained by encouraging the consumption of such goods except in so far 
as they can replace goods using war resources; so the better able such 
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goods are to satisfy consumer needs the smaller should be the consumer’s 
remaining claim on other goods. 

There is perhaps a case for exempting payments on debts contracted 
prior to adoption of the plan. Insurance payments pose a problem, but ` 
not an insuperable one. In so far as they represent pure insurance they 
are transfers from one consumer to another, hence the premiums should 
be exempt but the benefits taxed if the beneficiary spends them; in so 
far as they. represent service fees they are consumption, so should be - 
subject to the tax; and in so far as they represent savings they should 
come under government control. A possible device, which could be ex- 
tended also to other savings institutions, would be for the insurance 
companies to buy government bonds to which were attached coupons 
that could be distributed to policy holders for use as evidence of savings 
when computing the consumption tax. 

On the income side of the picture, it would be desirable but im- 
practical to include the income-value of durable goods. Perhaps in the 
case of houses, the rental value of owned homes might feasibly be added 
to income and expenditure. In so far as the amount of other durable 
goods owned tends to be correlated with income, the progressive features 
of the tax schedule would compensate for them. | 


VII 


A system of total-expenditure rationing, coupled with a steeply pro- - 
gressive tax on all expenditures in excess of the basic ration, would be 
enormously superior to the devices now being inaugurated, because it 
would (1) effectively prevent inflation; (2) achieve the fairest and least 
wasteful distribution of consumers’ goods; (3) be administratively 
simple and flexible; (4) avoid the disruptive consequences of (a) sus- 
picion of favoritism or incompetence, actual or illusory, by administra- 
tive boards, (b) widespread disregard of law, (c) extensive policing in- 
vestigations and control of private affairs, (d) elaborate red-tape, delay, 
and frustration in economic matters, (e) concentration of individual 
efforts on persuading or educating administrators instead of on solving 
difficulties, and (f) extensive diversion of resources to nonproductive, 
regulatory functions. 

The proposed tax is essentially a progressive sales tax. As such, it 
bridges the gulf between the advocates of a sales tax, who rightly em- 
phasize the desirability of discouraging consumption by direct taxation 
and the difficulties of relying exclusively on income taxation; and the 
advocates of exclusive reliance on income taxes, who rightly emphasize 
the desirability of progression and the regressive incidence of uniform 
sales taxation. 
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GENERAL EXPENDITURE RATIONING 
WITH PARTICULAR REFERENCE TO THE 
KALECKI PLAN 


By Ratpu E. HOLBEN 


Introduction 


Rationing is a logical concomitant of any policy designed to control 
retail prices, since it is the only way in which the discrepancy between 
mounting consumers’ demand and limited supply can effectively and 
equitably be handled. To fix prices at the retail level without a general 
plan for rationing would result in an informal sort of rationing by the 
seller wherein any prejudice or preference he may have could exert an 
undesirable influence; zpso facto rationing is a prerequisite to any pro- 
gram which would distribute limited supplies equitably to the consum- 
ing public. 

Since the fundamental theory of rationing is to equate demand and 
supply and thereby perform (in a limited sense) the function of the 
‘price mechanism, any plan of rationing must seek to regulate the flow 
of rationed commodities from the manufacturer to the retailer as well 
as the ultimate sale to the consumer. Once it is decided some form of 
rationing is necessary, pari passu it follows that a complete program 
coordinating output and consumption must be adopted. Specific ration- 
ing, such as point rationing, if effectively administered, can equate 
demand and supply and distribute limited supplies equitably among 
the consuming public. Specific rationing has the virtue of being able to 
meet particular problems of economic maladjustment as they arise. 
General expenditure rationing, while it will bring about a state of sta- 
bility in the general price level, will create innumerable problems of 
disequilibrium in the case of particular commodities, the impact of 
which would tend to disrupt the entire economy for some period of time. 

As this discussion is developed, it will be shown that, though Mr. 
Kalecki fully appreciates the theoretical necessity of a program of ra- 
tioning, his plan for carrying out such a program is both theoretically 
invalid and practically quite unworkable. 

This paper will demonstrate that the general principle of expenditure 
rationing is quite incompatible with the present program for price 
control in the United States. 
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Kalecki’s General A pproach to Rationing 


In essence, Mr. Kalecki’s plan amounts to a general limitation of 
the amount of funds which may be expended on commodities purchased 
in retail shops.* He thereby hopes to curtail total consumption for such 
commodities so that demand for them will not exceed supply; any 
inflationary tendency which might exist in such retail prices should, 
thereby, disappear. It is important to realize, however, that the tendency 
for other prices to increase will not be diminished; in fact, it is most 
likely that many other prices will receive a tremendous inflationary 
impetus, because of a shift in the expenditure patterns of the higher 
income groups. Funds formerly spent in retail shops will flow into 
other channels for the purchase of real estate, for travel, or for services. 
Kalecki fails to recommend any plan for the specific rationing of these 
items, nor does he seem to realize that the rationing problem in their 
case will be multiplied as a result of his plan. 

Mr. Kalecki rejects a plan for specific rationing on the grounds that 
such a plan would have to assume enormous proportions, would result 
in considerable inconvenience, and would be difficult to control. The 
recent experience of Germany and England does not prove this to be 
the case; at least, one might say that such problems have not proved 
to be insuperable, since both of these countries have been engaged in 
specific rationing, and no evidence has appeared to indicate a serious 
breakdown in their respective programs. Kalecki also suggests that 
specific rationing would result in the transfer of coupons from the 
poor to the rich so that a surplus would be distributed among the 
rich in a “haphazard and disorderly fashion.” There may be some 
truth in this criticism, but it hardly represents a serious attack upon 
the coupon method of rationing. Since it is desirable to leave a certain 
element of free choice to the consumer in the distribution of his income 
so that he can maximize his satisfactions, there is no apparent reason 
why the poor should have to consume the total value of their weekly 
ration. In fact, many of the poor cannot afford to do so, for if they 
prefer to obtain a greater marginal unit of satisfaction from the sale 
of one of these coupons so that they can thereby purchase some other 
article, why should they not be able to do this? It is of course true 
that the random sale of such coupons among those people who can 
afford to consume a surplus will not afford purchase opportunities to 
all buyers. Since the equilibrium between demand and supply planned 
in accordance with the rationing scheme would not be affected, there 
does not seem to be any reason why the sale of unused coupons should 


1 M. Kalecki, General Rationing, Bull., Inst. of Stat. (Oxford, England), Vol. 3, no. 1 
(Jan. 11, 1941). 
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not take place. It would therefore be wise for the government to buy 
all of such a surplus of coupons at a fixed price and resell them with a 
sizable margin of profit to all buyers who are able to purchase them. 
The resale could be based on a plan wherein a buyer would have to 
purchase a special permit, which would allow him a just percentage 
of the available surplus. Thus a special rationing plan of surplus 
coupons could be superimposed on the basic rationing plan. The chief 
advantages of government distribution of such surplus coupons lie in 
the revenue it will provide and in the greater equity it will impart to 
the distribution system.” 

Mr. Kalecki proposes to substitute a “general rationing scheme” 
for specific rationing because he believes that such a plan will do 
away with the problem of the transfer of unused coupons and simplify 
administrative procedure. His plan calls for the issuance of general 
coupons encompassing the total expenditure allowed to an individual 
in retail shops. Such a general coupon book would replace the numerous 
specific coupon books required by specific rationing. Thus, by assump- 
tion, this limitation of expenditures will increase the desirability of 
consumers to purchase rationed commodities, as contrasted to any 
other possible use of their income, to such an extent that very few if 
any individuals in any income group will desire to sell a surplus of 
their own coupons. He proposes to fix this expenditure at 25 shillings 
a week for an adult and 14 shillings for a child, with a few exemptions 
such as services, books, and medicines. Therefore, Kalecki’s scheme 
calls for a tremendous consumption sacrifice from the higher income 
categories. In addition, Kalecki proposes to prevent the transfer of 
coupons under this scheme by the following provision: “Apart from 
the absolute maximum of expenditure, a maximum percentage of 
income to be spent in retail shops is fixed at a level equal approxi- 
mately to the upper limit of the actual percentage spent in shops by 
the poorer population, say 80 per cent. Coupons must then be issued 
for the amount corresponding to the lower of these two maxima.” 


The “Raison d Etre” of the Plan 


A plan of general expenditure rationing theoretically seems to possess 
unique advantages not characteristic of specific rationing, those of 
simplicity and comprehensiveness. In one fell stroke, the institution 
of an expenditure rationing plan would stabilize prices, provided that 
the scheme were effectively administered and that it could close the 
“gap” for any given period of time. The plan has the advantage of 


7 Equity implies in this sense equal opportunity for all buyers to share in the purchase of 
surplus coupons, 


516 THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


increasing net saving to the degree to which it limits expenditures on 
consumption goods; it approaches the problem directly by attacking 
inflation at its source through a reduction in the amount of money 
income available for consumption;® this is a virtue not possessed by 
Keynes’s deferred payment plan whereby net saving would fail to 
increase to the degree to which increases in forced saving were offset 
by dissaving. The general expenditure rationing scheme also avoids 
the weakness of allowing high income earners to escape sharing in the 
general contraction of the consumption standard of living by means of 
capital consumption; this weakness must of course be associated with 
any plan of “deferred pay.” 

But the general expenditure rationing plan, though it would close 
the inflationary gap, has certain associated disadvantages which may 
well outweigh its primary attribute. The following criticisms pertain, 
to an equal or lesser degree, to the theory of general expenditure 
rationing, but they are particularly concerned with the specific proposal 
of Mr. Kalecki. 


Objections 


Let us now consider in some detail the possible objections that 
might be raised. 

The first and probably the most serious objection to the Kalecki 
plan lies in its failure to cope with the problem of limiting consumers’ 
demand to a planned allotment of supplies. A simple example will 
reveal this failing. If we assume that the total output of a country to 
be 100 units, 60 units of which will be devoted to the production of 
consumers’ goods, there arises the problem of how to divide this 60 
per cent of productive power in the production of alternative types of 
consumers’ goods. Before the initiation of the limited expenditures 
plan, the plants of the manufacturers of commodities, later to be 
rationed, will be geared to produce in accordance with the particular 
demand functions (conditions) prevailing for their respective com- 
modities. After the adoption of the Kalecki plan wherein a maximum 
level of expenditure in retail shops was fixed by decree, a violent change 
in the demand functions for the various commodities would im- 
mediately ensue as a consequence of the income use and substitution 
effects arising from this expenditure limitation; not only will the 
elasticity of the “particular” demand curves for these commodities 
change, but—more important—the total volume of demand for most 
of them will have undergone a drastic revision.* 

* Savings, by definition, will be considered to be money not spent on consumption. 


* These changes may be expressed by the following equation: Before the limitation of 
expenditures, 10Da + 20Db + 15Dc+....-+-NDn = X. Da, Db, etc., = Total demand for 


1942 | HOLBEN: GENERAL EXPENDITURE RATIONING 517 


For example, after the limitation of expenditures has been instituted, 
higher income group consumers will purchase much smaller amounts 
of consumers’ durable goods, of which they already have considerable 
supplies, and concentrate their purchases on perishable products. The 
degree to which this shift will occur would of course be beyond the 
powers of anticipation of any business man; not only would this be 
true, but even were he able accurately to predict his future demand, 
time would forbid his making adequate adjustments to meet the 
situation. The result of this situation will be that producers and 
retailers of consumers’ durables will have excessive supplies that 
cannot be sold at cost price, while dealers in perishable necessities 
will be unable to supply the new demand. Consequently, not only 
does a severe price problem arise, but an enormous amount of waste is 
entailed. 

The end result of this process will be that not only will existing 
supplies in the form of accumulated retailers’ inventories be mal- 
adjusted to the new direction of consumers’ demand, but existing 
productive facilities will not be adapted to the new pattern of demand. 
The full significance of the unfortunate economic consequences of this 
plan are now apparent. Not only does a new plant conversion problem 
result, but existing supplies are not equated to the new demand pattern. 
Thus a new problem in the rearrangement of price ceilings will arise. 
Yet, this is not the final consequence; for, as industry tries to readjust 
its plan to what it anticipates to be the new pattern of demand, demand 
functions may again change due to the unpredictable effect of this 
unique situation (the limitation of aggregate expenditure) upon the 
consumers’ desires. Thus one must conclude that not only will an 
equilibrium of demand and supply be nonexistent after the instigation 
of such a plan, but the reéstablishment of such an equilibrium will be 
difficult over an extended period of time. 

Second, although the general level of prices could be stabilized under 
general expenditure rationing, the preéxisting price structure would 
undergo a tremendous alteration under the influence of changing 
demand functions; the preéxisting equilibrium relationship of indi- 
vidual prices would be completely upset. Such a disturbance of the 
integration of the price structure would render impossible the mainte- 
nance of the general freeze of retail prices as of March, 1942. The 
present policy of the Office of Price Administration concerning a gen- 
eral freeze of retail prices, if not rendered superfluous by such a plan, 


specific commodities, NDn == total demand for all other commodities, X = total demand 
for all commodities. After limitation of expenditures, the demand equation might become, 
for example, 15Da + 6Db + 21Dc+....+NDn = X. 
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would at least have to be postponed until such a time as a new 
equilibrium in the relationship of individual prices had again been 
attained. This criticism, of course, is directed toward the practicality 
of using such a plan in this country at the present time in view of 
prevalent policy rather than toward the value of the plan in itself. 
The extension of specific rationing in accordance with the development 
of shortages for specific commodities is the logical concomitant to the 
present policy of stabilizing the general price level. 

To be more specific on this point, after the institution of general 
expenditure rationing, the prices of most individual commodities would 
tend to move above or below that equilibrium level which they had 
attained prior to the institution of the plan. Therefore, the attempt to 
use general expenditure rationing in conjunction with the present 
price freeze would mean that those prices which should rise in accord- 
ance with an increase in demand could not rise; it would be impossible, 
therefore, for output automatically to be adjusted to changes in demand 
via the medium of price changes. Thus, it would be impossible to 
retain the price ceiling at the same time that one introduced expendi- 
ture rationing without completely destroying the allocative function 
of the price mechanism. The disruption to output and the smooth 
functioning of the productive mechanism would, therefore, indicate 
general rationing to be quite incompatible now with the general freeze. 

The third objection relates to the stupidity of utilizing such a scheme 
as Kalecki suggests at the present time in the United States. While 
rationing may soon become a necessity in the case of many com- 
modities, there are numerous commodities sold at retail, the existing 
supplies of which are plentiful and the future supplies of which should 
not be greatly reduced, which need not be rationed. The introduction 
of Kalecki’s maximum expenditure plan might mean that many of 
these commodities could not be sold at cost price, because of the 
substitution and income effects arising from such a limitation. This 
would give rise to an unnecessary burden to retail dealers.® 

An unfortunate repercussion of this situation would be its disastrous 
effect upon civilian morale, when consumers realize that there are 
numerous commodities available for consumption which cannot be 
consumed because of the limitation of total expenditure. A similar 
effect would manifest itself among producers of commodities for 
civilian consumption and retailers who endure unnecessary costs of 
conversion and excessive supply. 

Fourth, the extreme limitation imposed under Mr. Kalecki’s plan 

"The latest available statistics reveal a significant increase in retail inventory accumula- 


tion during the past year. See F. C. Murphy and L. J. Paradiso, “Business Inventories in the 
War Period,” Survey of Current Bus., June, 1942, pp. 6-26. Note especially Table 2, p. 7. 
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on the expenditure in retail stores would drastically reduce the standard 
of living of higher income earners to such an extent as seriously to 
impair their morale and productive efficiency. Perhaps the higher 
income earners should be classified as those who earn an income in 
excess of $2,000 a year since less than 35 per cent of the population 
is included in this classification. For purposes of illustration, however, 
I will take that category of persons whose income is in excess of 
$5,000 and who comprise but 5 per cent of all families and individuals. 
The aggregate consumption expenditure of this group amounts to 
$12,295,000,000, and there are 2,153,000 individuals in this group so 
that the average annual expenditure on the main categories of consump- 
tion for these individuals amounts to approximately $5,711.° This 
amounts to an average expenditure of $110 a week. After taking 
account of expenditures which are not made in retail stores, it would 
still be true that approximately $60 a week is spent in retail stores 
by the average individual in this group. Mr. Kalecki would limit his 
expenditure to 25 shillings or about $5.00. It should now be plain 
why a limitation even remotely approximating that which Kalecki 
suggested for England would result in a drastic reduction of the 
standard of living of the higher income category in the United States. 
Even after making allowances for a generally higher standard of 
living in the United States and a greater burden of taxation in England, 
Kalecki’s scheme would call for a limitation of expenditures in the 
United States to about $9.00 a week. This amounts to an 85 per cent 
reduction in consumption to the higher income classes. 

Therefore, Kalecki’s scheme results in such a drastic reduction of 
consumption income to the higher income groups and stabilizes the 
level of consumable income at such a low level as to raise grave 
suspicion that individual productive efficiency would be reduced. The 
wiping out of income differentials in this fashion has never been 
successfully utilized by any modern economy in peacetime or wartime. 


Conclusion 


My attack on Kalecki’s plan for general rationing can be sum- 
marized as follows: (1) because it would offer no means for industry to 
foresee necessary adjustments in plant capacity, since it would create 
a tremendous conversion problem, it is, therefore, economically in- 
efficient; (2) it is incompatible with the policy of a “general price 
freeze” because it would upset price equilibrium and destroy the 
allocative function of the price mechanism; (3) it is especially ill 


© Revenue Revision of 1942, Hearings Before the Committee on Ways and Means, House 
of Representatives. (Rev.) Vol. I, Mar., 1942, Table 3, p. 364; Table 8b, p. 373. 
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adapted to the present stage of war industrial development in the 
United States, because it would result in the creation of large supplies 
of nonconsumable retail goods and thus would be destructive of morale; 
(4) Kalecki’s plan results in such a severe leveling of income dif- 
ferentials, in so far as a very considerable restriction in the use of 
income is involved, that the productive efficiency of higher paid workers 
might be severely reduced. 

If, instead of establishing an absolute level of expenditure for all 
individuals, different individuals were allowed varying expenditure 
rations in accordance with the level of their income (people with larger 
incomes being allowed a smaller percentage of their income for con- 
sumption than those with relatively small incomes), then my fourth 
objection to the Kalecki plan would be eliminated. The purpose of 
expenditure rationing could as adequately be accomplished by allowing 
differentials in the absolute amounts of income permitted for expendi- 
ture as by fixing one absolute level of expenditure. The other objec- 
tions, however, would still apply to this variation on the Kalecki plan. 


Specific Rationing 


The general expansion in the use of specific rationing in conjunction 
with more intensive taxation and public saving appears to be the most 
satisfactory method of controlling inflation in this country at the 
present time. The extensive application of specific rationing to com- 
modities (especially necessities) where shortages exist will accomplish 
the following objectives: 

1. Assure the equitable distribution of limited supplies to the 
consuming public; 

2. Relieve pressures endangering the maintenance of price ceilings 
as such pressures arise; and 

3. Encourage voluntary saving as the possible uses of surplus 
money income become increasingly limited. 


Specific rationing involves none of the accompanying defects such 
as have been attributed to general expenditures rationing because: 

1. Through specific rationing it is possible to plan for the future 
the amount of any particular commodity which the civilian popula- 
tion will be allowed to consume. Since producers will know in 
advance how much of any particular commodity they may produce 
for civilian consumption, and since they also know that under war- 
time conditions there rarely will be any difficulty in selling the total 
supply of such goods,’ the problem of adjusting output to unpre- 


* The implicit assumption is made that money income held for purposes of consumption 
exceeds the value of available consumers’ goods at current prices. 
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dictable demand conditions, a phenomenon typical of general expen- 
ditures rationing, would not exist. Thus specific rationing, by allow- 
ing producers and distributors to have precise knowledge concerning 
output functions and demand conditions, will result in a maximum 
of efficiency in the conversion of plant facilities to the demands of 
a war economy. 

2. Specific rationing would in no way interfere with the main- 
tenance of a general price ceiling; in reality, specific rationing 
would be an excellent instrument for the relief of the pressure of 
demand on particular price ceilings when such pressure becomes - 
intense. | 

3. Specific rationing would avoid the paradox of “scarcity amidst 
plenty” which has been pointed out as a fundamental defect. of 
general expenditures rationing. Under specific rationing there would 
be little danger that supplies of consumable goods would accumulate 
in stores as unconsumable stocks, since it is possible to plan. to 
ration the total of existing stocks equitably to the consuming public. 
Specific rationing also implies that goods will be rationed only when 
shortages create a real need; it can then assure consumers that no 
one need worry about getting a fair share of existing supplies. 

4, Finally, specific rationing allows higher income earners to 
enjoy the advantages of their higher income through the unlimited 
purchase of those commodities (especially luxury articles) which 
need not be rationed. Thus, specific rationing avoids the objection 
peculiar to Kalecki’s conception of general expenditure rationing, 
that of leveling the real standard of living of all income earners with 
respect to a large proportion of current consumption. 


The object of general expenditure rationing might be attained by a 
program of taxation and compulsory saving sufficiently extensive to 
close the gap. Unfortunately both of these measures have an inherent 
weakness previously alluded to, that is, the possibility of dissaving by 
higher income earners. Widespread dissaving would not only weaken 
the fiscal measures designed to close the gap, but would also result in 
an inequitable distribution of limited supplies by allowing high income 
earners to maintain their real consumption standard of living through 
capital consumption. While general expenditure rationing would avoid 
this difficulty, the already discussed weaknesses inherent in the plan 
render it unacceptable. Finally, even granted that a program of heavy 
taxation and compulsory saving could close the gap and would be 
politically acceptable, both very dubious assumptions, such a severe 
limitation on the use of money income would be subject to the first 
three major objections previously directed at the general expenditure 
rationing scheme. 


522 THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


It is, therefore, necessary today to follow the best possible course 
of action in view of prevailing economic and social conditions. This 
course of action calls for the extensive use of specific rationing to 
rectify severe maladjustments of demand and supply as they arise 
in the case of particular commodities. Whereas it is desirable to reduce 
the size of the inflationary gap by means of fiscal measures to relieve 
the pressure on price ceilings from the side of demand, it is probably 
neither possible politically nor desirable economically to close the gap 
during the present transition stage in the development of a full-fledged 
war economy. 

The most serious objection that may be raised to specific rationing 
accompanied by a fiscal program that would narrow the gap but fail 
to close it would be the inflationary pressure exerted on unrationed 
commodity prices. Such demand bulges, however, would endanger the 
ceiling prices of only the less strategic commodities and would not 
offer a serious threat to the stability of the general price level. It is also 
likely that such surplus money income available for consumption would 
be saved rather than be spent on unrationed goods that have a low 
marginal utility value to the consumer. 

It should not necessarily be the object of government price policy 
during wartime rigidly to maintain a given price level. Moderate 
increases in certain prices under the pressure of demand or rising 
costs could be sustained by the public without serious effects. One of 
the primary objects of government control of prices during wartime is 
to prevent a serious reduction in the standard of living of those income 
receivers whose money income will not increase in proportion to a 
general inflationary increase of prices. The general application of 
specific rationing to all the vital constituents of the cost of living index 
should assure the stability of the prices of such commodities and 
assure the basic living standard for the consuming public. The other 
primary object of government price control is to prevent precipitous 
price increases from causing a misdirection in the flow of investment 
funds which might endanger the maximization of wartime productive 
efficiency. In wartime it is essential that new investment be confined 
to those industries that are essential to the war effort. Such moderate 
price increases as have been alluded to would be insufficient, if they 
occurred at all, to effect any misdirection of investment, providing the 
government has adequate powers to control the distribution of raw 
materials through quota arrangements and priority controls. 

There is no utopian solution to the inflation problem created by 
modern warfare. The most desirable policy for handling this problem 
must be measured not only by the degree to which it stabilizes the 
price level, but also by the degree to which it facilitates a rapid and 
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effective conversion of American industry to a full-fledged wartime 
basis. Thus, the inflation problem created by modern war is not only 
a problem of preventing a precipitous rise in the general price level, 
but also a problem of adjusting the price mechanism to the demands 
of wartime economic conditions in such a fashion that economic 
efficiency is maximized both in the production of war goods and in 
production and utilization of the residual available for civilian 
consumption. 

In so far as rationing can contribute to a solution of the inflation 
problem, so defined, our government should continue in the intelligent 
application of specific rationing rather than make a radical departure 
from its present anti-inflation program by adopting a plan of general 
expenditures rationing. 


Washington, D.C. 


SUBSIDIES AND PRICE CONTROL 


By Raymonp F. MIKESELL and C, EDWARD GALBREATH 


The establishment of comprehensive programs of price control in 
the warring nations of the world has resulted in the widespread use of 
subsidies. Subsidies are being employed not simply for holding down 
the prices of a few cost-of-living commodities for the benefit of the 
lower income classes, but as an instrument of primary significance in 
the modern technique of price control. 

The earlier sections of this article will be devoted to a discussion 
of the use of subsidies as a fundamental technique of price control 
both in this country and abroad. The final section will be concerned 
with the economic justification of subsidies and an analysis of the 
effects of subsidy payments on inflationary pressure. 


British Experience 


Great Britain, although not having an over-all price ceiling, has 
substantially abandoned the practice of adjusting prices upward with 
increases in costs and has adopted the policy of insulating the prices 
of cost-of-living commodities, particularly food and clothing, from 
rising costs by direct government subsidy payments.’ The British 
government has been subsidizing the retail prices of basic food products 
since December 1939, when the policy was instituted in an effort to 
retard the increase in the cost of living. In January 1940, the Chancel- 
lor of the Exchequer stated, “Our policy ... is to make public money 
available . . . to hold retail prices of staple foods, or at any rate, to 
impose delay and check the abruptness of any rise.”? By limiting 
inflationary price rises, it was hoped also to facilitate wage stabilization 
and to sustain public morale. 

This program, however, was not extensive enough to hold down 
the cost of living. During 1940, living costs continued to increase and 
by April 1941, were almost 28 per cent above the pre-war level; the 
food component advanced 24 per cent.* At that time the Chancellor 


* Great Britain, Parliamentary Debates (House of Commons), April 7, 1941, col. 1321. 


*Great Britain, Parliamentary Debates (House of Commons), January 31, 1940, col. 
1155-6. 


* Great Britain, Bank of England, Statistical Summary (monthly), 1940-1941. Ministry 
of Labour indices. 
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announced the government’s determination “to prevent any further 
rise of the cost-of-living index number, apart from minor seasonal 
changes, above the present range of 125-130 in terms of the pre-war 
level.”* An important aspect of this program to stabilize living costs 
is the payment of subsidies not only for foods but also for transport, 
wool, hides, and coal. 

The British have adopted several methods of subsidizing cost-of- 
living commodities. One procedure is to rebate customs duties, as in 
the case of tea. A second method consists in direct subsidy payments 
to producers, as in the case of the subsidy for bread and the milk 
subsidy early in 1940. A third technique is the purchase of a com- 
modity and its resale at a loss. Wheat, for example, is purchased by 
the Ministry of Food and sold to millers at a price sufficiently below 
the purchase price to keep the wholesale flour price from rising. A 
fourth technique is illustrated by the subsidy for cheese in the earlier 
months of the war. The Ministry of Food at that time did not fix 
prices but simply purchased certain quantities of imported cheese and 
sold them at lower prices to keep down domestic prices. As the subsidy 
had to be paid on only a small part of the supply, its cost was low. 
As a fifth method of subsidizing cost-of-living commodities, the British 
have been paying part of the increased cost involved in coastwise 
transport of food. 

By extensive use of subsidies and other price-control devices, the 
cost-of-living stabilization program has met with considerable success. 
This is evident in the report of the Chancellor of the Exchequer that 
the cost-of-living index number remained virtually stationary between 
April 1941 and April 1942.° Although the total cost of the subsidy 
program has not been published, that for food alone is running at an 
annual rate of £127 million.’ 


Canadian Experience 


The Canadian government and the Wartime Prices and Trade Board 
became convinced, after a thorough consideration of all the difficulties 
and conditions involved and after a reéxamination of the Canadian 
experience with price control, that it was necessary to hold the over-all 
price ceiling without a break. To hold prices firmly and pay subsidies 
when necessary were believed to be much less costly and more equitable 
than to permit upward adjustments of prices as costs rise. In a speech 

* Great Britain, Parliamentary Debates (House of Commons), April 7, 1941, col. 1321. 

° Great Britain, Fourth Report of the Select Committee on National Expenditure, p. 21. 

° Great Britain, Parliamentary Debates (House of Commons), April 14, 1942, col. 105. 

"The New York Times, July 19, 1942, Sec. 3, p. 2. 
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in the House of Commons, J. L. Ilsley, Minister of Finance, contended 
that “Each increase in prices permitted by means of a flexible ceiling 
would be bound to lead directly to other movements. . . . This sort of 
process would gather momentum like a snowball rolling down hill.”® 
He pointed out that an increase in price arising from the shortage 
of supplies of a particular commodity or service would prevent some 
people from obtaining it because they could not afford it, or would 
force them to do without other things. The Canadian government 
wished to prevent price rationing of goods and services which would 
allow goods to go to the highest bidders. 

From the time of the institution of the over-all price-control policy, 
the government expected that subsidies would be necessary to hold 
the established ceiling.’ It was not long before this necessity became 
real. The need for subsidies arose from two main causes. First, some 
costs cannot be controlled. Import prices are determined by foreign 
exporters or by price-control authorities in foreign countries. Further- 
more, the scarcity of shipping and the submarine menace has shut off 
many usual sources of supply and necessitated shifting to more 
expensive sources. As these cost-prices go up, it becomes less profitable 
to import goods or to purchase the high-cost substitutes. Second, a 
squeeze developed at the wholesale and retail levels because under the 
ceiling the prices at the different levels were not in a balanced relation- 
ship. In many cases, sales reflected prices of inventories purchased at 
some time previous to the base period. Between the date of purchase 
of the inventories and the base-period date, prices of replacements 
had risen. 

If the ceiling prices were to be held, measures were necessary to 
absorb the increases in the uncontrolled costs and eliminate the squeeze. 
The squeeze was handled by a combination of methods." The Wartime 
Prices and Trade Board adopted the policy of rolling back the costs 
from the retailer to the manufacturer. In some cases, however, the 
manufacturers and dealers together could not absorb all the squeeze. 
In such cases where supplies are regarded as essential, the government 
has undertaken to absorb a portion of the squeeze by means of a 
subsidy pending the working out of other methods to reduce costs. 

The most important cases of uncontrolled costs have been in the 
field of imports.” The Wartime Prices and Trade Board expected 

"Subsidies and Price Control, Excerpts from a speech by J. L. Ilsley, Minister of 
Finance, in the House of Commons, April 23, 1942, p. 1. 

° Ibid., p. 2. 

” Ibid., p. 4. 

“ Ibid., pp. $, 8-9. 

” Ibid., p. 4. 
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originally that the chief need for subsidies would be to compensate 
for increased import prices. It was assumed that the over-all ceiling 
covering prices of domestic commodities and services, as well as wages 
and salaries, would prevent increases in costs from those sources and 
eliminate the need for price increases or subsidies except in special 
or temporary instances. The possibility that domestic subsidies may 
have to be granted on a broader scale than anticipated coupled with 
the institution of the over-all price ceiling in the United States may 
mean that the problem of subsidizing domestic production will become 
increasingly important while the necessity of large-scale subsidies for 
imports will decrease. 

The general principles of the Canadian subsidy may be summarized 
as follows:** (1) Subsidies are paid for the purpose of keeping down 
the cost of living. They are paid to producers on condition that they 
maintain supplies and carry out the policy of the price ceiling by 
supplying goods to others at ceiling prices. (2) Subsidies are paid to 
maintain supplies of essential commodities only. Rather than subsidize 
unessential or luxury goods the Canadian government is willing to 
permit them to disappear from the market. (3) Under no circumstance 
is a subsidy permitted to constitute a special benefit to the subsidized 
industry or business firm. In order to qualify for a subsidy, an industry 
is required to show that it has instituted all possible economies and 
that its margin of profit is no more than reasonable or necessary. The 
industry receiving the subsidy must bear a part of the increased costs 
in respect of which the subsidy is paid. (4) The reduction of costs 
through standardization and simplification of the product and the 
elimination of unnecessary frills and services are expected to remove 
or greatly minimize the need for domestic subsidies. 

The general policy with regard to the payment of subsidies has 
been determined by the government on the advice of the Wartime 
Prices and Trade Board.** Basic decisions needed to apply this policy 
are made by the board subject to the approval of the Minister of 
Finance. These decisions determine whether or not a particular com- 
modity should be subsidized and. by what methods. Details of each 
particular case are worked out by the particular administrators of 
the board concerned with the commodities or trades, aided by the 
Commodity Prices Stabilization Corporation, the government-owned 
company which serves as the agent of the board for the payment of the 
subsidies. The corporation pays the subsidies directly to importers or 
others entitled thereto or subsidizes indirectly through bulk purchases 
of certain commodities. 

1 Ibid., pp. 4-6. 

* Ibid., pp. 5-6. 
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Subsidies have been paid on a wide range of imports including rice, 
cotton, wool, hides, grapefruit juice, dried fruits, and cotton fabrics.” 
Domestic subsidies are being or have been paid on milk, canned fruits 
and vegetables, leather footwear and leather clothing, and a list of 
about forty grocery items specified in Order No. 116 of the board, 
dated March 23, 1942.°° The milk subsidy, however, was only a 
temporary measure and was discontinued at the end of April in favor 
of an adjustment of prices for milk products. 

The cost of the Canadian subsidy has been surprisingly small. From 
the date of the institution of the over-all ceiling to June 2, 1942, the 
total cost was about 414 million dollars.” 

The British and Canadian experiences, thus far, point to successful 
use of subsidies as an aid to wartime price control. Experience with 
adjusting prices upward with changes in costs led the price-control 
authorities of those countries to abandon that practice and adopt firm 
price-ceiling policies. Although the British and Canadian wartime 
price situations are not entirely comparable to that of the United 
States, subsidies have been used to meet many of the same price- 
control problems prevailing in this country. In two respects the 
Canadian situation is much different from our own as Canada has 
ceilings on both wages and farm prices. Consequently, the need for 
subsidies to meet rising wage costs and rising agricultural prices has 
not appeared. The British have controlled retail food prices but have 
had to meet the problem of higher transportation costs on shipments of 
food products on higher farm and imported food prices. 


The Need for Subsidies in the United States 


The General Maximum Price Regulation established price ceilings 
for the bulk of the commodities and services which consumers buy but 
left many of the costs of producing these commodities free to move 
upward. Certain prices that enter into costs are not yet under the 
ceiling or are not controllable under the Emergency Price Control act. 
The prices paid by importers for imported commodities, the prices 
of raw agricultural commodities and wages represent uncontrolled 
costs in the production of many commodities which are themselves 
subject to price ceilings. Even if it were possible to control all factor 
prices, unit costs and margins could not be held rigid. Unit costs are 
not only a function of factor prices but also depend upon the physical 

1 Ibid., p. 10. 

$ Ibid., pp. 7-8. 


" Office of Director of Public Information, Weekly Bulletin for United States News- 
papers, Vol. II, No. 22 (June 7-13, 1942), p. 2. 
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conditions of production and distribution. For example, cost increases 
may be occasioned by the necessity of producers resorting to less 
efficient labor and other resources; or higher transportation costs 
may result from a shift from ocean freight to rail transportation. Thus 
any attempt to maintain a rigid ceiling on prices must provide for 
compensating producers and distributors for increases in unabsorbable 
costs if output is to be maintained. Subsidies need not, of course, com- 
pensate for every increase in the cost of production of commodities 
under the ceiling. But when these increased costs cannot be absorbed 
at one or more stages of production without losses or serious profit 
limitations, producers and distributors will not be able to continue to 
perform their functions; if the output of an essential commodity is to 
be maintained, the only alternative to raising retail prices is to sub- 
sidize the industry. 

Recent experience in the United States with maximum price ceilings 
has revealed five general types of subsidy cases classified according 
to the reason why the subsidy is required. 

1. The Unabsorbable Squeeze. By the unabsorbable squeeze is 
meant a reduction in margin resulting from the lag in adjustment 
between buying and selling prices that cannot be absorbed at one or 
more levels of production or distribution. A squeeze occurs when sellers 
set their prices at the time of the freeze on the basis of the average 
cost of their inventory rather than on the basis of replacement cost 
when the latter is higher. The squeeze can be rolled back to an earlier 
stage of production by requiring that stage to reduce its price to a 
lower level. If producers’ costs have not risen substantially, it may 
be possible to require them to absorb all or a part of the squeeze on 
wholesalers and retailers by means of a roll-back; if producers’ costs 
have also increased, it will be necessary to pay them a subsidy to 
enable them to reduce their prices to the dealers. 

2. Higher Import Prices. Import prices represent an important 
group of prices ordinarily not subject to control. Even if the control 
of the actual prices charged by foreign sellers could be achieved, 
increased shipping costs and the necessity of getting the commodity 
from new sources may be responsible for substantial rises in the cost 
of importation. Actually, increases in the prices charged by foreign 
sellers have been few in number since the beginning of the year.** 
The cost of imported commodities has risen largely because of the 
increased war risk insurance rates and ocean freight surcharges, and 
the additional rail transportation charges resulting from the diversion 


** The major increases in foreign sellers’ prices since January 1, 1942, have been in the 
prices of Chilean nitrates and Australian wool. 
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of cargo from east coast ports to Gulf ports.*® A part of the increase 
in war risk insurance is being absorbed by the War Shipping Admin- 
istration which has been granting rates substantially lower than com- 
mercial rates. To the extent that losses are incurred by the War 
Shipping Administration, this involves a subsidy on imports.” 

3. Increases in Agricultural Prices. Probably the greatest threat 
to the ceilings established under the General Maximum Price Regula- 
tion lies in the possibility of further increases in raw agricultural 
commodity prices. Until the prices of those commodities reach the 
minimum ceiling levels established by the Emergency Price Control 
act, they cannot be controlled by the Office of Price Administration.” 
Already breaks in the price ceilings for canned fruits have been 
announced and other ceilings are being threatened unless funds are 
provided to subsidize processors for increases in farm prices. Processors 
may be subsidized directly or the Commodity Credit Corporation can, 
as it has in the case of certain commodities, buy the raw commodities 
at market prices and sell them to processors at prices low enough for 
them to maintain their prices to the dealers. To subsidize agricultural 
commodities by an amount sufficient to allow farm prices to rise to the 
minimum ceiling prices established by the Emergency Price Control 
act without preventing a further break in OPA price ceilings would 
cost in excess of 3 billion dollars annually. It is quite important to 
prevent by the use of subsidies or by some other means a rise in the 
cost of feed grains because of the effect of an increase in the cost of 
feed grains on the value of meats. Assuming no change in the feed- 
meat ratios, a rise in the prices of feed grains to the minimum price 
ceiling levels for agricultural commodities would increase the farm 
value of meats by more than 50 per cent. 

Assuming no change in the pattern of farm to retail price spreads,” 
a given increase in farm prices will result in a much greater increase 


War risk insurance rates on cargo from Brazil have risen from 1 per cent of the value 
of cargo to 15 per cent since the beginning of the year. The rates on cargo from India 
have risen from 3 per cent to about 25 per cent of the value of the cargo over the same 
period. 


”The War Shipping Administration is also subsidizing the coastwise transportation of 
petroleum products. 


* According to the Emergency Price Control act of 1942, Sec. 3 (a): “No maximum 
price shall be established or maintained for any agricultural commodities below the 
highest of any of the following prices. ... (1) 110 per centum of the parity price for 
such commodity ...; (2) The market price prevailing for such commodity on October 1, 
1941; (3) the market price prevailing for such commodity on December 15, 1941; or 
(4) the average price for such commodity during the period July 1, 1919 to June 30, 1929.” 

7 See Richard O. Been and Frederick V. Waugh, Price Spreads Between the Farmer 
and the Consumer (1936) ; See also, Supplement to 1936 Report (Feb., 1941), 
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in the retail value of farm commodities. This initial increase in retail 
value will interact on the parity index or the index of prices paid by 
farmers to cause a still greater increase in the minimum price-ceiling 
levels below which OPA cannot control farm prices. 

4. Increased Transportation Costs, Transportation costs on several 
important commodities have increased sharply since the establishment 
of the general price ceiling in March 1942. These increases have 
resulted largely from the shift from water-borne to rail transportation, 
and the increases in the cost of shipping by water itself. Probably the 
most publicized case of an increase in transportation costs is the 
increased cost of shipping petroleum products to the east coast by 
rail instead of by tanker. This increase resulted in OPA’s raising the 
price ceiling on gasoline by 2% cents. Last August it became possible 
to rescind this price increase when the Reconstruction Finance Cor- 
poration agreed to subsidize the increase in transportation costs. The 
RFC is also subsidizing the increased costs of shipping coal to New 
England by rail instead of by water as was formerly the case. 

5. Subsidizing High-Cost Output, Where higher than ceiling prices 
are necessary in order to obtain the output of high-cost firms or in 
order to obtain the marginal or high-cost output of efficient firms, it 
may be more desirable for the government to buy the marginal output 
at premium or above-ceiling prices and then resell at ceiling prices. 
For example, in the case of zinc, lead and copper, the Metals Reserve 
Corporation pays premium prices to firms for output above their 
assigned quotas, the quotas being established on the basis of that 
output which the firm can afford to sell at ceiling prices. Very efficient 
firms will have high quotas with very little of their output receiving the 
premium price; high-cost firms may have no assigned quotas but may 
be permitted to sell their entire output at the premium price. To the 
extent that the Metals Reserve Corporation resells the above-quota 
metal at the ceiling price it is subsidizing the high-cost output. Since 
the bulk of the metal is used for military production, the government 
itself saves many millions of dollars by paying a differential price for 
high-cost output as compared with the old bulk-line method in use 
during World War I. 

In addition to the above types of subsidy cases, subsidies might be 
used to cover increased wage costs resulting from wage rate increases 
granted by the mediation or arbitration authorities. It would of course 
be unwise from the standpoint of price control to grant subsidies in 
every case where wage increases occur. In the absence of direct controls 
over factor costs, price controls must be administered so as to put 
pressure on costs. 


532 THE AMERICAN, ECONOMIC REVIEW [ SEPTEMBER 


The Economic Justification of Subsidies 


The economic justification of a subsidy program designed as an 
aid to price control must be concerned with two important questions: 
(1) How do subsidies affect the distribution of income? (2) Are 
subsidies inflationary? 

In considering the first question, it should be pointed out that a 
properly administered subsidy program should not constitute a benefit 
to the industries or firms receiving the subsidies. Subsidies should be 
paid for the purpose of enabling producers to continue producing 
essential commodities and at the same time to hold down or to reduce 
their prices in the face of higher costs. They should compensate for 
at least no more than the reduction in profit for which the imposition 
of price control is responsible. Where margins are sufficient to absorb 
cost increases without an unreasonable reduction in profits, subsidies 
should not be paid. If this principle is adhered to, subsidies will not 
increase the net profits of the firms receiving them as compared with 
what they would be if prices were allowed to rise. 

Holding down prices by means of subsidies paid out of public funds 
makes for a more equitable distribution of essential commodities made 
scarce and more costly by wartime demands. When prices are allowed 
to rise, limited supplies go to those whose incomes are greatest. 
Equitable distribution requires that lower income groups should be on 
an equal footing with the wealthy in obtaining the essential cost-of- 
living commodities. Where supplies are so limited that the demand 
cannot be satisfied at existing prices, rationing should be instituted. 

The question as to whether subsidy payments are inflationary has 
little meaning except in relation to the alternatives available, namely, 
either permitting the production of the commodities in question to be 
curtailed or perhaps eliminated entirely, or allowing a rise in prices. 
In some cases it may be better to permit production to fall or even to 
cease entirely rather than to subsidize production. If the productive 
resources of firms unable to continue operations without a subsidy were 
transferred to profitable firms, the value of their product would be at 
least equal to the income payments which they receive, while if these 
firms were maintained by means of subsidy payments, the income 
payments to the productive factors would exceed the value of their 
product. When the entire resources of firms can be transferred to 
more profitable use elsewhere, it is clearly not desirable to subsidize 
unless the particular output is critical. In such cases the payment of 
subsidies would be more inflationary than permitting the elimination 
of firms, since with subsidies, income payments to the productive 
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factors would be greater than the value of the output. Where resources 
are not transferable, subsidies will be more inflationary than allowing 
the firms to fail if the income payments to the productive factors 
amount to more than the value of the products. But in wartime, high 
-cost production or the use of less efficient resources should not be 
eliminated simply because their employment adds to inflationary 
pressures. The primary objective must always be the maximization 
of production of war goods and essential consumers’ goods. 

Of greater significance for this discussion of subsidies and infla- 
tionary pressure is a consideration of subsidies as an alternative to a 
price rise for the commodity whose costs have increased. In one sense, | 
a subsidy to keep prices down is less inflationary in so far as the 
subsidy program achieves its purpose, ż.e., actually holding down the 
level of prices. But in the face of a level of consumer demand in excess 
of the volume of goods available for civilian consumption at a given 
level of prices, maintenance of the price level may be only a short-run 
achievement; perhaps even a Pyrrhic one if the subsidy payments 
constitute a net contribution to the sum total of inflationary pressures 
as compared with the situation under a price rise. 

The amount of inflationary pressure at any given time is used here 
to mean the excess of aggregate monetary expenditures on the part of 
consumers in any given period over the current production of goods 
available for civilian consumption during the same period valued at 
prices existing at the beginning of the period. Under rigid price control, 
inflationary pressure need not result in higher prices; it may simply 
deplete dealers’ stocks at a faster rate than they can be replaced and 
hasten the day when general rationing will have to be instituted. The 
following analysis of the effects of subsidies as an anti-inflationary 
device first takes account of the direct or immediate effects of subsidy 
payments on inflationary pressure; and second, and perhaps more 
important from the standpoint of judging the value of a subsidy 
program, the secondary effects of subsidies designed to keep prices 
down. 

Unless accompanied by increased taxation, government subsidies 
add to the total stock of purchasing power. There are, however, certain 
compensating factors in the use of the subsidy method as compared 
with that of permitting prices to rise, which should be explored’ before 
judgment can be passed even as to the direct inflationary effects of these 
two methods. In order to compare the inflationary effect of a subsidy 
payment with that of permitting a given price to rise, the total volume 
of purchasing power in existence for each case must not be the sole 
basis of comparison; the disposition of the purchasing power in the 
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two circumstances must also be taken into account. Let us assume that 
the total production of goods available for civilian consumption over a 
given period of time is fixed, but that the rate of consumption can be 
varied by increments or decrements to dealers’ stocks. It will also be 
assumed that certain uncontrolled cost items have risen and that the 
government is faced with the alternative of either paying subsidies or 
permitting prices to rise. If by means of subsidy payments to the 
sellers, a given price is held down, consumers will be able to buy more 
goods with the same amount of money than they could if the price 
were allowed to rise. (If the demand for the commodity is elastic, 
consumers will buy more of that commodity at a lower price; if it is 
inelastic, they can buy more of other commodities.) If consumers main- 
tain the same volume of money expenditures in both cases, sellers’ 
aggregate receipts will be greater by the amount of the subsidy when 
the price is maintained than in the case where prices are allowed 
to rise. 

On the assumption that the rate of subsidy per unit of sales is 
equal to the rise in price if the subsidy is not paid, sellers’ gross 
margins will remain the same.** The bulk of the increase in sellers’ 
revenue will represent increased cash from the sale of stocks at a faster 
rate than they can be replaced and, therefore, will not represent a 
net addition to consumer purchasing power. Subsidies under price 
control, therefore, do not represent an increase in inflationary pressure 
as it has been defined. Subsidy payments allow existing inflationary 
pressures to take the form of depletion of inventories rather than 
increases in prices, since under the assumption stated above aggregate 
money expenditures of consumers are not increased. 

The above analysis makes certain assumptions which are open to 
question. First, there is the assumption that consumers will maintain 
the same volume of money expenditures out of a given level of money 
income regardless of the level of prices. But at a lower level of prices 
real income will be greater with the same money income. If the mar- 
ginal propensity to consume (in real terms) is less than the average 
propensity to consume, money expenditures out of a given level of 
money income will be less at lower prices than at higher prices.” 


= Since sellers will be selling more units at a lower price, aggregate net profits will 
actually be greater over a given period. But since sellers will be aware of the fact that 
they are depleting their stocks at a faster rate than they can replace them, they are 
likely to hold this increase as a reserve. 
“The proof of the above proposition is as follows: 
Let Ym = money income of consumers 
“ Yr = real income of consumers with rise in prices 
Cr = real consumption with price rise 
AYr = increase in real income if prices prevented from rising 


it 
ti 
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Thus, if prices are prevented from rising by means of subsidy 
payments, inflationary pressure will be less than it would be if prices 
rose, provided that the marginal propensity to consume (in real 
terms) is less than the average propensity to consume, 7.¢., provided 
that consumers tend to save a larger proportion of their real incomes 
as real income rises. The difference between money expenditures by 
consumers out of a given level of money income at higher and at 
lower prices will be larger the greater the difference between the 
average and marginal (real) propensities to consume.” 

The assumption of a negatively sloped average (real) propensity 
to consume function appears to be quite reasonable under present 





ACr == increase in real consumption if prices prevented from rising 
p = price level before price rise . 
Ap = amount of rise in price level 
Cm = money expenditures of consumers with price rise 
Cm’ == money expenditures of consumers without price rise 
Let k= k(¥r) = ACr, the marginal propensity to consume 
AYr 
Cm’ = (Cr -+ ACr)p 
Cm = Cr(p + Ap) 


[$ 


ACr = k.AYr 
Cm’ — Cm = Cr.p -+ ACr.p -+ Cr.p — Cr.Ap 

=z ACr.p— Cr.Ap 

== k.AYr.p— Cr.Ap 
Cm! = Cm according to whether 

kAYrp _. i 
CrAp ~_ 
AYr= Ym ne _¥m =: ApYm 
P p+dp p(p+ dp) 
Substituting, 


k.Ap Ym. p k. Ym 
p (p+ åp)  Cr(p -+ Ap) 





Cr.Ap 
k. Ym 
Cm 
Let e=ze(Yr) = a or the average propensity to consume 
e Cm Ym _ Cm 
T p-- Ap’ p+Ap Ym 
Cm = e Ym 
Substituting, 
k. Ym k. Ym 


Cm ~e. Ym 
Cm’ will be less than Cm, when the marginal propensity to consume is less than 
the average propensity to consume 
The proof of this statement is as follows: 
From note 24 we have, ACr.p k ‘ 
Crap e 
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_¢ conditions. In a period of large money incomes and high rates of 
‘saving, consumers will attempt, at least in the short run, to maintain 
the same level of consumption with a rise in prices, thereby increasing 
their rate of money expenditures. The advantages to be gained 
from the decrease in inflationary pressure through maintaining prices 
by means of subsidy payments must be weighed against the greater 
rate of inventory depletion and the hastening of the time when 
rationing will have to be instituted. It should be pointed out, however, 
that whenever inflationary pressures exist, all efforts to maintain 
prices by direct price controls tend to channel existing pressures into 
a depletion of inventories as opposed to forcing a rise in prices. But as 
was shown above, the inflationary pressure accompanying a given level 
of income is likely to be less at lower than at higher prices. 

In the above analysis the assumption was made that the rate of 
subsidy was equal to the potential price rise. This will generally not 
be true, since subsidies can be scaled down by the amount by which 
sellers’ profits exceed a reasonable level. This means that under a 
subsidy program sellers’ margins, and hence their gross profits out of 
which they pay wages and profits, will be less than if prices are 
permitted to rise. Total revenues of sellers will, of course, be larger 
by the amount of the subsidy minus the reduction in consumers’ 
money expenditures over what they would be at higher prices; but 
with no increase in production, this increase in sellers’ revenues will 
represent, as pointed out before, stock liquidation and will ordinarily 
not be spent but will be held in the form of idle balances or used to pay 
debts. To the extent that sellers use their additional receipts for making 
consumption expenditures, inflationary pressures will be larger, but 
such expenditures will ordinarily not be large. 

Sellers’ revenues will also be less under a subsidy program to the 
extent that the subsidization of costs at the point where the cost 
increases have occurred prevents the pyramiding of costs and prices. 


ACr.p—k . Cr.Ap 
e 
Cm — Cm’ =: Cr.Ap — ACr.p 
=: CrAp-~k . Cr.Ap 
e 


e-k 
=: Cr.Ap (——) 
e 


Thus, money expenditures out of the same money income will be larger at higher 

_ prices than at lower prices according to the above relationship. This amount will be 

larger, the greater the difference between the average and marginal (real) propensities to 
consume. 


1942] MIKESELL AND GALBREATH: SUBSIDIES AND PRICE CONTROL 537 


Subsidy payments, at most, compensate only for the absolute increases 
in costs, while if these costs are allowed to be reflected in higher prices, 
there is the danger that retail prices may rise by the same percentage 
as the rise in costs. 

Thus far only the direct or immediate effects of subsidies on infla- 
tionary pressures have been considered. But it is in their secondary 
effects that the dynamic possibilities of price controls reveal them- 
selves. The fact that consumers’ money expenditures out of a given 
level of money income are likely to be less if prices are prevented from 
rising, makes easier the essential function of closing the inflationary 
gap, unless one considers that a rise in prices constitutes a solution to 
the problem of the gap. To close the gap simply by permitting prices 
to rise not only defeats the purpose of an anti-inflationary program, 
but also generates forces which tend ex ante to widen the gap still 
further. To the extent that the rate of subsidy payments is smaller 
than the price rise which the subsidy program is designed to prevent, 
sellers’ gross profits will be larger under a price increase. This fact will 
result in higher income payments. Moreover, the increase in prices will 
lead to demands for higher wages which, when granted, will further 
increase income payments. Higher retail prices may also result in higher 
farm prices, since retail prices enter into the calculation of the index 
of prices paid by farmers, which is used in the determination of the 
parity index for agricultural prices. 

It has not been our purpose in this paper to present a complete dis- 
cussion of the concept of the inflationary gap or of the methods by 
which it might be closed. It is our conclusion, however, that a carefully 
planned subsidy program designed to prevent price increases on ac- 
count of increases in the cost of essential commodities is likely to be 
less inflationary than the alternative of allowing prices to rise. This 
conclusion may, of course, be readily disputed if one chooses to define 
inflationary pressure as any increase in real expenditures relative to the 
current supply of goods available for civilian consumption. But to hold 
to this definition of inflationary pressure would be to deny that closing 
the gap by means of a price rise is inflationary. 


Washington, D.C. 
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THE FOUNDATIONS OF THE DEMAND CURVE 


By SIDNEY WEINTRAUB 


I. Introduction 


Modern economic analysis might be dated as beginning with the 
intensified study of the forces of demand. The use of the demand curve 
has accompanied this development almost from the start. Nevertheless, 
despite the importance of this analytic tool there are few thorough- 
going discussions of the foundations on which the curve rests. Isolated 
remarks are found in abundance, especially so in recent years when the 
conventions of earlier practice have been called into question. It is 
probably time to integrate these remarks and to see where they lead: 
to contrast them to the older ideas and their end-results. 

In the discussion, attention will first be devoted to the older, and 
more usual, views of the demand curve. Actually this amounts to an 
examination of Marshall’s assumptions. For not only did he take the 
trouble to mention its grounding, in contrast to lesser luminaries, but 
he also did most to implant the curve in the general and professional 
consciousness, although not actually the first to use the concept.’ 

After surveying Marshall’s ideas, stress will be placed on the major 
theme of the article, namely, of the interrelations among demand curves. 
Then, after consideration of some supplementary matters, a restatement 
of the assumptions on which the demand curve rests will be offered. 


II. The Marshallian Demand Curve 


Turning through Marshall’s Principles for a statement of the assump- 
tions on which he draws the demand curve we find them to be fourfold: 
(1) given tastes of the consumer; (2) given income in the hands of the 
consumer; (3) prices (and quantities consumed?) of other commodities 
given and constant; (4) the marginal utility of money to consumers 


1 Among those who antedated Marshall were Cournot, Jevons and Walras in content 
if not always in geometry. Yet I think the rôle attributed to Marshall is merited. But 
see the use made of the curves by Fleeming Jenkins, The Graphic Representation of the 
Laws of Supply and Demand (London: Series of Reprints of the London School of 
Economics, No. 9, 1931). Despite the recent resuscitation of this work it does not seem 
ever to have had a wide audience. Marshall, however, does refer to it. See his Principles 
of Economics (London: Macmillan, 1920), eighth edition, p. 476n. 
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also constant.” The first three conditions, we shall see, fix the position 
of the curve in the chart field. The fourth serves to settle its shape. 
Needless to add, some definite time period is in mind: it is only for this 
interval that the curve is descriptive. Let us consider each of the Mar- 
shallian premises in turn. 

The first supposition, of given tastes on the part of consumers, can 
be readily appreciated and accepted without reservation. For only then 
can we draw the familiar downward sloping demand curve showing the 
various quantities that will be purchased at successive prices. Altera- 
tions in tastes imply a shift in the curve, a movement from one position 
to another. Decreased desire is thus always depicted by a leftward move- 
ment. Increased preference for the commodity will, on the other hand, 
move the curve to the right. 

Naturally enough we must presume a given income in the hands of 
consumers before the individual’s demand schedule for a commodity 
can be traced. No quarrel can be found with this premise either. In the 
vast majority of cases we should expect the demand curve to move to 
the right when income increases. Certain instances may be found, how- 
ever, where rising income leads to a diminution in demand. Yet these 
cases may be referred to as the more extraordinary occurrences. 

The third postulate of Marshall is that other prices are to be taken 
as constant while the full course of the demand curve for any specific 
product is sketched.’ This, we shall find, leads to more vexatious issues 
and is the major interest of this article. 

Long ago, Marshall taught that the demand curve for tea will be of a 
certain order when a high price rules for coffee and, on the other hand, 
will contract when the price of coffee falls lower, other things the same. 
Marshall insisted, therefore, that the demand curve for closely rival 
products, or substitutes either in production or consumption, cannot 
be drawn unless the price of the related commodity is taken as constant 
throughout the curve tracing. 

Now this procedure does seem reasonable. At the same time the 
assumption must profoundly affect the use of the demand curve from 
the standpoint of problems of monopolistic competition. For these are 
the very instances in which sellers are competing by making ready for 
market exceedingly close substitutes.* Indeed, apart from a few highly 


* Statements of these conditions may be found scattered through the following sections: 
and pages of the Principles: Book III, chaps. III and IV, pp. 95, 100-101, 109 and 132; 
also Mathematical Appendix, note VI, p. 842. Cf. also A. L. Bowley, The Mathematical 
Groundwork of Economics (Oxford: Clarendon Press, 1924}, pp. 26, 50, 52, 54, 58. 
Bowley is more explicit on the assumption of other quantities also constant. At the least 
it is implicit in Marshall’s fourth postulate. 


? Marshall, op. cit., p. 100. 


* See Chamberlin’s article “Monopolistic or Imperfect Competition?” Quart. Jour. of 
Econ., Aug. 1937, vol. li, pp. 570-72. 
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restricted cases the demand curve, if it must be based on this assump- 
tion, would be useless. With rivals selling narrowly differentiated 
products it would only rarely be the case that their price will remain 
constant while the “price-innovating” seller varies his sales terms. The 
assumption must be viewed as unrealistic. 

Although the inadequacy of the third postulate would be enough to 
destroy the widespread use of the Marshallian demand curve for prob- 
lems of monopolistic competition—although not a family of curves as 
Chamberlin has shown’——-we are not thereby released from analyzing 
the meaning and rationale of the final one, namely, the hypothesis of 
a constant marginal utility of money. We shall find, however, that it 
also requires the previous assumption along with it. This may be delved 
into further. 

As are all marginal utilities, the marginal utility of money is defined 
as the addition to total utility made by an increment or a further unit of 
money.® Inasmuch as at the margin the desire for money is equated to 
the desire for goods,’ the marginal utility of money can be measured by 
the additions to total utility made by the goods which a further incre- 
ment of it can purchase. 

In equilibrium, for all consumers, the marginal utilities of all goods 
purchased are proportionate to their respective prices. This is essen- 
tially the condition of equilibrium.’ If one good sells for 10 cents and 
another for 20 cents and both are purchased, the latter must afford 
twice the satisfaction of the former. Otherwise, there would be the in- 
centive to switch purchases one way or the other.® 








as MUx MUy 
Thus where commodities X, Y, Z ... are purchased, <= ———_ 
Px Py 
MUz 
= == K, 
Pz 


These ratios of the marginal utility of commodities to their respec- 
tive prices reflect the marginal utility of money, K. They indicate the 


* Edward Chamberlin, The Theory of Monopolistic Competition (Cambridge: Harvard 
Univ. Press, 1938), 3rd ed., pp. 90-93. Also a recent article making use of the same 
device, A. Smithies, “Equilibrium in Monopolistic Competition,” Quart. Jour. of Econ., 
Nov., 1940, vol. lv, no. 1, pp. 97-98. 

€ Marshall, op. cit., pp. 95-96. 

"For a clear formulation of this, despite the fact that the thought is embraced today 
by the leading writers on monetary theory, see J. R. Hicks, “A Suggestion for Simplifying 
the Theory of Money,” Economica, Feb., 1935, N.S. vol. ii, no. 5. 

*See Marshall, op. cit, p. 95. Or any of the more thoroughgoing statements of 
Principles, e.g., Wicksteed, Wicksell, Hicks, Pigou, etc., neglecting the more mathematical 
writers. 

° This, of course, is not to say that the absolute amount of utility received by different 
consumers is the same, This would be a false deduction. 
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incremental importance that another unit of money would have.*® 

Holding K constant in drawing the demand curve for X, therefore, 
can be interpreted to mean any of the following things: (1) the total 
amounts consumed of all other commodities, Y, Z,..., and their prices, 
remain absolutely rigid as the price of X and its consumption varies 
along the course of the demand curve; (2) the marginal utility of the 
same stocks of other goods, Y, Z..., as formerly are affected when 
Px varies but offsetting movements in Py and Pz keep the ratios con- 
stant; (3) both quantities and prices of the other commodities vary 
while we move along the demand curve for X, but their variations are 
just sufficient to keep the ratios constant.” 

Any of these interpretations might be placed on the Marshallian 
supposition. But it is apparent that senses (2) and (3) conflict with the 
second demand postulate, of other prices constant. They cannot have 
been intended. Furthermore, should either of them be the meaning at- 
tached, we would inevitably have to investigate intermarket relations 
as the price in one market varied. But these were the very problems 
that Marshall wished to avoid.” 

Even the first sense, Marshall unequivocally stated, was an appro- 
priate and serviceable one only when the amount spent in any one mar- 
ket formed a small part of the individual’s total expenditure. Repercus- 
sions in other markets could then be safely neglected, as “of the second 
order of smalls.” This would be the more true especially when, as he 
suggested, only minor deviations on one side or the other of the ruling 
price had to be considered.” 

Let us see now the function performed by this hypothesis. Marshall 
wanted to exhibit the movement in the demand for X of a fall in its 
price. Thus as Px falls with Py constant, the consumption of X must 


* This definition may be found in many writers: Marshall, op. cit, Mathematical 
Appendix, p. 833; Bowley, op. cit, p. 55; J. R. Hicks, Value and Capital (Oxford: 
Clarendon Press, 1939}, Mathematical Appendix, p. 305; Henry Schultz, The Theory 
and Measurement of Demand (Chicago: Univ. of Chicago Press, 1938), p. 34; Vilfredo 
Pareto, Manuel d Economie Politique (Paris: Marcel Giard, 1927), Mathematical Appendix, 
pp. 579, 585, to name but a few sources. It was this assumption of constancy in K. that 
furnished Pareto with a continual base for attack on Marshall. Through voiding it in 
his new, important contribution, Hicks has been able to widen the scope of modern 
value theory. 

“M. Friedman, ‘Professor Pigou’s Method for Measuring Elasticity of Demand from 
Budgetary Data,” Quart. Jour. of Econ., Nov., 1935, vol. 1, pp. 153-54, offers slightly 
different interpretations of a presumedly separate use of the idea of constancy in the 
marginal utility of money by Pigou. See, however, the latter's reply and a note by 
N. Georgescu-Roegen, in the same journal, May, 1936, pp. 532-39. 

1 Cf. Hicks, op. cit., p. 12. For clearly Marshall’s assumption means a unity elasticity 
of demand in the market reviewed and no ramifications elsewhere; that was why he 
adopted it. See Schultz, of. cit., p. 48. 


See Marshall, of. cit., p. 133. 
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inevitably expand in order that the utility-price equilibrium ratios be 
satisfied. 

Hence Marshall was able to give a forthright explanation of the down- 
ward-sloping demand curve. There can be no gainsaying the fact that 
Marshall was always aware of the nature of his assumption even though 
it was not so discernible to many of his followers through the years. He 
suggests that only in a few practical cases, as the famous Giffen case 
and that of the supply of labor, would the hypothesis be inappropriate.“ 
Scientifically he could thus proceed directly to the final results without 
the mass of explanation that would be required in taking into account 
movements in the marginal utility of money. In the end either such ~ 
movements would merely confirm the conclusion reached more immedi- 
ately or they would yield curiosa interesting solely to the theorist.” 

Let us see what might happen if the marginal utility of money in- 
creased, or Y, Z... etc., increased in relative importance as the price 
of X fell. The income saved by the fall in price of X would leave a 
‘sizeable margin for expenditure. Subsequent rearrangement in the out- 
lay, the buying of more Y, Z .... at constant prices might lead to less 
need for X: a decreasing amount might be purchased, despite the fall 
in price, in order to keep the utility-price ratios in line. Demand for X 
would decrease as its price fell. 

In case of a fall in the marginal utility of money as the price of X 
fell, there would be an excessive expansion in the demand for X. There 
would be a switch from Y, Z...to X. Decidedly the demand curve 
would be of normal form. But at the same time repercussions in other 
markets would be important and could not be precluded. 

Believing both.of these cases to be unusual, or a belief in the normal 
impotency of the income effect, as Hicks has recently dubbed the rear- 
rangement of expenditure consequent upon a change in real income," 
- led to the Marshallian device and simplification. There is no reason why 
Marshall need be followed here. His demand curve follows readily 
enough from the first three postulates. This last one was designed merely 
to account for its normal shape. At the same time it avoided market 
interrelations. Seldom, we can admit, will the demand curves differ from 
the patterns sketched by Marshall. Since these anomalies do occur we 
need not a priori assume them away. 


"t Ibid., pp. 132, 335-36. Cf, also Hicks, of. cit., pp. 35-37. 


As Marshall probably would regard preoccupation with anything other than the 
normal shaped demand curve. Op. cit., p. 132. 

18 Hicks, op. cit., pp. 31-32, and passim. In indifference curve analysis the assumption 
of a constant marginal utility of money would mean a shift in demand to X from Y 
and Z as the price of X fell, due to the substitution effect, while the income effect 
would work to restore the original demands for Y and Z. 
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On the other hand, there is absolutely no reason why we should accept 
the device in so far as it amounts to a refusal to recognize and deal with 
market interrelatedness. For this must be handled in modern analysis. 


HI. The Inadequacy of the Marshallian Construction 


Let us review the relevance of the Marshallian demand curve to a 
typical problem of current economic analysis, namely, the equilibrium 
of the firm, emphasizing its relation to the rest of the economic system. 
Each firm is conceived to produce a commodity for which rivals can 
only offer substitutes of a near or remote degree. Differences among 
commodities may be technical, geographic, or psychic; the latter dif- 
ferences are those viewed by consumers, whether the basis be real or 
factitious. 

` In the demand for the firm’s product, the first two assumptions of 
Marshall carry ready assent. Tastes and incomes must be postulated. 
Of the remaining two postulates, that of the constant marginal utility 
of money can be dispensed with immediately. 

This leaves us with the necessity of reconsidering solely the assump- 
tion of other prices constant while drawing the demand curve for a 
commodity X. It has already been said that this is at the height of 
unreality for the world currently envisaged by the economic theorist. 

Suppose all firms were adapted competitively to the existing demand, 
therefore equating marginal costs and prices. Let us say that one firm 
suddenly decides to raise its price to exploit what it now recognizes 
to be a monopolistic position. Let us sketch the consequences. 

Two possibilities emerge. Demand may be found inelastic. The rise 
in price will inflate the firm’s gross proceeds. Either the demand for 
other goods will contract or consumer savings will diminish.” As close 
substitutes of a good in inelastic demand are unlikely, prices of other 
goods should show a sagging tendency. 

In a world of close substitutes the more likely possibility is that de- 
mand will be found to be elastic.** The higher price charged for the 
article will stimulate a shift in demand to neighboring products. There 
should be a tendency for an immediate rise in prices, a tendency which 
would be reinforced through time by mounting marginal costs. 

Converse movements would mark a fall in the price. Nearby sellers 
would have to lower their prices or see an excessive decrease in the 
quantity demanded. 

There is a point of interest here for business cycle analysis. See N. Kaldor’s handling 


of kindred matters in “Speculation and Economic Stability,” Rev. of Econ. Studies, Oct., 
1939, vol. vil, no. 1. 


“Cf. A. C. Pigou, The Economic of Welfare (London: Macmillan, 1932), 4th ed., 
pp. 259-62. 
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In all of these cases the assumption of other prices constant is a 
gross misfit. To continue to use it would be to remain blind to the 
phenomena. 

Thus, if the demand curve is to be drawn on the assumption of other 
prices constant, its usefulness for economic analysis is either negatived 
or, at the least, seriously impaired. And the same criticism applies to the 
device of drawing a family of demand curves each attached to a separate 
price of the rival’s product. For only one point on each curve is con- 
sistent with the rival’s price policy: to draw the full course of the curve 
is to intimate that all price-quantity points are possible adjustments 
_ when, as a matter of fact, they are not.*® 

Unless a demand curve can be drawn on the assumption of other 
prices adjusted to compatibility with that named by the firm under 
review, it seems that this time-honored apparatus of economics must, if 
not disappear from the literature, play a rôle much subordinate to its 
position in the past. Ordinary ideas and topical treatment would have 
to be extensively revised. Simplified economics would be well-nigh im- 
possible. 

Now there are intimations in the literature that demand curves need 
not of necessity be drawn on the assumption of other prices constant. 
Indeed we need not go beyond Marshall himself to affirm it. In a foot- 
note—as is so often the case in his work”°~-Marshall observed: “We 
must however remember that the character of the demand schedule for 
any commodity depends in a great measure on whether the prices of its 
rivals are taken to be fixed or to alter with it.”™ The inescapable infer- 
ence is that the assumption of other prices constant is not strictly 
necessary.” 

Hicks apparently concurs in this view. In a passage which is seldom 
iterated he argues that the demand for any product may be examined 
under either of two assumptions: (1) that other prices are given, or 
(2) that other prices are adjusted as to preserve equilibrium in their 
markets, given the price in the market under review.” Moreover, he 
affirms that the latter is the more important investigation. It should be 


See the previous reference to this construction of Chamberlin, n. 5 above. The 
criticism would have to be amended only for the very short run or “frictional” interval 
in which rival’s prices are constant. But then the appropriate contrast is that between 
the short- and long-run demand curves: only one curve is pertinent to a given time 
interval. 

” Cf. J. M. Keynes, “Alfred Marshall,” in Essays in Biography (New York: Harcourt 
Brace, 1933), p. 205. 

“* ‘Marshall, op. cit., p. 105n. 

2 This is the sole time Marshall makes this point so far as I can see. 

"8 Hicks, op. cit., p. 66. 
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noted that the alternative formulations of demand are the very ones 
staked out by Marshall. 

Mrs. Robinson too was inclined to this second view of the demand 
curve. Yet she never pushed the argument very far. Instead, she asked' 
that for her work we merely admit the demand curve can be drawn 
without passing on its ultimate nature.** On the other hand, Chamberlin 
actually gave a demonstration of how such a demand curve might be 
derived. Yet he recognizes it as contrary to usual ideas and refrains 
from calling it a demand curve; he refers to it instead as a new type 
which stems from the “usual” demand curves in his parametric repre- 
sentation, the curve family drawn on the Marshallian condition of other 
prices constant.” 

With these theorists apparently in agreement on the possibility of 
drawing a demand curve—or something very reminiscent of it—even 
on abandoning the hypothesis of other prices constant, the matter de- 
serves closer scrutiny.” Needless to say it jars the common workaday 
ideas.” 


IV. Interrelations of Demand Curves 


Each monopolist with power to name the price for his product, 
despite the occasion of substitutes, and without fear that demand will 
suddenly contract to zero, will nevertheless continually bear in mind 
the resistances largely in the shape of the rival’s price policy to any 
price movement he makes. 

To illustrate the interdependence of demand and price for two closely 
related substitutes, A and B, let us suppose as before that both sellers 
are originally in competitive equilibrium, adjusting price and marginal 
costs. As a simplification we assume constant costs in both lines. 


*Joan Robinson, Economics of Imperfect Competition (London: Macmillan, 1933), 
p. 21. On this basis she is able to proceed with her characteristic problem, the equilibrium 
of the firm, without bothering with market interrelations. 

3 Chamberlin, op. cit., p. 90. 

** Edgeworth states, without further explanation, that the postulate “might be dispensed 
with.” Oddly, he supports its retention so as to secure “that exact correlation between the 
demand curve... and ‘consumers rent.’ ” See his “Demand Curves,” Dictionary of Political 
Economy (Palgrave, ed.), vol. 1, p. 543. Likewise Professor Robbins argues that the curve 
is germane not to the static world of “other things unchanged” but to comparative 
static analysis. See “Remarks Upon Certain Aspects of the Theory of Costs,” Econ. Jour., 
Mar., 1934, vol. xliv, no. 173, pp. 8, 10. For more recent statements see P. M. Sweezy, 
“Demand Under Conditions of Oligopoly,” Jour. of Pol. Econ., Aug., 1939, vol. xlvii, 
no. 4 and M. Bronfenbrenner, “Applications of the Discontinuous Oligopoly Demand 
Curve,” ibid., June, 1940, vol. xlviii, no. 3. 


“Even as recent and modern a work as R. G. D. Allen’s Mathematical Analysis for 
Economists (London: Macmillan, 1938), p. 109, makes the assumption of constant prices 
quite explicit in drawing the demand curve, to mention only one of the more rigorous 
treatments of economics. 
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In Figure 1 the demand for A’s product is OM at the ruling price 
OL,. The demand for B’s commodity, shown in Figure 2, is Om, and 
at the ruling price Ol,. The demand can thus be represented by a simple 
bar line at the pertinent price, extending out to the corresponding out- 
put. 





Fic. 1 Fic, 2 


Let us say that A comes suddenly to understand the nature of his 
control over price and decides to take advantage of it. He perceives 
greater profits by acting “monopolistically.” 

Price is raised to OL,. Now a full demand curve can be drawn for 
B, depending on the price OL, in A. This curve is lettered d, in Figure 
2. Quite clearly it is drawn on the usual principle of other prices, as that 
in A, being constant. Accepting the presence of constant costs in field 
B, and at the height OL, the expansion in demand there results solely 
in an enlargement of output, by mn to On, as B ‘continues to adjust 
price and marginal cost. 

The demand for A cannot help but fall off: its price has risen rela- 
tively to B. With B’s price constant at Ol,, the demand for A comes to 
settle, say, at ON. 

And in this manner we can proceed. For prices higher than OL, in 
A, demand curves further extended than d, in B can be drawn. Output 
will expand there. A’s production, in contrast, will contract. 

To complete the illustration we can visualize the monopolist A actual- 
ly lowering his price below OL,, the original adjustment, say to OLs. 

Demand in B would now fall back to dz. Continuing the assumption 
of constant costs there, and therefore a rigid price at Ol,, the quantity 
sold in B amounts to Oj. The amount sold by A, in contrast, is elongated 
to OJ. 

Thus for every price in A, there is a new adaptation i in B. ae 
demand curves can be drawn there for every new price in A. But let us 
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look meanwhile at what has been accomplished for the A firm. Running 
a smooth curve through the codrdinates at the end of each bar line 
showing the amounts that are wanted at various prices OL., OL,, OL; 
..., we derive a locus suspiciously resemblant to the normal shaped 
demand curve. But now it is drawn not on the assumption of other fields 
unaffected—the usual Marshallian assumption—but instead of full 
adjustment elsewhere. In this respect it is an innovation. 

Let us remove the hypothesis of constant costs in B. It has served 
its simplifying purpose. Its abandonment will hasten an extension of 
the argument. 

Suppose costs in B can be depicted by the rising cost curve S,. Thus 
when A’s price goes to OL., and demand in B to d,, the expansion in 
demand will expend itself partly in raising the price in B and partly in 
extending output. The sharper the price rise—or the more inelastic are 
costs in B—the smaller will be the contraction in demand at firm A. In 
the contrary case, imagine the price in A lowered to OL;. The backward 
shift in demand for B to d, will engender a lower price there. The ex- 
pansion of sales in A will be damped. 

Once more, using the original coordinates at OL, and OM as a pivot 
a smooth curve—the dashed line D,—~can be traced out in Figure 1, 
showing the quantities of A’s product that will be taken off the market 
given the rising cost curve S, in B. It offers an obvious contrast to 
D, which conceived of only quantities, and not prices, being affected 
in B. 

Certain instances in which cost conditions in B are falling might also 
be described. Here an expanded demand will lead to a price fall. This 
would tend to make the demand for A at higher prices so elastic as to 
practically enforce the competitive (or previous) adaptation: monopoly 
power to raise prices would be practically nil. Should A lower his price, 
however, either B could be forced out of business by the losses imposed, 
or otherwise would have to raise his price. For the system as a whole 
this would act as a counterweight to the fall in A’s price. 

In all of these instances there is the one point which deserves very 
especial emphasis. It is this: Not until price and output adjustments 
elsewhere are known will the sales of the A firm be determined. The 
quantity demanded is thus dependent upon the full general adaptation. 

We have therefore derived a demand curve which relates each point 
on its locus to an entirely different total adaptation, to a separate and 
distinct general equilibrium. There is at least one further point to be 
touched upon before proceeding to give some samples of the versatility 
of the new assumption of full adjustment elsewhere to any price of the 
firm under review. 

It was assumed for the B firm, in Figure 2, that it merely accepted 
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the price ruling in A as a datum and then passively adjusted its own 
price and sales to the forthcoming demand. Indubitably this would be 
descriptive if B signified a competitive industry. But let us examine the 
consequences if it does not permit itself to be led in this way. 

One way of resolving the problem would be by drawing “price reac- 
tion” curves and then considering whether there is a point of mutually 
satisfactory price relations.” And only that price could rule for any 
extended period: it alone would offer hopes of a stable equilibrium. 
Yet we are still not precluded from drawing a demand curve for each 
firm on the principle suggested, namely, each codrdinate apposite to a 
distinct price and output elsewhere. With this in view, let us look at 
some demonstrative problems, some applications of the idea developed 
above. 

Imagine first that, as our firm A varied its price, nearby sellers did 
likewise, lifting their prices proportionately. Should they have left their 
prices unchanged the demand for A would have been, say, the dashed 
line D,D/ in Figure 3. However, with A’s price movement met by the 





Fic. 3 


other sellers, the demand curve for A is now D,D,’, the solid line. 
More than before can be sold at the higher prices, above OL, inasmuch 
as B’s prices (rival sellers), are also higher. The converse is true of 
prices in the lower regions below OL. 

Suppose now that for prices above OL no reactions from rivals are 
encountered. However, for prices below OL, A’s price oscillations are 
met. The demand curve to describe this would run from D, to P and 
then to D,’ or D,PD,’, with the sharp corner at P.” 

Or it may be that rivals are opposed to a price cut by A and take steps 
to counter it, lowering prices by 10 per cent for every 1 per cent fall at 
A. The demand curve would thus bend backward at P to D,PD,.*° 


38 See Smithies, op. cit., pp. 107-15. 
2 Cf, P. M. Sweezy, op. cit, pp. 569, 571. 
2 Cf. Bronfenbrenner, op. cit., p. 420-27. 
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Perhaps no reaction will be found for a price above OL, but for a 
price below this a large rival will not only meet it, but will also engage 
in an advertising and product variation campaign. A may either be 
unwilling or unable to undertake counter measures. Demand for A’s 
product would take the queer form traced out by D,D.D,;D, in Figure 4. 

For conventionally priced commodities a demand curve as in Figure 
5 might be applicable. At prices above the customary figure of OL, 
demand falls severely: at prices below this figure rivals again counter 
by advertising or by a product variation favorable to consumers. For 
example, the weight of the product might be increased, though the price 
remains constant. Commodity A at the lower price may receive a 
reputation for “cheapness” or inferiority. An odd shaped demand curve 
like D,D,D;D,D,; in Figure 5 can be traced. 

And so we can proceed to draw demand curves of any shape what- : 
ever. The sole limitation seems to lie in the ingenuity of the analyst and 
the facts and reaction patterns of the real world. At the same time the 
normal Marshallian demand curve emerges as a special case, an exceed- 
ingly simple one in which rival reactions are of a single form: it pertains 
to the world of competition and constant costs. This, therefore, becomes 
the relevancy of the mass of demand curves drawn in economic litera- 
ture. To continue the restriction is needlessly to hamper further analytic 
development. 

If we are in the habit of calling the schedule drawn on the assump- 
tion of other prices constant the “demand” curve, there remains the 
terminological matter of referring to the new curve of final adjustment. 
Probably it would be simplest, and conform most to what will be done 
in any event, to continue to call it the demand curve, while emphasizing 
that no longer is it drawn on the Marshallian ceteris paribus but rather 
on a mutatis mutandis basis for the rest of the economic system.” 


V. Subjective and Ob jective Demand Curves 


Recently certain writers have argued that the demand curve had to 
be conceived as a subjective or imagined phenomenon. Its existence was 
supposed to reside in the seller’s mind. Hence, it was argued, it could 
attain any form, be based on any premises. It could be postulated with- 
out further ado. So long as the seller thinks things are so, the curve 
reflects his mental state. 

Now the foregoing argument has tended to confirm the view that the 
curve can partake of any shape whatever. Yet all along, discussion has 
proceeded as if the demand curve was an objective affair, the epitome 


3 Bronfenbrenner refers to the curves in this way in a footnote. 


¢ 


550 THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


of reality. This apparent contradiction had better be resolved.” 

Ostensibly, it is the subjective or ex-ante demand curve that is the 
basis for the producer’s adaptation. Output hinges upon it. However 
irrationally it be conceived, however illogical its foundations, it is on 
the basis of this curve that the entrepreneur makes his price and output 
decision under monopolistic competition. The curve itself requires no 
further analysis. Furthermore, however inconsistent they be, separate 
curves can exist simultaneously in each producer’s mind. 

Nevertheless, in order that market equilibrium persist, that the 
ex-ante or planned price-output adaptation be a determinate one and 
able to continue through time, it must conform to and be consistent with 
certain objective conditions. Briefly, for the planned adaptation to 
eventuate, the position chosen must be compatible with a point on the 
objective, or actual, market demand curve. Otherwise the planned 
output will finally turn out to be too large or too small; price will be 
too high or too low. For expectations to be fulfilled correctly, at the out- 
put of ex-ante equality of marginal revenue and marginal costs the 
imagined or prospective demand curve must be identical to, tangent to 
or intersected by the market or objective demand curve. For full equi- 
librium, moreover, at the same planned output, average realized costs 
must be equal to those expected, to the ex-ante costs.” 

Thus there are the two demand curves, and the conditions of com- 
patibility between them are those stressed. Admittedly our discussion 
has been directed to the objective curve, the one that could be known 
at market time or from a retrospective view of the market state. It is 
this curve which entrepreneurs try to prognosticate, however imperfect- 
ly they do so. It is this curve which would be duplicated in their minds 
under conditions of perfect foresight. Unless entrepreneurs do fore- 
shadow its course their adaptation will yield them less than maximum 
profits. 


@=For a fuller argument, see my article, “Demand Anticipations and Monopoly Equi- 
librium,” Jour, of Pol. Econ., Vol. L (June, 1942). 


3 Planned price and sales will thus depend upon the equation of prospective or ex-ante 
marginal revenue and costs. For the plans to be fulfilled the following equalities must hold: 
ARa roe AR, and AC, ‘cone ACY. 
where AR refers to average revenue, AC to average cost and the subscript a to anticipations 
and r to realized conditions. For the position to be fully stable, for a movement above 

or below equilibrium output, the following inequalities must hold: 

ARa > AR: and AC, > ACu. 
That is to say, in revenue and in costs disappointments must be encountered in order 
to drive the monopolist back to the original equilibrium. Or, if there is a pleasant surprise 
in one respect, it must be counterbalanced by disappointment in the other. In the latter 
event the stability condition might be stated as dependent upon whether: 


> 
AR: — AR, vom AC; ae AC. 
< 
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Both concepts of demand have their place in economic analysis. One 
calls for little explanation, the other for an extended statement. Still, 
should entrepreneurial plans be at all broadly conceived, the subjective 
curve would have to include the same fundamental elements as com- 
prise the objective curve. The former curve is appropriate for an in- 
sight into the motives or forces determining entrepreneurial behavior. 
The market or actual curves would be relevant for propositions on eco- 
nomical activity, on how far it has deviated from the competitive norm 
as a fact, and on how well or poor a job the entrepreneur has done in 
forecasting market conditions.** Finally the two curves must be con- 
sidered concomitantly in matters concerning the determinacy and sta- 
bility of equilibrium. 


VI. The Foundations of the Demand Curve 


We may now offer a more positive statement of the bases on which the 
demand curve rests. We saw already that of the Marshallian postulates 
the first two went unquestioned. Now, as before, the assumption of 
given tastes must be admitted. Any alteration in tastes will shift the 
demand curve one way or the other.” Again, with respect to consumer’s 
income, this too must be postulated. We turn now to the more difficult 
matter of the assumptions which must be made with respect to prices. 

At the outset, we might acknowledge a point unmentioned until now. 
Consumer views on future prices must be part of the components of 
present tastes or desires. In the expectation of higher prices present 
demand will be enlarged; and vice versa.** For this study, this bare- 
faced mention will suffice. 

We have already seen that with each price named by our seller, a new 
and distinct curve of demand would confront every other firm in the 
field. The output that could be sold by the price-innovating firm was 
indeterminate until the final price and output adaptations of the others 
were known. Each point on a firm’s demand curve was effectually re- 
lated to an entirely distinct set of prices in the rest of the economic 
system. Each price was therefore related to an entirely separate general 
equilibrium. 

* Cf. J. R. Hicks, “The Foundations of Welfare Economics,” Econ. Jour., Dec., 1939, 
vol, xlix, no. 196, p. 708. 


® The advertising policy of the firm is also a factor in shaping current tastes. 


On the other hand, entrepreneurial expectations of the effect of present prices on 
future demand will determine their present output and price policies. Cf. A. Marshall, 
op. cit., p. 317, and for the more recent restatements and extensions of his ideas, see 
C. Roos, Dynamic Economics (Bloomington, Ind.: Principia Press, 1934), chap. viii; 
Allen, op. cit., pp. 434-38, 533-36; Mrs. Robinson, op. cit., pp. 22-23; R. H. Coase, “Some 
Notes on Monopoly Price,” Rev. of Econ. Stud., 1937-38, vol. v, pp. 22-25. 
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On this view the hypothesis of constant prices in the rest of indus- 
try becomes peculiarly relevant to the simple world of perfect competi- 
tion and constant costs. Should other sellers react with price policies 
of their own, or should costs be other than constant, it is no use to work 
the fiction that their prices are “unchanged.” In so far as their prices 
are changed, the quantities demanded of a seller will be quite different 
than if their prices were actually constant. 

Not alone need we include the price and output adaptations of other 
sellers as part of the total forces shaping the demand curve for each 
firm, but it is also necessary to include their advertising and product 
variation policies as the price of our one firm alters. For, in so far as 
these elements do vary with movements in the price of the firm under 
review, demand for the latter’s product will be either extended or con- 
tracted. Reaction of other sellers with respect to these two variables 
must also be premised along with their ordinary price reactions. 

Based on these factors, demand curves no longer remain simple affairs 
and no longer evidence simple, straightforward forms. Restrictions on 
their shape become practically nil. Almost any drawing will suffice so 
long as it is accompanied by an adequate description of the factors 
responsible. We should expect that normally the Marshallian drawing 
will serve. However, we should not be surprised when, in investigating 
a particular market, something totally different eventuated. 


St. John’s University 
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Saving, Investment, and Technological Unemployment 


Two papers in American economic journals of the past eleven years have 
addressed themselves exclusively to the correction of errors in the prevailing 
analysis of technological unemployment. It is unfortunate that the second, 
which makes a definite contribution, should have ignored the contribution 
of the first.? It is also unfortunate that the second, written in the post- 
Keynesian period, should have failed to apply to the problem at hand the 
theory of saving and investment as determinants of employment. 

Technological advance which permits production of a given quantity of 
goods with the use of a reduced quantity of some productive agent or agents 
(say, labor) concentrates a given flow of purchasing power? into fewer hands. 
Where this results in an increase in the volume of saving—which we may 
take to be the general but by no means necessary case—an increased volume 
of investment will be necessary to maintain even the new lower level of em- 
ployment. A still larger increase in investment will be needed to restore the old 
level of employment. Surely here, and not in any consideration of fixed capi- 
tal as parameter‘ or circulating capital as sustaining force,® lies “the key” to 
understanding of technological unemployment. (To this “key,” of course, must 
be added the clue, adequately exposed by Neisser, that increased demand for 


t Hans P. Neisser, “ ‘Permanent’ Technological Unemployment,” Am. Econ. Rev., Vol. 
XXXII (Mar., 1942), pp. 50-71. 


7 Alvin H, Hansen, “Institutional Frictions and Technological Unemployment,” Quart. 
Jour. of Econ., Vol. XLV (Aug., 1931), pp. 684-97. Reprinted as chap. X of Hansen’s Eco- 
nomic Stabilization in an Unbalanced World. 


* A given number of monetary units, that is. If prices are reduced, their real value will be 
greater. 

“Neisser’s argument that the quantity of fixed capital is of peculiar importance (given 
the state of techniques existing at the moment) in limiting employment seems totally un- 
tenable. See op, cit., p. 61 and Section VII. Certainly the most that can be said is that 
bottlenecks may develop in one type or another of fixed capital as well as in one type 
or another of circulating capital or of human skills, Fixed capital is not a special genus. 


Neisser attacks the argument that so long as the wage fund is maintained technical 
advance will not cause unemployment. However, this section of his paper (Section IV) 
is both illuminating and confusing, the latter because he uses the same term in different 
senses. He refutes classical theory by a discussion concerning working capital which uses 
the term at successive moments to refer to a stock of wage goods, to technical equipment, 
and to money costs. Thus the argument (pp. 61 and 62) that working capital (wage goods) 
will not be set free by technical advance even if laborers are displaced, because if output in- 
creases more working capital will be needed. Nevertheless, its value may fall because the 
enterpriser will pay out smaller sums to factors! 
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goods may result in higher prices of goods or greater demand for other factors, 
rather than in reémployment of labor.) 

If the technical advance results in price reduction, purchasing power of the 
existing monetary flow will be increased. However, since the addition is only 
a single injection its effect will taper off, and the system, barring secondary 
effects of the shift in price relationships, will approach a new level of employ- 
ment and income lower than the original one. 

This theory of technological unemployment may be applied not merely to 
labor but to any factor or group of factors. For any one factor out of a 
group displaced, a further elaboration is necessary. The shift in purchasing 
power between individuals implies both a change in the volume of saving and 
a shift in demand. This shift in demand will cause a change in the employment 
of the agents displaced, in addition to that caused (1) by the original techno- 
logical displacement and (2) by the change in the volume of saving. The 
change associated with the shift in demand will be positive, zero, or negative 
for any one factor, depending on whether that factor is employed in greater, 
equal, or smaller proportion in producing the good for which demand has 
increased than in producing the good for which demand has decreased.’ 
(This statement may be generalized to include the effect of a shift from spending 
to saving or from saving to spending by regarding saving as a commodity in 
whose production a zero proportion of every factor is employed.) 

Thus for any given factor, but not for the group, there-may be complete 
reémployment without increase in investment in the system. 

The only hope of avoiding unemployment when factor-economizing technical 
advance occurs is that the technical change may induce investment, say, in a 
plant to make a machine which the newly invented process requires.’ Barring 
a “pump-priming” effect, the favorable effect will be only temporary. 

Three conclusions of considerable significance may be drawn at this stage 
in the discussion: 

1. The Moulton and Bell arguments that price reduction prevents or tends 
to prevent technical unemployment need qualification.® 

2. It must not be assumed that, given no change in consumption and saving 
functions, a constant level of investment will maintain full employment.® 


* As a special case: if only one factor is displaced it will suffer added unemployment if 
the new demand is for goods produced in any degree whatever by any other factor. Note 
Neisser’s error, op. cit., pp. 54-56. 

* Of course I do not mean investment in the machine itself. In an open system, reduction 
in price of a commodity may stimulate export or check import of that commodity. In- 
crease in domestic employment secured in this way, however, is not true reémployment, but 
only a means of shifting the unemployment to foreign countries. 

°H., G. Moulton, Income and Economic Progress (Washington, Brookings Inst., 1935), p. 
119, My criticism is of course directed at this remark only, not at other observations by 
Mr. Moulton concerning the effects of price reduction. 

Spurgeon Bell, Productivity, Wages, and National Income (Washington, Brookings Inst., 
1940), p. 182. 

° Cf. Saving, Investment, and National Income, T.N.E.C. monog. no. 37, p. 68; “A rate 
of current investment equal to the current rate of saving leaves the flow of purchasing 
power unbroken, and maintains the level of employment, consumption, and national income.” 
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The analysis of a model in which the state of the arts is taken for granted 
must not be applied to a system in which the state of the arts is changing. 

. 3. It follows that technological advance during a prosperity period may be 
a deflationary force which ushers in a recession, 

As a final word, it should be noted that, in discussing the historical problem 
of technological change and the maintenance of employment, emphasis must 
not be directed exclusively—or even primarily—to the expansion of invest- 
ment. Either an increase in investment, with a given consumption function, 
or an increase in consumption (a shift in the function) with a given propensity 
to invest, will increase employment. Surely historically, in the United States 
and elsewhere, it has been by a rise in the standard of living even more than by 
increase in the rate of investment that the effect of technological advance upon 
employment has been counteracted.° 

EVERETT E. HAGEN 

Washington, D.C. 


The Concept of Technological Unemployment: 
A Reply to Mr. Hagen’s Criticism 


There is no basic theoretical quarrel between Mr. Hagen and me. He shows 
that the replacement of labor by the machine may reduce the utilization 
of existing equipment, because it may increase the volume of speculative 
balances and lower the size of the current money flow. Throughout my paper 
I assumed, in accordance with most of the former writers on the subject 
of technological unemployment and for the sake of the argument, that “Say’s 
Law” was in force, z.e., that an appropriate money flow was maintained. Since 
Mr. Hagen admits that this is possible (second paragraph, second sentence of 
his note), my analysis seems to cover wider grounds than his. Moreover, one 
fundamental proposition of short-run price theory, viz., that supply curves 
are positively inclined, is needed by Mr. Hagen as well as by me, although Mr. 
Hagen seems to dispute that. Were the supply curves horizontal, then total 
unemployment (voluntary and involuntary) in the Keynesian system (which 
underlies Mr. Hagen’s argument) could be eliminated by the simple device 
of increasing the stock of money. Surely, unemployment existing solely because 
of the inadequacy of the monetary institutions could not be called technologi- 
cal according to customary terminology. 

Mr. Hagen misjudges the relative positions of our theoretical arguments 
because he seems to have difficulty in recognizing a theoretical idea if it is 
couched in terms he is not accustomed to. Witness his footnote 4: ‘“Neisser’s 
argument that the quantity of fixed capital is of peculiar importance... 
in limiting employment, seems totally untenable. . . . Certainly the most 
that can be said is that bottlenecks may develop in one type or another of fixed 


The importance of giving shifts in the consumption function a place’in one’s analysis 
has been insisted upon by Paul A. Samuelson. 
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capital as well as one type or another of circulating capital or of human 
skills. . . .” Of course, I do not deny that bottlenecks can develop also in the 
field of human labor, in which case we experience “technological unemployment 
of machinery.” But why does it follow that the limitations of the stock of fixed 
capital are unimportant? Or does Mr. Hagen conclude that, because both 
bottlenecks in fixed capital and bottlenecks in labor are theoretically possible 
cases, the former cannot be of significance for explaining unemployment of 
labor? As pointed out in my article (pp. 64-65) the original Walras system 
with fixed technical coefficients has meaningful solutions only if these coeffi- 
cients are “adjusted” to each other; otherwise unemployed surpluses of some 
factors of production may arise. Changes in the size of such coefficients are 
likely to throw them out of gear. Since such changes (if pertaining to equip- 
ment) and “technological progress” are synonyms, it seems appropriate to call 
unemployment resulting from them “technological unemployment.” 

The real difference between Mr. Hagen and me originates in the difference 
in our mental pictures of the present economic system. Whether one deals with ~ 
an economy of the type of the Chinese economy around 1900, where the 
peasant worked a small plot with a hoe, or with a modern industrial system, 
the volume of employment, according to Mr. Hagen, would always be governed 
by the same factor: the current volume of investment per time unit. But sup- 
pose the American economy could be suddenly converted into a system of semi- 
automatic plants, similar to a modern electricity plant based on water power 
and made of material of practically unlimited durability, would the number 
and size of these plants (the “quantity of fixed capital”) be unimportant for 
the volume of employment? Could a given number of such plants, of a given 
size and operating with a given technique, absorb any supply of labor, kow- 
ever large, provided only the current volume of investment is sufficiently in- 
creased?! I cannot but answer this question in the negative. It seems to me 
that movement toward such an industrial state has been the main feature 
of the capitalist development during the last 150 years. 

Two further criticisms of Mr, Hagen’s, in footnotes 5 and 6, do not bear on 
the general argument and are based on misunderstandings. As to footnote 
5: my concept of working capital is the usual one, stock of wage goods, ex- 
panded to “stock of all goods in process.” At no place do I identify it with 
technical equipment. And when, to avoid injustice to Carnes and Sidgwick, I 
discussed the consequence of a fall in the value of working capital, I con- 
sidered the terminological distinction between working capital and value of 
working capital sufficiently clear. I am sorry to learn that it has confused Mr. 
Hagen. a 

As to footnote 6: Mr. Hagen overlooks that I discussed differences in the 
proportion of factors employed under the explicit assumption, introduced 
for the sake of the argument, that the supply curves are. horizontal over a 


1 This investment would, in subsequent periods, increase the number and size of plants; 
see Section VII of my article. For Mr, Hagen’s argument this is irrelevant. 
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certain range. This implies an unutilized surplus of the “other factor” while 
Hagen in his approach assumes the absence of such a surplus. 
Hans NEISSER 
Washington, D.C. 


The Introductory Course: Comment 


Experience has led me to agree with many of the comments of Messrs. 
Richard Clemence and Francis S. Doody, in the June issue,’ as to the diffi- 
culty of teaching theoretical economics to beginning students who are uncon- 
vinced of its value and whose economic studies are confined to a single semes- 
ter or academic year. I should suggest, however, that this objection holds not 
only against the type of theoretical presentation normally given freshmen 
and sophomores, but also against the Keynesianized presentation advocated 
by Messrs. Clemence and Doody and embodied to a considerable extent in 
the excellent text of Messrs. Meade and Hitch. The propositions of Mr. 
Keynes and his followers appear to the typical college sophomore—and I 
think I speak from experience—as difficult and as abstract as do the rami- 
fications of comparative advantage, marginal utility, or monopolistic com- 
petition. Students with business experience are frequently dissatisfied with 
the stress laid by Mr. Keynes on interest as a causative factor in determining 
the level of income and employment. Others refuse to accept the savings- 
investment equality without a great deal of highly involved and elaborate 
argument along Robertsonian lines. A smaller and more select group regularly 
objects to the treatment of all labor as homogeneous, Disentanglings and 
modifications are of course possible, but they take more time than they are 
worth, except to a tiny minority of potential economics “majors.” 

In attacking the essentially institutional introductory course, Messrs 
Clemence and Doody do not lay sufficient stress, it seems to me, on three of 
the most telling objections to it: First, the inclusion of so wide a range of 
topics and problems as is included in any of the institutionalist texts, or even 
the inclusion of any profuse selection therefrom, makes the discussion of any 
single topic, be it banking or war economics or social security legislation, 
so sketchy as to add ‘little but memorized facts to the student’s preéxisting 
knowledge as obtainable from the daily press. second, this sketchiness of 
treatment, plus the absence of any standards of theoretical reasoning, serves 
to strengthen the student’s initial appraisal of economics as a branch of the 
forensic arts, in which: any opinion is as good as any other, and in which 
acceptance is dependent on oratory and authority. The effect of this belief 
on the prestige and. usefulness of professional economists requires no com- 


1“Modern’ Economics and the Introductory Course,’ Am. Econ, Rev., Vol. XXXII 
(June, 1942), pp. 334-47. 
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ment, Third, the average student’s interest in economic institutions and 
problems, in so far as it exists at all, is centered in a very few such insti- 
tutions and problems, Without any slur on the catholicity of the academic 
mind, I may suggest that the instructor’s interest is occasionally so centered 
as well. As a result, the institutional introductory course becomes a matter 
of sheer drudgery for both instructor and student for 80 or 90 per cent 
of its length. 

All college teachers who have graduated from the “section-hand” stage to 
teach one or more advanced courses have encountered the uselessness of 
the “principles” prerequisite for these courses. In teaching government control 
of business, ‘or labor problems, or transportation, or war economics, it is 
necessary either to omit theoretical points altogether or else to present the 
relevant ones completely de novo. This circumstance, perhaps, is not an 
unmixed curse; my own belief would classify it rather as a blessing in 
disguise. If the “principles” prerequisite is meaningless, why not eliminate 
it altogether? Why not put most if not all undergraduate economics courses 
on a par with each other, permitting the victim to enter at the most inviting 
gater 

In view of the impasse with which we seem to be confronted in the first 
course, and the impracticability of assuming theoretical background in the 
advanced courses, I venture the following proposals: 

1, Students may begin their study of economics with whatever field appeals 
to their special interests, be it theory or any other. In courses in each field, 
pertinent theoretical material should be presented along with institutional 
description, historical background, and current problems. 

2. The present principles course should be transformed into a semester 
or a year’s concentrated course in theory. Some such textual material as 
Meyers, or Boulding, or Meade and Hitch, or McIsaac and Smith, or Benham 
and Lutz, should be used. Some discussion of the Keynesian “revolution” 
should certainly be included. The course should cease, however, to be a sine 
gua non to institutional work in special fields of economics. It should contain 
only a minimum of institutional material, on the assumption that students 
electing it will be primarily those who have become convinced of its value 
by their experience in applied courses, It should remain an optional first 
course, but neither it nor any other single course should be set up as the 
first course in economics. 

M. BRONFENBRENNER 

Chicago ne ee a 


The New Economic Warfare: A Reply 


In the June 1942 issue of this Review (pp. 390-93), there appeared a review 
of my book, The New Economic Warfare, by Mr. Horst Mendershausen. I 
shall not discuss his critical remarks concerning economic problems, some of 
which suggest a not too careful reading; nor shall I deal with his surprising 
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objection that several topics are not covered in my small book, a series of 
six lectures, the scope of which was plainly stated in the Preface. Mr. Men- 
dershausen devoted a better half of his review to some problems, more political 
than economic, centered mainly around the questions of the Versailles Treaty 
and Germany, the nazi scheme of a New Order, and post-war planning. Since 
they are presented rather one-sidedly, I feel that these arguments should not 
remain without answer. 

As others have so often done, Mr. Mendershausen brings the present 
war in close relation to the Treaty of Versailles, considering even the nazi 
plan of world conquest as a logical development of the policies after the Treaty 
of Versailles, While it was not my task to deal with the whole post-war period, 
I should like to suggest an answer. We have nowadays a large literature about 
the origin of nazism, about the consequences of the Treaty of Versailles, and 
also about the nature of German aggression. No Versailles Treaty preceded 
the Great-German plan in 1870 and Germany’s push toward the East in 1914. 
Many of what Mr. Mendershausen calls the “satellite states” around Germany 
could tell the story of the older German plans of conquest in no way connected 
with the Versailles Treaty. 

The reviewer finds my criticism of the nazi scheme of the New Order 
extremely weak. He does not, however, discuss my analysis but quotes only 
some general conclusions separated from their context. But even such a con- 
clusion as “a world in which the principle of legality must be made to prevail 
again” has definite significance to anybody who acquired some economic and 
political experience in post-war Europe. The reviewer finds in my book little 
about the problem of the compatibility of the nazi scheme with trends in the 
world economy. Does he mean the scheme of a big economic-unit directed by 
Berlin? Does he mean the principle of the utmost self-sufficiency and the sub- 
ordination of the economy of other nations to the needs of the German people; 
or does he also include in it the enslavement of other nations, exploitation and 
looting, resettlement of populations, and so on? Much has been written about 
these problems, but nobody as far as I know has- examined them from the 
point of view of compatibility with the trends of the world economy. Before 
the war such a blueprint examination was perhaps possible or may have been 
appropriate, but once the New Order has been put in operation such a specu- 
lative analysis can not be dissociated from the events going on. For further 
reference I may recommend the book by Thomas Reveille, The Spoil of 
Europe, Simon Segal’s The New Order in Poland, and perhaps my pamphlet, 
Germany’s Economic Conquest of Czechoslovakia. 

As regards the future program for Europe, the reviewer rejects the idea 
of a federation of the Danubian countries mainly because it does not provide 
a solution of the basic European problem which, according to him, is the 
problem of Germany, I wonder whether Mr. Mendershausen wants to say 
that only a solution satisfying the German ambitions in the Danubian valley 
is a real solution. Is the problem of the biggest European state, Russia, not at 
least as important as the problem of Germany? Besides that, do not the 120 
million people of “these satellite states,” living from the Baltic to the Black 
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Sea, have the same rights as the Germans? If Mr. Mendershausen would look 
at the population statistics and the estimates of population in Central and 
Eastern Europe 20 or 30 years from now, he might agree that those nations 
and Russia will achieve automatically the position belonging to them and 
the world will then no longer speak only of Germany as the basic European 
problem. 

Mr. Mendershausen does not enter into a discussion of the problem of 
democracy and planned economy and does not accept any kind of com- 
promise between state control and free economy. I hope that he will explain 
in his next book how to maintain a democratic system in a completely 
planned and controlled economy. I also hope that he will state in more detail 
what his sentence, “the fundamental economic changes of our time which 
form the framework of the present experiments in war economics,” really 
means. I am sure that I will then have an opportunity to take issue with him 
on these various political and economic questions so vaguely sketched in his 
review. 

ANTONIN BASCH 

Providence 


BOOK REVIEWS 


Economic Theory; General Works 


The Theory of Prices. By ARTHUR W. Marcer. Vol. II. (New York: Prentice- 
Hall. 1942. Pp. xxv, 802. $6.00.) 


Professor Marget continues his efforts in this, the second volume of The 
Theory of Prices “to integrate ‘monetary theory,’ in the narrower sense of the 
term, with the ‘general’ Theory of Value.” As in the case of the first volume 
the structure of the argument is largely determined by the nature of the 
assaults of the Keynesian followers against many of the basic tenets of re- 
ceived doctrine. The large degree of attention that is devoted to Keynes, even 
though the main task is that « of weaving a “comprehensive organon” between 
the theory of value and the theory of money, is justified on the ground of 
the uniqueness of the Keynesian episode, “one of the greatest . . . of the 
internecine controversies that have ever split the ranks of economic theorists” 
(p. 768). In the first place this assault against the accepted body of doctrine 
was delivered from within the professional fraternity and not by a scoffer at 
economic theory; and, secondly, none of the previous internecine conflicts 
“can compare in scope or consequences with the struggle inaugurated by Mr. 
Keynes’s attack” (p. x1). 

The single quotation from Keynes that more than any other provides an 
opening for Marget’s thrusts is the following passage from the General Theory 
(p. 292): “So long as economists are concerned with what is called the Theory 
of Value, they have been accustomed to teach that prices are governed by the 
conditions of supply and demand. ... But when they pass ... to the Theory 
of Prices, we hear no more of these homely but intelligible concepts. .. .” 

Any such careless generalization is of course grist for Marget who probably 
has no near rival in the field of knowledge of the literary development of 
our subject. Marget examines general value and money theory, as expounded 
by the acknowledged masters; first, from Aristotle to Cantillon; secondly, 
from Adam Smith to J. S. Mill; thence, from the revolution of the 1870s to 
Alfred Marshall; all in a way. that must produce decided discomfiture for the 
Keynesians. From this study certain “lessons of doctrinal history” emerge, 
such as the fact that there never has been a period in which there has been 
any appreciable lag betwėen developments i in the general theory of value and 
efforts of the masters to incorporate the theory of money in the improved 
doctrine. Often, moreover, the. results of such efforts have been decidedly 
unfortunate. Sometimes monetary theory has been compressed into a renegade 
value theory; : at other nies the results have been distinctly inferior to those 
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otherwise available; and in still other instances they have crystallized in the 
twin vices of “excessive formalism” and “unreasonable exclusivism” (p. 128). 
Then, again, the fruit may have been only the posing of purely factitious issues. 
On the other hand, the work of such distinguished dissenters as Wicksell, 
Fisher, Schumpeter, and Hawtrey has helped to build our knowledge to a 
point at which we know that a special money theory is required to supple- 
ment the devices of the general theory of value. Stream equations of the 
Fisherian type can be amplified and modified; they cannot be displaced. 
Even Keynes, so Marget asserts in the last chapter, after wandering from the 
right path eventually regains the “high road.” For when “Mr. Keynes pre- 
sents an algebraic formula for ‘the elasticity of prices in response to changes 
in the quantity of money’. . . he must be regarded as accepting the type of 
framework for the study of the Theory of Money and Prices which is repre- 
sented by these familiar Quantity Equations .. .” (p. 741). Elsewhere a 
variety of passages toilfully demonstrate the utility of these equations (when 
properly set up and not confused with crude versions of the Quantity Theory 
of Money) in such problems as structural changes in the price level, equi- 
librium and period analysis, and the mechanics of economic continuity. 


Wherein do the tools of general value theory enter into the synthesis? 
Elasticity of demand, in the Marshallian sense of the term, cannot: be dis- 
pensed with (p. 139) if we are to explain how certain changes within the 
structure of prices may occur during periods of general price change. “Mone- 
tary theory” (p. 138) can add to the theory of the determination of relative 
prices . . . if [however] cannot displace that theory.” Similarly, economists 
cannot neglect the study of individual supply schedules and their shapes 
(elasticities), In attempting to substitute for these concepts “an aggregate 
supply function for a given firm or industry,” Keynes, so Marget argues 
(p. 544), has projected into the field of macroeconomic analysis “categories 
proper only to certain types of microeconomic analysis.” The whole effort 
spells “analytical nihilism” (p. 546). 

Let us agree with Marget that our ultimate goal is “the prediction of eco- 
nomic processes as those processes are realized in the world we know” (p. 404). 
What part in prediction is then to be played by stream analysis which deals 
with realized processes and what part by ex ante supply and demand sched- 
ules? Herein a series of propositions are outlined in five chapters for the 
purpose of determining their mutual consistency and complementary charac- 
ter. MV may be written formally as 2D = pq. It is here, however, that 
readers subject to the limitations of the reviewer require more help than they 
are provided with by the author. It is not entirely clear how we may deter- 
mine for “heuristic” purposes the extent to which money payments, MV, is 
influenced by the particular supply and demand schedules that happen to 
prevail. On the other hand, the reviewer is left in a state of muddlement when 
he tries to determine by the use of the propositions that are presented the 
degree to which the individual schedules are resultants of an independently 
determined MV. Irving Fisher’s well-known passages distinguishing between 
the movement of the swarm and of individual bees, and between the ripples 
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and the depth of the lake, are cited with approval. But these figures seem to 
be suggested only by observational procedure. Something more is required, 
it would seem, in order that the author’s system may justify itself in the 
statistical investigations that are planned. Thus, “an analytical system of the 
type here outlined lends itself to statistical ‘application’ in much greater de- 
gree, and with much greater hope of success, than many of its rivals” (p. 505). 

It is precisely at this point, I suspect, that the controversy will be the 
hottest. If I may be permitted to speak frankly, although I hope not roughly, 
I do not think anything Marget has yet done in “practical” investigations 
justifies his putting into the evidence his hopes of future success. Precisely 
the opposite might of course be conceded Keynes. Until we are face to face 
with specific problems we cannot know the nature of the tools we shall be 
obliged to apply. Often we are required to be satisfied with crude instru- 
ments, The disparaged concepts of the multiplier and income velocity (p. 476) 
to be sure are short cuts that do not explain much about the nature of economic 
processes. They merely apply inductively determined ratios to significant 
economic variables. It is admitted that these ratios may change for reasons 
hidden from view. Nevertheless, it is not impossible that much may be gained 
by partial analysis and by careful observation of the external conditions that 
accompany changes in the. magnitude of these ratios. I would not want to 
disregard such fine work as has been achieved by Angell in the field of “multi- 
plier analysis.” It is only fair to observe, however, that Marget’s disparage- 
ment specifies the “unsupplemented” use of such tools. But the question is 


how far supplementation must proceed. Few users of the multiplier would sd 


admit they have pulled their ratios out of a hat. 

Marget himself in his chapters dealing with doctrinal history perhaps sup- 
plies a case in point. Can we say that the mere fact of the failure of certain 
efforts to fructify in the past in such matters as reducing money theory to the 
concepts of general value theory proves that such attempts must always be 
unsuccessful? If, however, we argue that the results of such efforts are evi- 
dence, may we not look forward to the refinement of multiplier analysis as 
the lessons of experience unfold? Doctrinal history must observe the same 
tests as any other discipline. 

It is thus not quite fair to castigate as analytical nihilism prediction pro- 
cedures that do not make full use of the basic tools of money and value 
theory. It is admitted that empiricism and induction have their limitations. 
But process-describing theory has its limitations also. Such theory cannot 
get behind utilities, but must take these as data for analysis. The economist 
has to assume perhaps untrue hypotheses when he draws ex ante supply and 
demand schedules. He can obtain objective data only in the form of realized 
processes, and the forces lying behind the factors of the exchange equation are 
of terrifying complexity. Although algebraic exchange equations have been 
in process of refinement for decades economists still cannot agree as to the 
ingredients of M (I should say C) for ex ante purposes. There is the current 
controversy about the inclusion of time deposits as well as about demand 
deposits of particular types of financial institutions. The perplexity, in short, 
with which Marget leaves us is that of the usability of process-revealing 
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analyses in situations in which the nature of the data does not lend itself to 
the employment of such tools. 

The proof of the pudding must then rest on the success that is realized 
in future statistical investigations in which one or the other type of analysis 
is employed. In the meanwhile there is nothing to do except to tell Marget we 
hope he succeeds and to congratulate him on his literary achievement. Marget 
really deserves the title he indirectly bestows upon himself as (p. vii) a 
writer of “exactitude,” “solidity,” and “exhaustive scholarship.” His work 
represents a type of research that is extremely rare in America. It is an 
education in itself to read painstakingly so well documented a volume. Con- 
gratulations are also due the author for his style unless the reader flinches 
before the parade of combative phrases heavily charged with lethal decora- 
tives, such as: “the younger Mill followed both his own pernicious slogan 
and the equally pernicious example of Ricardo” (p. 49); “bizarre proposi- 
tions with respect to the control of realized prices” (p. 589); “ludicrous mis- 
representation” [of Keynes] (p. 613). 

I wish economists would cease using the expression “to abstract from” 
(reference is not to the main text but to a quotation) in the sense of “to 
eliminate from the area of consideration.” Could they not have it mean only 
“to distill out of”? 


Haroitp L. REED 
Cornell University 


The Politics of Mercantilism. By PHtrrp W. Bucx. (New York: Holt. 1942. 
Pp. viii, 240. $2.00.) 

Quarrelling with titles is a chronic vice of reviewers, but I must insist that 
this book should have been called The Political Theories of Some British Mer- 
cantilists. Politics implies a great deal more than political theory; it deals 
with the behavior of groups of people operating selfishly or altruistically 
through sanctioned governmental processes. This aspect of the Age of Mer- 
cantilism has long needed study, and hence I began my reading of Mr. Buck’s 
book with great expectations. The prolegomenary chapters on the historial 
background and on economic doctrine are adequate. They summarize bullion- 
istic, industrial, demographic, agricultural, sumptuary, and colonial policies 
judiciously. The penchant for planning, for regulation, for conducting the 
affairs of a nation with the authoritarian solicitude of the head of a household 
is quite properly emphasized. 

But because mercantilist writers did emphasize this absolutistic recipe 
for solidarity, it does not follow that the politics can be explained by citing 
passages from mercantilist writers. Mr. Buck should, I think, have chosen a 
methodology appropriate to his task. If he really meant to study the politics 
of mercantilism, he should have looked into the history of lobbying; but of 
this exciting interplay, there is no mention. Indeed, studies like Miss Friis’s 
Alderman Cockayne’s Project are not mentioned either in text or bibliography. 
There is no evidence whatever that Mr. Buck intended to deal with the 
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politics of mercantilism, since he says quite unambiguously in the Preface 
that he proposes “to analyse the political doctrines of the English mer- 
cantilists,” 

It would be quite unnecessary to upbraid Mr. Buck further for choos- 
ing the wrong title for the book, if that were all that is wrong. But I 
am going to argue that Mr. Buck skould have dealt with the politics of 
mercantilism in order to discuss adequately “the political doctrine of the 
English mercantilists.” For doctrines then as now are reflections of interests, 
and the true nature of the pluralistic elements of the Age of Mercantilism 
can only be discovered by seeking the purposes which inspired their little 
books. In the language of Durkheim, a beginning trend toward “restitutive 
law” is discernible in the sixteenth and seventeenth centuries; occupational 
segments were coalescing, becoming conscious of the possibilities of shaping 
legislation to their benefit. The praise of the Prince, of which Mr. Buck 
makes so much, was mostly flattery; while the emphasis on: the harmony of 
interests served very frequently as the smoke screen behind which shrewd 
propagandists were operating. Had Mr. Buck dissipated this smoke screen with 
strong blasts of doubt, he would have found little harmony and less unanimity 
of mercantilist political intentions. For actually a violent segmentation of 
pamphleteer opinion is to be found; a radical theory of business enterprise 
is challenging the old doctrine of occupational “governance,” and both radicals 
and conservatives are courting royal favor, hence outwardly uniting in political 
ideas which belied their true beliefs. 

Moreover, the two major camps were each composed of muttering groups. 
Consequently, even the harmony in either one was deceptive. It was this 
factiousness which begot the demands for “stability” which Mr. Buck assumes 
to have been a sheer preference of all mercantilists for executive authority. 
And it was the extent of constitutional liberty in England which made possible 
the lobbying success of English business groups, with the consequent molding 
of legislation and administration in ways designed to promote business vitality. 
Herein lies a major difference between British and French mercantilism.? 
The proposals for councils of trade, which Mr. Buck calls “meager sug- 
gestions,” were not so naïve as they seemed. Merchants did advise the govern- 
ment; indeed, governmental consultation of business men was typical. On 
problems of coinage, of foreign exchange, or trade depression, business opinion 
was not merely proffered; it was listened to, even solicited. 

Out of these events came slowly the formulation of nationalist policies. 
More than that, these policies had pluralistic sanction, and the tracts must be 
viewed as a part of this process. Naive proposals are often the first intimation 
of much more particularized lobbying purposes, carping diatribes very often 
the lamentations of a defeated bloc. Had Mr. Buck gone behind the printed 
assertions, I suspect he would have found a very different political theory 
from the one he derives from the texts alone. Moreover, if he had dealt with 


10On the Division of Labor in Society (English translation, New York, 1933). 


2 See J. U. Nef, Industry and Government in France and England, 1540-1640 (Phila- 
delphia, 1940). 
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the “politics of mercantilism,” his comparison of mercantilism with modern 
totalitarianism would have been more accurate and more instructive, For 
Mr. Buck realizes full well that the totalitarian tracts do not tell the whole 
story or even any major part; he has, therefore, gone behind the literature of 
flattery and of promise to totalitarian action. There is, however, limited 
utility to a comparison of British mercantilism and modern totalitarianism. 
For actually these two forces move in opposite directions: one was an 
historical force making for pluralism; the other is a resurgence of tribalism 
driving frantically toward an illusory monism. 
E. A. J. JOHNSON 
New York University 


Studies in Mathematical Economics and Econometrics in Memory of Henry 
Schultz. By Oscar Lance, Francis McIntyre and THEODORE O. 
YNTEMA, editors. (Chicago: Univ. of Chicago Press, 1942. Pp. 292. 
$2.50.) 


Back in the halcyon days when German scholars believed in the brain and 
not the blood as the seat of the intellect, the famous chemist Nernst remarked 
that the more scientific a subject becomes, the greater is its use of mathematics. 
Judged in the light of Nernst’s criterion, many of the sixteen independent 
essays constituting the technical portion of the Schultz memorial volume indi- 
cate a near coming of age. Illustrative of their scope are Lange’s observation 
that monetary theory must start with a rejection of Say’s Law, Samuelson’s 
demonstration of the inconsistency of the constancy of the marginal utility of 
income with utility theory, and Tinbergen’s derivation of cycles from an 
acceleration principle for commodity stockholding. Characterized briefly, the 
book is a rich anthology of economic topics rather competently treated. 

To descend to detail, the volume is divided into four sections: the first is 
devoted to an appreciation of Schultz’s life and work, the second to economic 
theory, the third to statistics, and the fourth to econometrics. Professor Lange 
contributes to the theory section a significant article on Say’s Law, distinguish- 
ing it at the start from Walras’s Law. Walras’s Law states that total money 
demand and total money supply—.e., the sums of the arithmetical products 
of the quantities of all goods (1) demanded and (2) supplied by their respec- 
tive prices—are equal; Say’s Law, that the total money demand for and 
total money supply of commodities exclusive of money are identically equal. 
Walras’s Law holds invariably; Say’s Law if, and only if, the demand for and 
supply of money are identically equal; that is, the desire to change cash 
balances is identically zero. Lange simplifies his economy into one containing 
only four representative nonmonetary commodities: “primary factors,” “‘in- 
termediate products,” “final products,” and “direct services.” Terming the 
excess of money demand for over money supply of a commodity excess de- 
mand (with a parallel definition for excess supply), he notes, on application 
of Walras’s Law, that the algebraic sum of the excess demands for (supplies 
of) the four representative commodities and cash balances is zero. Requiring 
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the excess demand for cash balances to be zero, Say’s Law implies the can- 
cellation of an excess supply of any of these four representative commodities 
by an excess demand for one or more of the others. It is in this narrow sense 
that the law precludes a universal productive glut in the economy. Dropping 
“intermediate products” as a self-eliminating entity in our calculations and 
recalling the definition of excess demand, we observe that, inasmuch as there 
are no “direct services” in a “purely capitalistic economy,” Say’s Law indi- 
cates the equality of the net streams of money demanded by and offered to 
entrepreneurs in such an economy. Say’s Law is independent of Walras’s Law 
and the number of independent equilibrium equations is two less than the 
number of commodities (inclusive of money) when it obtains. Accordingly, we 
may determine the prices of all but two of the commodities in terms of the 
price of the remaining nonmonetary commodity. It was formerly held that this 
remaining price could be determined from the equation of exchange. Lange 
brands the notion false, emphasizing that the equation of exchange is simply 
Say’s identity in another guise and, consequently, satisfied by all values of the 
remaining price. He concludes with Wicksell that Say’s Law implies an in- 
determinate velocity of money, circulation and indeterminate money prices 
and that monetary theory must, therefore, start with a rejection of the law. 

Economists habitually simplify their verbal arguments with assumptions 
whose consistency it is difficult to establish or confute without careful mathe- 
matical analysis. Of this sort is the Marshallian notion of the constancy of 
marginal utility of income which Professor Samuelson proves incompatible 
with general utility theory in an illuminating contribution to the second sec- 
tion. The marginal utility of income of an individual with a specified indif- 
ference map is a chameleonic quantity varying with the utility index used. 
Samuelson is therefore compelled to interpret the Marshallian notion to mean 
the existence of a (single) utility index for which the marginal utility of 
income is constant with respect to (1) prices and income, (2) prices only, or 
(3) all prices but one and income. The first interpretation is shown to con- 
tradict a fundamental identity in utility theory. The second is rejected because 
it leads to demand functions rendering the consumption of every commodity 
proportional to the individual’s income, a result flatly contradicting all empiri- 
cal evidence on the subject. The third gives rise to demand functions in the 
light of which every increase in Income is spent wholly on the excluded good— 
again a result incompatible with available budgetary data, Finally, Samuel- 
son éxamines and rejects consumers’ surplus and allied concepts depending 
for their validity on the constancy of marginal utility of income. 

Professors Tintner and Hart contribute essays on nonstatic production 
under conditions of subjective risk and uncertainty. Their common subject 
is the entrepreneur planning a production schedule for a future series of 
temporal points at every one of which the magnitudes of designated (uncon- 
trollable) factors are uncertain. Single and multiple valued probability distri- 
butions of the future values of the uncontrollable factors express respectively 
the subjective risk and uncertainty anticipations of the entrepreneur. The 
reviewer sees little logical need for the distinction between subjective risk and 


568 THE AMERICAN ECONOMIC REVIEW . [SEPTEMBER 


uncertainty; since parameters, as well as variates, are uncontrollable economic 
factors, multiplication of the multivalued distribution by the likelihood dis- 
tribution of the parameters yields the single valued distribution of an aug- 
mented set of uncontrollable factors. Hart correctly points out that an entre- 
preneur may sacrifice a portion of his possible current profits in order to 
retain a flexibility of production assuring higher long-run returns. 

Retracing our steps, we find Professor Jaffé opening the section under 
review with an essay exposing the inadequacies of Walras’s theory of produc- 
tion. Later on, Dr. Mosak reconciles Slutzky’s and Hicks’s seemingly different 
interpretations of the so-called “fundamental equation of the theory of value.” 
Bringing down the curtain on the theory section with an awkward piece of 
analysis, Dr. Bronfenbrenner derives a set of inequalities giving the direction 
of shift of the terms of trade between two countries that includes an earlier 
set by Pigou as a special case. 

Professor Marschak ushers in the third section (economic statistics) with 
an article on economic interdependence. Among other things, he recommends 
the partial inversion of Tinbergen’s sequence for the verification of business 
cycle theories: the parameters in the cycle equation, resulting from the 
elimination of variables from the primitive equation system, are complicated 
functions of the parameters in the primitive system and it is statistically 
simpler to estimate the former, Marschak reviews the answer given by Work- 
ing and Frisch as to whether a curve fitted to series of price and quantity 
points represents demand or supply: the fitted curve approximates that of 
the two theoretical curves that has been more stable during the observation 
period. The essay closes with a discussion of the as yet imperfectly under- 
stood problems of lost dimensions and spurious correlation. 

In another essay in the statistical section Dr. Smith enlightens us with a 
long and absorbing discussion on weighted regressions. Through the use of 
higher-order interactions in the analysis of variance, Professor Hartkemeier 
concludes that, although countrywide interest rates differ, they fluctuate in 
similar fashion about their respective levels, confirming the existence of a 
national money market. | 

Perhaps the most vital contribution to the fourth and final section on 
econometrics is Professor Tinbergen’s on an acceleration principle for com- 
modity stockholding. It is plausible to assume that the demand for stock- 
holding is proportional to the rate of increase in production (imports) or 
consumption just as the demand for durable investment goods is assumed to 
be proportional to the rate of increase in production of consumers’ goods. In 
the case of stocking proportional to consumption, any sudden jump in con- 
sumption leads to a wavelike change in imports—evidence of cyclic behavior. 
The assumption that stocking is proportional to imports gives rise to an 
endless series of import cycles even in the absence of changes in consumption. 
The period of the latter is two time units and Tinbergen speculates on the 
possibility that such import cycles are examples of crop cycles also character- 
ized by a two-year period. His answer is in the negative since a contrary 
relationship subsists between price and quantity in the case of crop cycles 
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and data reveal the two-year fluctuations in imports not to be inversely 
correlated with similar price cycles. 

Detailed discussion of the other contributions to the fourth section would 
occupy more space than this review may appropriate. Briefly, Dr. Roos 
discloses some of the devices that have enabled him to predict variations in 
general price indices with distinctly better than average success. Careful and 
painstaking, though pragmatic rather than rigorously scientific, his methods 
could be copied with advantage by some of the more flamboyant prognosticat- 
ing outfits. (Strangely enough, the leads of some of his series would vanish 
if his enlightened devices were adopted universally.) Stressing the obstacles 
interposed by indifference map theory to quantification, Dr. Wallis and Dr. 
Friedman suggest a search for an alternative theoretical framework to facili- 
tate empirical budgetary investigations. Mr. R. G. D. Allen contributes an 
analysis of the expenditure patterns of six types of families in five representa- 
tive American cities. Dr. Whitman describes the analytical tools he has 
employed in investigating the demand for retail merchandise at Macy’s 
department store. Finally, in an extended article, Professor Dean presents a 
few of the results of his study on department store cost functions. 

Warm and sympathetic accounts of the life and work of Professor Schultz 
are given by Professors Link, Yntema, and Roy in the initial section. Thought 
of Dr. Link’s poetic story recalls the words that Shakespeare put into the 
mouth of Queen Katharine when, sick and weary of her earthly turmoil, she 
listened patiently to Griffith’s defense of Wolsey’s character: 


After my death I wish no other herald, 
No other speaker of my living actions, 
To keep mine honor from corruption, 
But such an honest chronicler as Griffith. 
Louis M. Court 
New York 


Introduction to Social Science: A Survey of Social Problems, By G. C. ATTE- 
BERRY, J. L. AUBLE and E. F. Hunt. Vols. I and IZ. (New York: Mac- 
millan, 1941-42. Pp. 668; 800. $3.00; $4.00.) 


This two-volume work of almost 1,500 pages is intended as an introductory 
text for a general course in the social sciences on a collegiate level, The ma- 
terials are organized in four parts: Basic Factors in Social Problems; Social 
Relations and Social Problems; the Competitive System and Social Problems; 
Government and Social Problems. As these subdivisions suggest, the authors 
have selected materials from three social sciences—sociology, economics and 
government. In sum, there are forty-nine chapters, each with frequent sub- 
headings, a selected list of “terms to be understood,” “questions for discus- 
sion,” and a selected bibliography. 

Attention should be called to the legible type, the good illustrations, and 
the well-constructed tables and graphs. The style, although somewhat self- 
conscious because of the author’s efforts to communicate with the American 
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collegian on his own terms, is distinctly readable. So much for form; what of 
plan and execution? 

Louis Wirth points out in his Foreword that the authors seek to substitute 
the problem approach for abstract patterns of analysis and to stress the com- 
mon elements which bind the social sciences together, rather than to deal 
with each discipline as a separable subject. 

This is the authors’ plan; but like many plans it is breached almost as 
frequently as it is observed. The “problem approach” is really a misnomer, 
for the chapters are not constructed around contemporary problems such as 
war, unemployment, occupational stratification, inequalities in income, mo- 
nopoly. The following are a few of the authors’ chapter headings: Housing, 
Education, The Family, Agriculture, Political Parties. There is much interest- 
ing material in these chapters. Facts and figures in large quantities, usually 
of good quality, have been pulled together from a variety of sources and 
have been condensed into usable form for discussion. But it is the facts and 
the figures which are discussed, not the problems. 

If the authors fail substantially to carry out their first objective of a 
“problem approach,” their lack of success is even more noticeable in seeking 
to treat the several social sciences in an integrated fashion. A sequential 
ordering of conventional chapters on sociology, economics and government 
does not insure integration, in fact, does not even approach it. 

It is easy to find fault with this text. On a competitive basis it ranks high. 
But no text can be fairly assessed unless one comes to grips with the funda- 
mental question of the alternative opportunities open to teachers of the 
social sciences in introducing their subjects to college students. 

What are the real alternatives? Either an “introduction to social science” 
or an introduction to one of the social sciences. If the authors had carried 
through their plan of an integrated approach to the social sciences through 
the use of the problem approach, nobody could find fault. Surely it is better 
for students to have a broad, rather than a restricted knowledge of the 
social sciences; and it is certainly desirable that their thinking be focused 
on real problems rather than on abstract theories of human behavior. 

But the authors offer the student only a large number of discrete facts in 
attractive dress. In the few instances where the authors pursue the analysis 
of a complicated set of variables (z.e., money, pricing policy), their treatment 
is too condensed to be serviceable. Hence alternative approaches must be 
evaluated. 

A course in economic, social or political theory leaves much to be desired, 
for, as every teacher knows, the student is likely to mistake abstract formula- 
tions for descriptions of reality. But a theoretical course has something to 
be said for it, since it introduces the student to a specific technique of analysis 
which enables him to dig below the surface. The fact that he soon learns that 
he cannot dig very deeply is also an important lesson. 

Atteberry et al. do two jobs well: they present many facts and figures about 
important contemporary institutions that should be at the command of every 
educated citizen; and they discuss these facts in a stimulating manner. Hence 
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the work should find favor in adult educational classes and in finishing schools. 
But it is inadequate for the training of college students, 
Ext GINZBERG 
Columbia University 


Economic History 


The Social and Economic History of the Hellenistic World. By MICHAEL 
ROSTOVTZEFF. 3 vols. (New York: Oxford Univ. Press. 1941. Pp. xxxii, 
1779. $30.) 

It is not long since the Hellenistic Age ceased to be the stepchild of ancient 
historians. Droysen’s pioneer work, Die Geschichte des Hellenismus was, it is 
true, published as far back as 1836-43 and the last decades of the nineteenth 
century saw more and more attention being given to Greek history after the 
death of Alexander the Great. Yet your reviewer can remember that at his 
school the period was ignored; while in the university one read Theocritus, 
the Argonautica, and Herondas, then a-very recent discovery. One might even 
dip into one or more of Mahaffy’s books; but, in the main, Hellenistic history, 
save those political aspects which were closely related to the history of Rome, 
remained a closed book. Nowadays even the briefest sketch of Greek history or 
civilization will include some account of those long-neglected centuries. The 
reasons for this changed outlook are well known. Many ancient sites have now 
been partly or wholly excavated on scientific lines and have yielded a rich 
harvest of archaeological material. Innumerable inscriptions of most varied 
content and importance have been recovered and published, while Egypt has 
rendered up thousands of papyri which have revolutionized our knoricdeg of 
that country under the rule of the Ptolemies. 

But there is another side to the picture. Abundant as is the available ma- 
terial, it can never make up wholly for the loss of most of the formal histories 
written iri the Hellenistic period. The archaeological remains and inscriptions 
are scattered over a wide area; material may be abundant for some regions 
and extremely scanty for others; it may also be abundant for one period of 
time and virtually nonexistent for another. In Egypt, too, the wealth of 
papyri has raised almost as many problems as it has solved, and their distri- 
bution in time is uneven, so that there is, for instance, much fuller information 
about the economic organization and life of that country in the third century 
B.C. than in the second. Finally, many of the excavated sites continued to be 
inhabited for centuries after Rome had gained control over the whole eastern 
Mediterranean, and usually the evidence for the Roman Imperial Age is far 
more ample and far better preserved than the Hellenistic material. We see 
this very clearly when we try to reconstruct the trade-routes and to estimate 
the volume of traffic between the countries bordering on the Mediterranean 
and the Middle and Far East. The story of Hellenistic trade has been to a 
great extent obliterated by the better attested story of Roman commerce; 
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and to argue back from the later period to the earlier is always hazardous and 
sometimes positively wrong. 

The publication of Professor Rostovtzeff’s long-awaited work is an event 
of the first importance. These three finely printed and magnificently illustrated 
volumes are the fruit of many years of laborious study, involving all the 
ancient evidence and a vast modern literature as well, to which he himself 
has from time to time made notable contributions. Not without justice he 
criticizes earlier attempts to reconstruct the economic history of the Hellenistic 
Age for treating the whole period as a single whole; for, as he points out, 
what is true of Egypt or the Seleucid Empire in the third century is not 
necessarily so for the second or the first. He has therefore. divided his subject 
into several broad periods and has sought to define and illustrate the peculiar 
character of each in the various countries concerned. The only drawback to 
this method is that it leads to a good deal of repetition; and even Mr, Ros- 
tovtzeff, though he warns against the danger of the practice, cannot always 
avoid using the evidence from one period to fill up gaps in our knowledge of 
another. 

He begins by tracing briefly the political history of the Greek world from 
323 to 30 B.C. and also gives his readers a useful aperçu of the ancient sources 
from 323 to 301, from 301 to 221, and from 221 onwards. Chapter TI also is 
still of an introductory character and sketches the economic organization of 
the Persian empire and the Greek city-states in the fourth century. He 
stresses certain broad factors, such as the extensive trade relations between 
Persia and parts of Greece, and the dependence of European Greece on other 
regions both for food and for raw materials; he also shows the growth of 
economic Independence which characterized the western Greeks at this time, 
as well as outlying areas like Thrace and South Russia. He concludes (p. 125) 
that the foreign commerce of Greece, “which defrayed the cost of its imported 
foodstuffs and raw materials, gradually declined and there was no hope of 
“ restoring the balance.” 

' ., With chapter II, which covers the years from 323 to 281, the main sub- 
~ ject of the book begins. The author discusses the policy of Alexander’s suc- 
cessors within their own kingdoms and toward their Greek allies and subjects, 
the influence of the “wandering” armies on the economic and social life of 
the civil population, and the coinage. Chapter IV, which extends over nearly 
400 pages and chronologically deals with the period from 281 to 221, is 
divided into three sections—Greece and the islands, the major monarchies 
(i.e., Macedonia, Egypt, and the Seleucid empire), and the minor monarchies. 
This chapter in a sense forms the very heart and marrow of the book, cover- 
ing as it does what was by all odds the most prosperous part of the Hellenistic 
Age. A clear indication of how unevenly the surviving evidence is distributed 
is the fact that, while 167 pages are devoted to Egypt and 120 to the realm 
of the Seleucids, 4 suffice for Macedonia! The material for the Greek cities 
also is tantalizing, being relatively full only for a few—Delos, Delphi, Athens, 
and certain islands, especially Rhodes, The author, unlike other recent writers, 
both here and later minimizes the effect of various institutions tending to 
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make war more humane and its results less catastrophic than in the Classical 
Age. Conversely, he lays great, indeed exaggerated, emphasis on the extent 
of piracy and generally on the insecurity of life during these decades. 

The section on Egypt under the first three Ptolemies is perhaps the most 
brilliant passage in the book. It describes the most complete, and for a time 
the most successful, planned economy of the ancient world, embracing alike 
agriculture, manufactures, and commerce. Even for Egypt it is still impossible 
to define with certainty every aspect of economic life. But, as the author 
points out, on ‘the available evidence one can say that there was no branch 
of production which was not to some extent at least under royal control. The 
aim of the kings-was to make Egypt and their overseas possessions, which at 
this date were considerable, as far as possible self-sufficient and also to secure 
a favorable balance in international trade and “thereby to secure a good 
influx of gold and silver from abroad.” There are, on the other hand, many 
uncertainties. What was the population of Egypt, or indeed of any larger area 
in the Hellenistic world? What was the exact status of the foreign population 
in Egypt, which was so vastly important for carrying on the work of govern- 
ment, as well as in industry and commerce? How did Egypt pay for her con- 
siderable imports from the South? And what was the balance of trade between 
Egypt and Greece? Certainly, in spite of high tariffs, much was imported into 
Egypt from various areas, both essential raw materials, like metals, and non- 
essential goods for which the well-to-do were prepared to pay highly. Mr. 
Rostovtzeff, who offers at least a partial answer to most of these controversial 
questions, also very properly warns against the danger of drawing general 
conclusions from prices mentioned in papyri, since there was no standard 
measurement in use but the size of the artaba varied. Even so, one may 
mention in passing, weights and measures in modern India vary from district 
to district. 


Information about Egypt is ample and detailed when compared siih what d l 
is known about the Seleucid empire at the same date. Its rulers had-~a far >. 


less homogeneous territory to administer and, as the third century progressed, . 


they steadily lost ground in the eastern parts of their dominions. They were. ` -` 


also constantly at war with Egypt, and this circumstance Mr. Rostovtzeff 
would attribute in part to economic causes. He argues cogently for a rivalry 
between the two empires for the effective control through their respective 
territories of the trade from the Far East. It is certainly significant that the 
Ptolemaic currency, struck on the Phoenician standard, was seemingly ex- 
cluded from the Seleucid empire, and that in Egypt and her dependencies no 
coins of Attic standard, which had been adopted by Alexander and continued 
by his successors in Asia, have been found: Still, after examining all the avail- 
able data, the author is forced to admit that very little is known about the 
general fiscal policy of the Seleucids and he thus summarizes his conclu- 
sions (p. 517): “The principal achievements of Seleucid policy were these: 
the establishment of a uniform administration, the introduction of a systematic 
and, as far as possible, uniform taxation, the formation of a well organized 
royal army and navy, the construction and maintenance of a network of good 
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roads between the various satrapies, the adoption of measures designed to 
provide a single abundant and trustworthy currency, a certain control of 
weights and measures, and, finally, the introduction of a uniform dating (the 
Seleucid era) and calendar, which were not only valid within the empire but 
were adopted by many of its neighbours and are still in use in some parts of 
the Near East.” The last section of this chapter surveys conditions so far as 
known in Pergamum, Bithynia, Galatia, Pontus, the communities on the Black 
Sea, and the Bosporan kingdom. 

The three chapters that follow (V-VII) deal in a similar regional way with 
the periods from 221 to 168, from 168 to ¢.88, and from 88 to 30 B.c. The 
first of these was on the whole an age of depression and poverty in European 
Greece, even though the author’s picture seems too lurid and overdrawn and 
the remarks of Polybius on the Greek passion for show, money, and a life of 
ease (cf. p. 624) smack too much of the philosophical schools to be valuable 
as evidence. The Greek cities of Asia Minor, however, were in spite of heavy 
taxation prosperous, while Rhodes during these fifty years reached the zenith 
of her political power and economic influence in the Near East. The power 
of the Seleucids suffered a marked decline which was only temporarily 
arrested by Antiochus III and there was a corresponding growth in the 
political and economic importance of Pergamum. One of Mr. Rostovtzeff’s 
most interesting suggestions, based primarily on a study of extant coin- 
hoards, is the existence of a kind of economic entente cordiale between the 
Seleucids and the Attalids at this time (cf. pp. 656-57). His arguments for 
continued great prosperity in the Seleucid kingdom after Antiochus IPs 
defeat by Rome and even under his two successors are far less convincing. I 
should myself hesitate to have much faith in Athenaeus’s stories of royal 
magnificence; nor does great building activity on the part of kings prove 
general prosperity in their realms. At that rate the ages of Septimius Severus 
and of Diocletian could also be interpreted as times of rude plenty. 

In Egypt this period marked the beginning of a steady economic decline 
which its rulers tried to arrest in various ways. Riots and even civil war 
caused a fall in revenues, and the difficulty of collecting taxes and arrears led 
to harsh compulsory measures and their attendant evils. Finally concessions 
were made, the main purpose of which was “the emancipation of private 
initiative from the heavy burden of state control”; in other words, a system 
which had worked efficiently during a large part of the third century, when 
Egypt controlled extensive areas outside Egypt, broke down badly when most 
of that extra-Egyptian territory was lost. A significant innovation, to which 
Mr. Rostovtzeff gives considerable attention, although its full purpose and 
effects are far from clear, is found in the matter of currency. The early 
Ptolemies, like other Hellenistic rulers, had operated on a bimetallic system. 
In the late third century, according to our author and others, this was changed 
to a trimetallic system, since the heavy copper coinage that was now increas- 
ingly used was not token money but represented its value in metal. Egypt also 
provides the only example of a serious currency inflation in the Hellenistic 
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Age. This has quite recently been investigated afresh by A. Segrè, who is 
sceptical about the real metallic value of the earlier copper coins but concludes 
that three types of drachma, one of silver and two of copper, were distinguished 
by the rulers of Egypt. 

Brief mention must suffice for chapters VI and VII which tell the story of, 
first, the growing, and then the complete, domination of the eastern Mediter- 
ranean by Rome, a story which for that very reason is more familiar, at least 
in outline, to most readers. Again political changes brought drastic economic 
changes in their train—the partial decline of Rhodes and of Pergamum 
simultaneously with a general recovery in parts of Greece and especially in 
Athens, and the emergence of Delos as a leading emporium. Finally, there is the 
depressing tale of Rome’s wars with Mithridates and her ruthless exploitation 
of the Near East in the first century. 

The author ends his work with an eighth chapter of nearly two hundred 
pages, entitled Summary and Epilogue, which brings Volume II to a close. 
Readers who are not specialists in ancient history may do well to peruse this 
chapter before studying the rest of the book, which is not easy to read or to 
assimilate. Primarily this is due to the often intractable nature of the evi- 
dence, but at times one also feels that even the learned author is partially 
submerged by the mass of material which he is handling. There are, for example, 
avoidable repetitions. Was it necessary to devote two pages (74-75) to the 
pseudo-Aristotelian Oeconomica, which are fully discussed on pages 440-46? 
Such repetitions are not infrequent and sometimes extend even to individual 
sentences (cf. pp. 340 and 344). Again, the author, perhaps because his work 
was being composed over a long period, is not always consistent in his conclu- 
sions; nor are his data always fully codrdinated, as the following instance 
will show. On page 242 he says of a medical tax (iatrikon) recorded in Cos 
that “it was probably a personal tax paid by the inhabitants of Cos for the 
maintenance of the public health service (hardly a tax paid by the doctors). 
On page 1092 he refers to the iatrikon in Egypt and remarks, “the tax has the 
same name as that levied in the Greek cities to finance the public medical 
service, and it could hardly have had another meaning in Egypt.” But he has 
nowhere given any authority for the assertion that a public medical service 
was a regular feature in Greek cities, nor does he mention the most unequivocal 
evidence for the nature of the zatrikon. A Delphic inscription ($./.G.* 437) of 
the early third century records that one Philistion, a metic, received exemption 
from a liturgy (the choragia) and the iatrikon. Even SO the assumption that a 
medical service was a usual institution in the city-states is unwarranted. In the 
third place Mr. Rostovtzeff is sometimes very diffuse and pauses to discuss 
topics but remotely connected with the real subject of the book. A good 
example of this weakness will be found on pages 430 to 440. 

The third volume is made up of nearly 350 pages of notes which provide 
ample references to the ancient sources and to the modern literature; they 
also contain a good deal of discussion of controversial matters. There follow 
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four short excursuses on special topics by J. G. Milne, R-P. Blake, E. S. G. 
Robinson, and F. O. Waage, and two elaborate indexes. The notes are of the 
utmost value—indeed, they will be indispensable to any future investigator— 
but they also show certain unsatisfactory features. The author has a weakness 
for accumulating references which are superfluous, both in the occasional 
notes at the foot of the text and in the body of annotations in Volume III. 
Thus, the allusion to O.G.J. 10 is appropriate in connection with the text on 
page 463; it is pointless in note 42 on page 173. Again, on page 610 we learn 
that Rhodes and Eumenes II entered into close relations with Crete in order 
to check piracy, the authority for this being $.7.G.5 581 and 627. The former, a 
treaty between Rhodes and Hierapytna containing an antipiracy clause, is 
wholly to the point; but the other, an agreement between Eumenes and all the 
Cretan cities save one, is very fragmentary, and what survives is insufficient~ 
to support Mr. Rostovtzeff’s inference. The same modern work is referred td’ 
again and again, and often eight or ten books are listed, half of which have 
no independent value because they merely repeat what is to be found in the 
others. Judicious selection would have made much of ‘Volume III far more 
serviceable to the student. The author is not always critical in his selections. 
Suhr’s monograph is neither accurate nor original (cf. pp. 28 and 34), while 
Stanley Casson’s book on Cyprus is so bad in the earlier parts (cf. Gjerstadt’s 
devastating review in Jour. Hell. Stud., Vol. 59 [1939], pp. 142 f.) that no 
wise reader will trust any portion of it. There was no need to refer to Jaeger’s 
book on page 1321 or to Bilabel’s article on page 1451, which is concerned 
only with the Roman period. Mr. Rostovtzeff’s astonishing erudition will be : 
patent to every reader of his book; it was unnecessary to parade his biblio- 
graphical knowledge at the cost of clarity and serviceableness. 

A few doubts on general questions or criticisms of details may here find a 
place. On page 89 we read, “we know that in the fourth century Syria and 
Cyprus supplied Athens with grain.” The author gives no references to the 
ancient authorities, for his note (p. 1326, n. 19) only indicates some archaeo- 
logical evidence for general trade relations between Athens and Syria. There 
is in fact very little basis for the statement. The statement (p. 183; cf. p. 189) 
that Alexander’s empire remained a political unit for about fifty years is to 
me utterly incomprehensible, since any such unity had disappeared at latest 
after the death of Antigonus I in 301. Even stranger, indeed positively wrong, 
is the assertion (pp. 530 and 533) that the Syrian Wars between the Seleucids 
and the Ptolemies were mainly fought in Asia Minor. The truth is that only in 
_ the second was Asia Minor the main scene of operations. On page 481 the 


-author hazards the suggestion that the 10,000 cleroi owned by Syrian Antioch 


“in the time of Julian the Apostate may “have been an inheritance of the 
remote past,” that is, may have already been a part of that city in early 
Seleucid times. Even in the unchanging East such a survival through 600 
years is more than unlikely; and Mr. Rostovtzeff himself knows better. On 
page 499, writing about Apamea, he points out that the cities of Seleucid 
Syria never ceased growing, and therefore it must be assumed that Apamea was 
smaller in the third century than in A.D. 6-7, when its population was 117,000. 
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He makes full use of Josephus and pseudo-Aristeas for economic conditions in 
Palestine, but strangely enough ignores the invaluable testimony of Sirach 
(Ecclesiasticus) 38, 24-34. This passage is interesting in two ways: it portrays 
vividly the daily work of the peasant, the signet engraver, the smith, and the 
potter, and it contrasts these manual workers with the superior caste of scribes. 

“All these are deft with their hands, and each is wise in his handiwork. 
Without them a city cannot be inhabited, and wherever they dwell they linger 
not. But they shall not be inquired of for public counsel, and in the assembly 
they enjoy no precedence. On the seat of the judge they do not sit, and law and 
justice they understand not. They do not expound the instruction of wisdom, 
nor understand the proverbs of the wise; but they understand the work they - 
_ have wrought, and their thought is on the practice of their craft.” Then Sirach 
describes the ideal scribe, “who serveth among great men and appeareth 
‘ before princes.” 

On page 777 we are told that the Rhodians in 163 were confirmed in their 
rights to private property situated in the former Rhodian dominions on the 
mainland, and Polybius 31, 4 is cited in proof of this statement. But Polybius 
relates that the Rhodians made two requests to the Roman senate: (1) that 
they should be allowed to recover Calynda; and (2) that Rhodians who had 
owned property in Lycia and Caria be permitted to enjoy that property as 
formerly (ż.e., before 168). A little later Polybius says briefly that the senate 
confirmed to Rhodes the possession of Calynda but there is not a word about 
the other request; the natural inference is that the senate rejected it. Mr. 
Rostovtzeff (p. 927 f.) accepts the conclusions of Otto and Bengtson regarding 
the date of Hippalus, discoverer of the monsoons in the Indian ocean. Or- 
dinarily I distrust the argumentum ex silentio as much as the author, but in 
this case I find Strabo’s silence inexplicable. Strabo had a keen interest in 
exploration and explorers, many of whom he mentions. Is it likely that he 
would ignore Hippalus, if the discovery had been made before Strabo’s time? 
Besides, as Tarn has pointed out,? Otto and Bengtson’s theory involves the 
outright rejection of the Elder Pliny’s explicit statement that the discovery 
was made in or near his lifetime (nunc). l 

The author’s observation that anti-Roman sentiments in the Greek world 
of the first century reach us “only very faintly” (p. 933) is an understatement, 
as has been shown by Harald Fuchs in his monograph, Der geistige Widerstand 
gegen Rom in der antiken Welt (Berlin, 1938), notes 42 and 43 on pages 
43-44. Of Rome’s “colonial”? government in the first century Mr. Rostovtzeff 
remarks: “Such a government may be sometimes just and efficient, but it is’. 
always arrogant, arbitrary, selfish, and often ruthless and cruel.” There is here - 
a contradiction: If a government is just, it cannot according to any reasonable 
use of words be arbitrary. The truth is that the author’s own political bias 
sometimes affects his historical judgment. We see this in his observations on 
the lower classes and wise aristocrats (pp. 611-12), but the most striking in- 
stance occurs in his analysis (pp. 1115-34) of the bourgeoisie and the politi- 
cally and socially less prominent “proletariat” in the Greek cities. The extreme 
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contrast between them drawn by our author seems to me to go far beyond 
either the existing evidence or historical probability. Cicero’s reference (see p. 
1526, n. 92) to sutores and zonarii does not testify to the importance of the 
textile, but to that of the leather industry in Pergamum. Mr. Rostovtzeff con- 
fuses sutor (cobbler) with sartor (tailor), and the belts made by the zonarii were 
certainly of leather, not of wool or linen. Finally, I have noted a number of 
places in the annotations where Mr. Rostovtzeff’s criticism of others not only 
lacks urbanity but is positively unfair. One example must suffice. On page 
1534, note’126, he refers to two inscriptions and continues: “None of these 
documents nor the autonomy of Tyre are mentioned in the book by W. B. 
Fleming, The History of Tyre, 1915, pp. 65 ff.” But the two inscriptions were 
first published in 1918 and 1925 respectively! 

Once or twice in a generation a book on some large topic appears and imme- 
diately becomes a standard work. It will be criticized and, as time passes and 
fresh evidence accumulates, it will be corrected on this point and on that, but its 
basic value will endure for many years. Such was Mommsen’s Römisches 
Statisrecht or the late T. F. Tout’s book on administration in medieval 
England. Such, if I am not mistaken, is Mr. Rostovtzeff’s latest and greatest 
work. 

M. L. W. LAIstNER 

Cornell University 


The Tennessee Yeomen, 1840-1860. By BLANCHE Henry Crark. Nashville: 
Vanderbilt Univ. Press. 1942. Pp. xxiv, 200.) 

This excellent little study of Tennessee farmers is one of a series planned 
by Dr. F. L. Owsley of Vanderbilt University. Studies which cover the late 
ante-bellum period in Alabama, Mississippi, Louisiana, North Carolina, South 
Carolina, and Georgia have been finished or are in progress. That they may 
reach the high plane of research set by Dr. Clark should be the hope of all 
historians. 

Southern society previous to 1860 consisted of more than three classes: 
slaveholding planters, poor whites, and slaves. It contained, contrary to the 
. belief of many people, a large group of middle-class farmers who did not own 
slaves, In East Tennessee in some counties more than nine-tenths of the heads 
of families were nonslaveholders, whereas in West Tennessee, among the 
_ cotton planters, the proportion descended to about one-third. The percentage in 
= the counties studied by Dr. Clark varied from 93.32 in Fentress County in 
1860 to 34.40 in Fayette County. In 1850 about 65 per cent of all heads of 
farming families owned their land, but in 1860, the percentage approximated 
70. In eighteen counties, chosen as representative of the commonly accepted 
divisions of East Tennessee, Middle Tennessee, and West Tennessee, about 
two-thirds of the heads of land-owning families were nonslaveholders, and the 
tendency was to increase. 

Of course, Dr. Clark used the published census reports in her research 
work, but she also used manuscript census schedules, an uncommon procedure. 
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She used Schedule IV, “Productions of Agriculture,” for 1850 and 1860, in 
the original, the bound volumes having been borrowed from Duke University. 
From.this schedule she developed master charts which included people in the 
counties studied, their land holdings, livestock, agricultural implements, and 
‘farm products. She examined on a projector in the Vanderbilt University Library 
Schedule I, “An Enumeration of Free Inhabitants,” and Schedule I, “An Enu- 
meration of Slave Population,” for 1850 and 1860 in the microphotographic form 
supplied by the Department of Commerce. To her master charts based on 
Schedule IV she added more information: the number of slaves held by each 
owner, the number of slave houses, the number of farm laborers living within 
the family, the literacy or illiteracy of the head of the family, other occupa- 
tions followed by the farmers, and in some cases the place of nativity for the 
head of the family. The separation of slaveholders and nonslaveholders was 
possible by checking Schedule IV with Schedule II. Dr. Clark’s monograph 
emphasizes especially the nonslaveholders in the counties studied. 

The discrepancies found in the schedules, omissions, occasional illegibility, 
carelessness, and ignorance on the part of enumerators increased the stupendous 
difficulty of Dr. Clark’s task. As an example of ignorance she quotes one enu- 
merator: “F. F. Cooper no, shoudl ha Bin at 20 But Threw mistake it was left 
ought and put at 26.” Dr. Clark’s judgment, however, seems to have been 
sound, and although absolute accuracy was impossible, her conclusions seem to 
be valid. 

To be sure, she could not study every farmer in Tennessee. She divided the 
counties of the state into groups based upon the proportion of slaveholders and 
nonslaveholders contained. She then made comparisons and contrasts of the 
agricultural life of the farmers in counties in which nonslaveholders were in the 
majority and in counties in which they were in the minority. She selected 18 
counties as the basis for the consideration of land tenure and cultivated acreage. 
For more detailed study she selected 10 counties representing East, Middle, and 
West Tennessee. She divided slaveholders and nonslaveholders into the land- 
less and landholding groups. She classified landholders in 9 groups according 
to the acres held, varying from 1 to 50 acres to the comparatively few holders 
of more than 5000 acres. She also made some comparisons between slave- 
holders and nonslaveholders. She applied the conclusions concerning the 10 
sampled counties to the entire state. She likewise sampled 15 slaveholders and . 


15 nonslaveholders in each land group for each county. She studied these pairs - 


from numerous angles and insured accuracy through the accepted mechanical 
devices. l 
A reader can realize only a little of the careful labor required by the use 
of the unpublished census reports. Yet Dr. Clark also employed other materials. 
She used both state and local records. The State Comptroller’s reports gave - 
information concerning cultivated acreage, average value per acre, and amount 
and kind of personal property taxable in each county. County tax records 
listed individuals and taxable property, thus making possible the distinction 
between slaveholders and nonslaveholders. Records -of inventories and wills 
gave some insight into standards of living. Newspapers and magazines, espe- 
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cially the agricultural press, supplied information on the changes in progress. 
Travel books, discriminatingly used, also furnished insight into the life of the 
period. General memoirs likewise contributed to Dr. Clark’s work. The author, 
furthermore, cautiously used answers to a questionnaire prepared by the late 
John Trotwood Moore, former Tennessee State Librarian, and sent to all Civil 
War veterans in that state with the idea of obtaining material for a social 
history. 

This extensive comment on methods and sources is intended to show that 
the book under review is the product of much laborious and discriminating 
research and careful judgment. The work contains three maps, thirteen tables, 
eighteen appendices, more than three hundred footnotes, an extensive and 
somewhat critical bibliography and an analytical index. Seldom does a typo- 
graphical error or an unsubstantiated statement appear. The maps are rather 
difficult to read because of the smallness of the lettering, and proportion in 
discussion may not always be observed. For instance, the discussion of silk 
is given too much attention if value is to be the criterion but the proper amount 
if the probable interest of the reader is considered. On the whole, the book is 
an outstanding example of patient and discriminating economic and historical 
research. 

Chapter I is entitled ““The Status of the Non-Slaveholding Farmer in Ten- 
nessee.” Dr. Clark comments on the large group not classifiable as rich slave- 
holders or “poor whites” and proves that social distinctions were of an 
economic nature and not determined by slave ownership, and that groups of 
the same economic status mingled freely. 

Chapter II is entitled, “The Tennessee Farmer and His Landholdings.” The 
largest group of farmers in Tennessee cultivated 50 acres or less. That group 
totaled 53 per cent in 1850 and 46 per cent in 1860. In East Tennessee in 1860 
about three-fourths fell in this group, in Middle Tennessee about one-half 
and in West Tennessee about one-fourth. The slaveholders invariably farmed 
the larger acreages in Middle and West Tennessee, and the size of their hold- 
ings tended to increase between 1850 and 1860. Nonslaveholding predominated 
where land values were lowest. The census figures do not bear out the state- 
ment that nonslaveholders were pushed off the good lands, but the better 
lands, Dr. Clark admits, may have been usurped by slaveholders. | 

Chapter ITI, “Agricultural Organizations in Tennessee,” gives an Interesting 
` discussion of agricultural education. Naturally Dr. Clark places most emphasis 
on organizations and fairs, but she also discusses agricultural periodicals and 
schools, Leaders came largely from the ranks of the wealthy landholders who 
were the slaveholders, but Dr. Clark regards the leadership as unselfish and 
the dues of the county societies, often $1.00 yearly, as not prohibitive to the 
yeomen, “If they failed to profit thereby,” she concludes, “it was due to their 
own negligence.” 

Chapter IV, “The Agricultural Awakening in Tennessee,” discusses the early 
emphasis on such money crops as cotton and tobacco, the beginning of the 
agricultural reforms, livestock husbandry, the improvement of farm implements 
and silk culture. She notes, nonetheless, that more than one-half of the counties 
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failed to organize agricultural societies, that periodicals enjoyed only a brief 
existence, that agricultural schools came and went, and that soil-depleting crops 
continued. Yet, as she observes, some of the cotton and tobacco counties 
continued prosperous. 

The last chapter, “Agricultural Production,” emphasizes cotton and tobacco 
in West Tennessee and notes the decline in tobacco and rice. The agitation for 
diversification affected West Tennessee little. No marked difference existed 
between the slaveholder and the nonslaveholder of approximately equal acreage. 
The same statement will hold true of Middle Tennessee, but in most cases the 
slaveholders slightly outranked the nonslaveholders in average value of land, 
stock, and implements, at least in 1850. In East Tennessee also the slaveholder 
had more unimproved land and greater land value than the nonslaveholder 
who cultivated the same number of acres. Owning of slaves, Dr. Clark thinks, 
did not make the owner more prosperous. He could buy a few slaves because 
“he was a bit more prosperous.” In agricultural changes in the entire state, 
she holds, the nonslaveholders had “the same share that any farming group 
would have had,” and made the same proportionate advance as the slave- 
holders made, She concludes her judicious and well-balanced discussion with 
this sentence: “In West Tennessee only was there any evidence of a widening 
gap, while in Middle Tennessee and East Tennessee the nonslaveholder retained 
his place or advanced nearer parity with his slaveholding neighbor.” 

WALTER W, JENNINGS 

University of Kentucky 


The Economic Development of the American Nation. By R. C. MCGRANE. 
(Boston: Ginn. 1942. Pp. xii, 691. $3.75.) 


This book is described with fair accuracy as a “straightforward account of 
the economic influences on our nation life.” Designed as a text for college 
undergraduates, it has three claims to distinctiveness: (1) arrangement of 31 
chapters in more strictly chronological sequence than is the rule; (2) emphasis 
upon cyclical fluctuations throughout the course of American history; and (3) 
insertion of fresh illustrative material, particularly contemporary cartoons 
depicting important economic events or tendencies. 

Actually, Professor McGrane has hit upon a compromise between chrono- 
logical and topical arrangement which is not greatly different from that reached 
by other writers. It is only in the last six chapters—those covering the twentieth 
century—-that time sequence is the rule. On the whole, the familiar classifica- 
tion into major periods or epochs could be inserted without any adjustment. 
Furthermore, the author has in numerous instances assembled in one place data 
which followed trends of comparatively long duration. This fortunate device, 
though it involves repetition, helps to knit the book together. However, there 
still remains a certain degree of disjointedness: e.g., the reader will find colonial 
“media of exchange” and “paper money” discussed in different places; and the 
same is true of colonial commerce and the Navigation acts. between which a 
complete chapter intervenes. 
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The emphasis upon business cycles is likely to appeal to historically- 
minded economists. Six chapters are devoted wholly or in large part to various 
panics between 1819 and 1907; and several cartoons illustrate the attitude of 
the man in the street at these critical junctures. Unfortunately, financial 
crises receive primary attention; and there is a recurrent tendency to treat 
isolated events as “causes” or “effects” of each panic, Other phases of the 
early cycles, particularly the depressions, are submerged in the text. On the 
other hand, an entire chapter is well spent upon “The Great Depression.” This 
is not inconsistent with Colonel Ayres’s oft-cited opinion that the most recent 
depression was “far more severe than any of the twenty major depressions that 
we have experienced in this country since 1790.” However, the reader wonders 
whether the farmers, manufacturers, and wage-earners who suffered through 
the years 1819-23, 1839-43, or 1893-97 (to name a few) would agree with 
this dictum. 

The general scope is broad enough to include a chapter on ‘‘Adventures in 
Imperialism” which presents an excellent summary of our relations with Latin 
America during the present century. Both the discussion and illustrations deal- 
ing with technological advance, moreover, go considerably further than is 
customary in books of this kind. Compared with earlier texts, a more penetrat- 
ing account is offered of conditions in the United States between 1914 and 
1917, which is of special interest at the present time. The last chapter (‘“The 
New Deal”) gives a judicious and compact appraisal of the Roosevelt Ad- 
ministration and carries the narrative up through Pearl Harbor. 

Teachers who like to “quarrel with the text” will welcome McGrane. Although 
the book is authoritative for most part, it is not free from passages which are 
open to amplification, qualification, or correction. One notes a strain of Marxist 
pessimism or depression psychology in the treatment of the epochs 1834-37 
and 1922-29 which is revealed by the frequent use of such terms as “apparent,” 
“illusory,” or “so-called prosperity.” These naive catchwords are belied by 
the evidence in the book itself as to the behavior of employment, wages, and 
production. It is true that the prosperity in each case was impermanent and 
overcapitalized, and affected some regions or industries to a smaller extent 
than others, This has been characteristic of all prosperous eras; but it has been 
equally characteristic of the depressions which came along later. 

The discussion of the crises of the 1830’s leaves much to be desired. Econo- 
mists will note that the analysis of foreign trade for the years 1830-37 con- 
cludes with a lament that “in the face of this unfavorable balance of trade, 
large debts were incurred abroad.” Again, the increased sale of lands is ascribed 
to a bank expansion which, in turn, is traced to Jackson’s veto of the bill to 
recharter the Second Bank of the United States. Is it not true that the sale of 
lands had been steadily increasing long before the veto, and that the bank itself 
expanded credit to a great degree after that event? It would seem that agricul- 
tural price trends and the westward tide of immigrants and fresh capital 
should have received more emphasis at this point, As for 1839 and later years, 
it appears that the suspension of specie payments throughout the West is 
overlooked. It was only in New England and New York that the banks were 
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able to pay coin throughout the miserable interval between the autumn of 
1839 and the spring of 1842. 

On various detailed points of fact and interpretation, this reviewer would 
raise queries. For example, he is not familiar with authorities who state that the 
introduction of sea-island cotton was the first factor in the revival of interest 
in slave labor on the part of southern planters after the Revolutionary War 
(p. 292); and he does not understand the statement (p. 529) that the sinking 
of the Lusitania and the Sussex “materially improved the cause of the Allies 
by raising the issue of ‘property rights’ versus ‘human rights.’” He prefers 
“Lochner” to “Lockner” (p. 439) and “Benner” to “Brenner” (p. 361). 
Contemporary writers invariably allude to Henry Shreve’s first flat-bottomed 
steamboat as the Washington (p. 183). The map of 1840 (p. 187) shows the 
Wabash and Erie Canal and the Miami Canal Extension in use at an earlier 
date than those given by other authorities; and both the map on page 331 and 
the accompanying discussion are vague on the federal land grants to the 
Southern Pacific and the Texas Pacific. One other detail is perhaps worthy 
of mention: the propensity to mention commodity prices without reference to 
the markets in which they were quoted. This procedure, which is probably 
dictated by exigencies of space, is regrettable in view of wide regional differ- _ 
ences, particularly before the Civil War. Historians have long treated prices 
in cavalier fashion: only in this way can we explain a quotation of $60 a 
barrel for flour in 1818 (p. 173), and the shift of complaints in the West 
during the extreme depression of 1821 back to the year 1819—a year of high 
prices in the interior (p. 175). 

Professor McGrane has apparently adopted a “middle-of-the-road”’ position 
with respect to events of the past decade; but his general attitude is several 
shades more conservative toward similar efforts exerted for recovery in the 
eighteenth and nineteenth centuries. Thus, the terms “sound” and “unsound” 
are frequently employed in connection with early money, public debt, or agri- 
cultural relief. To quote from the Preface: “There are many incidents in the 
past history of the United States which bear a striking resemblance to those 
of more recent years. ... Frequently in the past the American people have 
enjoyed years of great prosperity, and then, in the subsequent years of depres- 
sion, they have paid dearly for the follies of overoptimism; and during these 
periods of distress and hardship prophets have arisen in their midst, offering 
fanciful schemes as a cure-all for their economic troubles. These schemes 
ultimately proved both costly and disastrous.” 

THOMAS S. BERRY 

Duke University 


An Economic History of Athens under Roman Domination. By Joun Day. 
(New York: Columbia Univ. Press. 1942. Pp. xi, 300. $3.50.) 

An economic history of Athens dedicated to both Westermann and Rostovt- 

zeff raises great expectations, and these expectations are not disappointed. 

Although one could wish that the book were easier reading: that it did not at 
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times lose itself in detail, that the nonspecialist were aided by more evident 
organization, and that the chronological approach did not prevent the unified 
treatment of such main topics as slavery, imports, and grain supply; never- 
theless, this account of the fortunes of Athens from the fourth century B.C. 
to the fourth a.D. is thorough, scholarly, and well documented—with copious 
notes on the latest archaeological evidence. 

The first section, in the main historical, traces fluctuations in the prosperity 
of Athens from the period of its great maritime empire, through disastrous 
wars, lean years, and illusory renaissances, to the revival that preceded the 
advent of the Romans. The rise and fall of prices through the Mediterranean 
world following Alexander’s conquest—a study begun by Glotz, reéxamined 
by Heichelheim, and more recently by Larsen—is presented with care, and 
the evidence from Delos placed in its proper setting. The brisk trade that 
sprang up betwen Athens and northern Greece, as well as the Black Sea 
ports, is revealed by Day’s analysis of foreign names on Athenian tombstones 
and in honorary decrees. Mass production in the ceramic industry, the use of 
slaves, and the difficulty of importing adequate grain and other foodstuffs are 
also considered in this section. 

As interest rates indicate, no large amount of capital was removed from 
Greece by her conquerors; further, the stability of temple accounts at Delos 
shows that no great economic upheaval resulted from the coming of the 
Romans. On the contrary, foreign trade revived and Athens became the 
center of such a flourishing transit trade that, according to Day, Hellenistic 
kings made gifts to the city to further the commerce of their own realms. 
This ingenious suggestion is supported by imscriptional evidence revealing 
rather clearly the direction of trade at this time. A competent analysis of a 
decree honoring a rich trader carrying oil to the Pontus (J.G., II,? 903) also 
lends weight to the preceding argument. 

The chief problem in the treatment of Athens in the years after 166 is 
whether the acquistion of Delos proved a burden or an asset. Delos now 
crowded Athens from the economic picture, in much the same way as Puteoli 
was to crowd Delos: trade routes had shifted and Athens was no longer on 
the main line. This part of the study suffers the blight of all histories of 
ancient economics, since the records from Delos, rich in the preceding century, 
are unusually scanty for the time of prosperity. Evidence from the Piraeus, 
however, shows that Athens shared in this prosperity, becoming the center for 
Delian agents engaged in trade with central and northern Greece. Some of 
the evidence (for example, C.I.L., V, 7350) is unimpressive; other (such as 
the discussion of the New Style coinage) is overwhelming; yet, all in all, it 
is certainly clear that a cosmopolitan crowd of traders had once again settled 
at Athens. This chapter, like most of the others, concludes with a list of 
articles of trade, and here is retold the delightful story of the discovery of 
that ancient ship which foundered off Tunisia, laden with works of art for the 
new Italian customers. 

The sack of the city by Sulla was not the end, for, in spite of the rhetorical 
exaggeration of many an ancient author who speaks of the desert that once was 
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Athens, Day is able to show from archaeological evidence that the city 
enjoyed something of a renaissance under Augustus. In accord with his 
practice at Rome and throughout the empire, Julius Caesar attempted to 
further commerce at Athens by building the so-called Roman market, and 
here too, as at Rome, the peace that came with Augustus resulted in a revival 
of building. Yet this renaissance, which the author pictures in detail in chapter 
IV, has another aspect: Athens produced less and less for export, the silver 
mines at Laurium were exhausted, and the problem of securing grain for the 
populace became so acute that the emperor intervened with sporadic gifts and 
finally with the establishment of a special treasury. From the time of 
Augustus on, the city began to live more and more in the past; it became a 
university center and a resort for tourists, a city which balanced its budget 
only by the sale of its citizenship and by the gifts of wealthy patrons. 

The section which deals with Athens under the emperors shows vividly the 
thinness of the veneer which doles, festivals, and building activities spread 
over the essential poverty beneath. With the loss of empire, the absence of 
natural resources, and the shifting of trade routes, the only industries of any 
importance to remain were the production of objects of art and, if we may call 
it such, the training of foreign youths at the university of Athens. A specious 
prosperity bloomed under Hadrian. The discussion of his building program, 
including an analysis of materials used, their source, and amount, as well 
as a complete bibliography on the archaeological reports, is very useful. Two 
economic inscriptions of importance (J.G., IL? 110 and 2776), one dealing 
with the forced sale of olive oil to the state, the other with mortgages on 
property in support of an alimentation project, are interpreted with precision. 
The concluding examination of the wealth of Athens’ millionaire sophist, 
Herodes Atticus, reémphasizes and summarizes the gap that existed between 
the small class of rich men and the great mass of the very poor who rioted 
for bread and were given shows. 

In the third century the paucity of evidence does not permit the author to 
link the fate of Athens with that of the rest of the empire, for in these years 
Athens clearly turned its face from the West to the Orient. Before the raid of 
the Heruli in 267, the university continued to attract students, agriculture 
suffered no decline, and industry enjoyed a brief prosperity. After this 
disaster, not even the ruins in the center of the city were rebuilt. Day differs 
from other authorities who speak of the stimulating effect of the clash with 
the barbarians. If there was a revival in the fourth century, he believes 
rightly that it was extremely modest, for, with the founding of Constantine’s 
new capital with its own university, Athens’ one remaining source of fame 
and revenue disappeared. . 

Some minor questions on detail might be raised: Augustus’ short-lived 
enmity to Athens was hardly “pique” (pp. 135-36); Strabo’s validity deserves 
more kindly treatment (p. 124); the existence of declamations and “readings” 
at Rome in the time of Augustus (p. 140) rests on no proof; Magie’s article 
in J.R.S. (Vol. XXIX, 1939) might be cited on page 27; the “mel Atticum” 
on the Roman mosaic (p. 203) probably permits another interpretation. 
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A substantial Appendix on the population of Athens, although it adds no 
new conclusions to the important publication of Gomme, conveniently reviews 
all the ancient evidence and evaluates the results of modern studies. 

HELEN J. LOANE 

Baltimore 


Economic Systems; National Economies 


V. I. Lenin, Collected Works. By ALEXANDER TRACHTENBERG, editor. Trans- 
lated by MotssaveE J. Orern. Vol. XIX. (New York: International Pub- 
lishers. 1942. Pp. 463.) 

With this volume International Publishers resume, after a considerable 
interruption, the important task of making available in English the Collected 

Works of Lenin. The complete Russian edition runs to thirty volumes; of this 


. . number six (Vols. IV, XIII, XVIII, XIX, XX, XXI) have now been made 


available in English. This, however, does not represent the full extent of 
‘English translations of Lenin since twelve volumes of Selected Works have 
` ‘also. been ‘issued by International Publishers. The present volume contains 
- all ‘the writings of the year 1916 and the first quarter of 1917, that is to say, 
the ‘middle period of the First World War and the fifteen months imme- 
diately preceding the downfall of Tsarism in Russia. 

The longest single piece, occupying a quarter of the whole volume, is Lenin’s 
well-known booklet on Imperialism, written in Switzerland in the spring of 
1916. This work has already been presented in several versions in English. 
The present translation appears to be a new one, or at least a revision of 
earlier translations. For one unable to read the original, it is impossible to 
say more than that the text reads well and seems to be entirely adequate. The 
work itself, of course, is of enormous historical and theoretical interest; it is 
probably correct to say that no book by a socialist since Marx’s Capital has 
had so profound an influence as Imperialism. In studying it economists should 
bear in mind two points: first, that Jmperialism is a direct continuation and 
application of Part VII of Volume I of Capital; but, second, that Lenin was 
writing an essentially popular work so that underlying theoretical issues con- 
cerning the structure and functioning of capitalist economy are either taken 
for granted or formulated very briefly and without supporting discussion. ‘The 
result is that one who has mastered the fundamentals of Marxian political 
economy finds in Jmperialism a beautifully compact and coherent structure, 
while to one who has never seriously studied Capital it is likely to appear 
dogmatic and theoretically unsophisticated. 

The remainder of the volume, made up of articles, reviews, speeches and 
letters, deals with burning issues of the day and is primarily polemical in tone. 
Several themes continually recur: the character of the war; the chief tenden- 
cies within the international socialist movement; the question of subject na- 
tions; militarism and pacifism. A careful reading of these clear and impas- 
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sioned analyses will do much to dispel misunderstandings concerning the gen- 
eral attitude of Marxists toward war, misunderstandings which are specially 
unfortunate at a time when we in the United States are allied with the Soviet 
Union in a life-and-death struggle against the Axis powers. For example, it is 
sometimes argued that, because Lenin denounced the war of 1914-18 as an 
imperialist war, therefore to be consistent he and his followers would have to 
denounce all wars in the present historical period as imperialist. This, indeed, 
is very much the way Rosa Luxemburg argued in her Junius pamphlets. It is 
therefore interesting to see that Lenin, in a generally sympathetic review (pp. 
199-214), took issue with precisely this point. Progressive national wars, Lenin 
maintained, are inevitable in the colonial countries in the period of imperialism, 
and they are far from being impossible even in Europe: 

if the European proletariat [he wrote] were to remain impotent for another twenty years; 
if the present war were to end in victories similar to those achieved by Napoleon, in the 
subjugation of a number of virile national states; if imperialism outside Europe (primarily 


American and Japanese) were to remain in power, say, as a result of a Japanese-American 
war, then a great national war in Europe would be possible. This means that Europe 


would be thrown back for several decades. This is improbable, but it is not impossible, « 


for to picture world history as advancing smoothly and steadily without taking gigantic l 
strides backward is undialectical, unscientific and theoretically wrong (pp: 203-04). : 

- > à 
Naturally Lenin did not foresee the precise course of events in the coming. 
decades, but it would be difficult to maintain, with this illuminating passage 
in mind, that he would have been surprised or discouraged or baffled by what 
has actually taken place. 

Another problem of supreme importance today was stressed again and again 
by Lenin in these writings of 1916-17, namely, the question of self-determina- 
tion for the subjugated nations. He insisted that self-determination was a 
vital and valid cause which all socialists ought to support to the full. Naturally 
this does not mean that he favored a world political order of numerous sov- 
ereign states; on the contrary, his ideal was a world federation of socialist so- 
cieties, But he insisted that such a federation could be achieved only by the 
voluntary accession of the member nations, and that the first pre-condition for 
this is the right of each to self-determination. Those who look forward to a 
post-war world “policed” by the United Nations, including the Soviet Union, 
would do well to ponder this fundamental principle of Lenin’s teaching. 

There is much else in this volume which throws light not only on the past 
but also on the present and the future. Now that the Soviet Union is fighting as 
our ally and bearing the main brunt of the struggle against fascism, it is 
obviously of enormous importance for Americans to understand the ideas of 
the man who has always been, and seems likely to remain, the guiding spirit of 
Soviet policy. For this reason it is no exaggeration to say that this book is one 
of the most important to appear since the present war began. Those who take 
their responsibilities as social scientists seriously should certainly study it with 
care. 

There is no indication in the Editor’s Foreword as to when we may expect 
additional volumes of Lenin’s Collected Works; nor as to which volumes they 
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will be when they do appear. Speaking as an economist, one would like to 
urge the desirability of bringing out as soon as possible Volumes II and III. 
Large sections of the latter, on the development of capitalism in Russia, have 
already appeared in Volume I of the Selected Works, but almost all of the 
extremely interesting and important introductory theoretical chapter is omit- 
ted. This chapter deals with the Marxian theory of the reproduction process 
and constitutes in itself one of the classics of socialist economic theory. It is 
available in the German edition of the Collected Works, and a section of it is 
reproduced in an appendix to Volume II of the Marx-Engels-Lenin Institute 
edition of Das Kapital. This same appendix contains also excerpts from Volume 
II of the Collected Works which otherwise is available only in Russian. The 
nature of these excerpts is such as to make one impatient to see the rest of 
the volume. 
Paur M. SWEEZY 
Harvard University 


Latin America: A Descriptive Survey. By WILLIAM LYTLE Scuurz. (New 
York: Dutton. 1941. Pp. 378. $3.75.) 


The author of this book is a veteran in the field of Latin American history 
and. contemporary affairs. His special competence lies in the field of Latin 

American commerce, past and present, but in this book he ranges over the 
~ whole Latin American field. Dealing successively in seven sections with the 
land, the history, the people, the government, the economy, the international 
relations, and the way of life of our neighbors to the south, this book might 
well be called “Latin American Omnibus.” Yet all this is packed into 350 pages 
of text. 

The ambitious plan of his book made Mr. Schurz’s task an extremely 
difficult one. To describe adequately so many phases of the life of even a 
single nation at one moment of history would tax the powers of any writer; 
but Mr. Schurz has undertaken to do this for the twenty highly diversified 
nations of Latin America over a period of several centuries reaching back into 
the period before the discovery and conquest of America by the Spaniards 
and Portuguese. The difficulty of his task was aggravated by the fact that in 
many important respects the development of Latin America has been shaped by 
foreign influences to a greater degree than that of any other “civilized” region 
in the world. These facts should be kept in mind in striking a balance of the 
merits and defects of this book, both of which are numerous and important. 

Among the best features of the book are the clarity with which the author 
brings out the unity as well as the diversity of Latin America, the shrewdness 
and sanity that characterize his judgments on many of the problems on which 
he has chosen to focus his attention, and the vitality that he has given to his 
discussion of general themes by the frequent use of concrete illustrations. Some 
of these are drawn from his large stock of quaint and curious lore; for example, 
his statement that “Tex” Rickard, “the well-known prize-fighting impressario,” 
was one of the pioneers of the Paraguayan meat-packing industry (p. 177, 
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note 21). It should be added, however, that he has missed an opportunity to 
enliven his narrative still further by including thumbnail sketches of some of 
the many colorful personalities of Latin America, which has always been 
characterized by a high degree of personalism in its public life. 

In discussing the economic development of Latin America, Mr. Schurz 
quite properly brings out a point which many observers have missed, namely, 
the fact that a reorientation of the economic life of Latin America occurred 
about 1880, partly under the influence of new, large-scale foreign investments. 
He also stresses, though not unduly, the fact that the United States is the 
only country that possesses all the facilities necessary to sustain its com- 
petitive position in Latin American trade (“well-established commercial houses 
familiar with the field . . . its own banks, ocean shipping lines, airlines, cable 
communications, local organizations of its businessmen . . . and official trade- 
promotion services”). His sketch of airways in Latin America is excellent, 
though on this subject the interested reader will wish to consult the far more 
detailed and thorough account contained in Oliver J. Lissitzyn’s International 


Air Transport which appeared several months after the publication of Mr. ~ 


Schurz’s book. 

In the political and cultural fields, too, Mr. Schurz makes many observa- 
tions that show good judgment as well as an extensive knowledge of the vast 
subject matter; for example, the statements that Brazil has been a powerful 
influence for continental peace and that the United States has missed an 
opportunity to use Puerto Rico as a natural bond with Latin America. 
“Realistic” critics of Pan Americanism would do well to note his conclusion 
that “after all, nowhere else in the world is there such a concerted structure 
of international understanding and good will based on the principle of live 
and let live” as the Americas enjoy under the Pan American system. There 
are also good, though necessarily extremely brief, accounts of such topics as 
Indianism, labor, social legislation, and public health. 

On the other side of the ledger Mr. Schurz’s book suffers from many defects 
which it is hoped will be corrected in future editions. His treatment of the 
highly important question of foreign investments in Latin America is frag- 
mentary and superficial. His treatment of foreign commerce, while excellent 
in detail, fails to bring out clearly either the fact that the combined trade 
of the European countries with Latin America is normally larger than that 
of the United States or that the statistics of the foreign trade of Latin America 
have to be analyzed on a regional basis if we are to appreciate either their 
economic or political significance. The section entitled “History” stops with- 
out explanation at the end of the wars of independence in the 1820’s and the 
subsequent history of Latin America is nowhere discussed systematically. 

It is in his handling of international relations that Mr. Schurz’s book is 
least satisfactory. It is not true that, as he asserts, the Monroe Doctrine in 
the nineteenth century was “made effective by the tacit support of English 
seapower” or that the Doctrine was the basis of an “undeclared partnership” 
between the United States and Britain (pp. 61, 270-71). These assertions are 
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590 THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


true only of the twentieth century and even when so restricted they require 
extensive qualification. A similar lack of sureness of touch is noticeable in 
Mr. Schurz’s handling of the Good Neighbor policy and the recent history of 
Pan Americanism. For example, his statement that ‘‘for all practical purposes 
the Monroe Doctrine has become a phase of Pan-Americanism” (p. 274) is 
quite misleading. Again, by erroneously dating the Pan American “Neutrality 
Conference” of Panama in 1940 instead of 1939 (p. 307), he has confused 
the whole story of the development of Inter-American relations in the first 
eighteen months of the present war. 

While the footnote citations of authorities are copious, this reviewer found 
no mention of the important works of Percy W. Bidwell on Latin American 
trade, Cleona Lewis on United States foreign investments, Kelchner on Latin 
America and the League of Nations, Luis Alberto Sanchez on Spanish American 
literature, and Lawrence Schmeckebier on Mexican painting. The Handbook 
of Latin American Studies is by no means exclusively devoted to historical 
studies, and the quarterly Foreign Affairs is published not by the Foreign 
Policy Association but by the Council on Foreign Relations (cf. p. 295). The 
Index is very poor; the only map is a small end-paper map (both front and 
back end-papers) showing the whole of Latin America; and there are no 
illustrations. ' 

Mr. Schurz’s book needs extensive revision, but it also deserves it; for, 
_ with all its shortcomings, it is one of the best of the many general books about 
Latin America published in recent years. 

ARTHUR P. WHITAKER 

University of Pennsylvania 


The Philippines: A Study in National Development. By JOSEPH RALSTON 
Haypen. (New York: Macmillan. 1942. Pp. xxvi, 805. $9.00.) 


Whatever kinds of post-war organizations are set up in Southeastern Asia, 
' it is reasonably certain that the Philippines will be recognized as an independ- 
ent nation. The country had made real progress toward that goal; its people 
_ had demonstrated a capacity for self-government; the majority of the enlight- 
ened Filipinos and of their leaders were prepared to pay more than lip service 
to the democratic ideal, as the record of the war has shown. Adequate testimony 
to the country’s progress up to the time of the outbreak of the war in the 
Pacific is contained in Professor Hayden’s new book, which was in press when 
hostilities began, It is an outstanding contribution to the literature on the 
country, and the author’s knowledge is illumined by wisdom and sympathetic 
understanding. 

This Study in National Development is devoted largely to the structure of 
the Philippine Commonwealth Government and its accomplishments during 
the six years of its existence. Enough of the country’s former history is given 
so that the threads of the pattern are seen: three and a half decades of 
American control; three and a half centuries of Spanish rule; and the earlier 
institutions of the Filipino peoples before they felt the impact of the West. 
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The author is keenly aware of the influence these widely differing cultures 
have had upon the peoples and institutions of the islands. Yet his general 
observation is that “. . . the Spanish-trained Filipino leaders . . . have carried 
on their municipal, provincial and insular governments in general accordance 
with American principles. . .. the surprising thing is not that divergence from 
American standards has been so great, but that it has been so slight.” 

Professor Hayden presents thorough, carefully-documented studies of the 
Philippine constitution, the various departments and services of the Common- 
wealth Government, and the country’s social services. His conclusions with 
regard to each one of these are significant, adding up to a generally favorable 
picture of the country’s progress. The constitution “. .. reveals the possession 
of a high degree of political capacity by those who drafted it.... It is a 
Filipino and not a foreign instrument, and provides the constitutional founda- 
tion for a genuinely Filipino government. ... Careful study of the Philippine 
Constitution shows that the Philippine President was deliberately given a 
position of predominance which was not accorded to the President of the 
United States and has never been attained by that official, save, perhaps, in the 
emergency of war. This position seems to be in harmony with that of the 
‘national leader’ as developed between 1907 and 1935, and with the native 
Filipino conception of the role which the President should play.” 

With regard to the civil service record, the author states: “In no field of 
governmental activity have the Filipinos more energetically and wisely exer- 
cised their newly acquired autonomy than in this one. . . . This body of © 
permanent public servants, working under conditions such as now exist, is 
entirely capable of administering the Filipino Government in a manner which 
will contribute to its future stability and progress.” Similarly, “The Philippine 
legislative record of the past 34 years seems to justify the conclusion that 
Filipinos are developing a lawmaking body which, like the other parts of their 
government, will be well qualified to perform its proper functions in the Philip- 
pine state.” The judicial system is likewise commended. 

Local government in the Philippines Hayden considers perhaps not wholly 
democratic, as Americans conceive democracy, but “genuinely representative’. 
of the ideas and the other forces which dominate Filipino life.” Its weaknesses 
he attributes not to the form of government but to the composition and or- | 
ganization of Filipino society. 

The story of the struggle for independence from the United States is told 
largely in terms of the leading figures on the Philippine political scene and in 
terms of political parties—parties which were “instruments of liberty rather 
than of government.” The consequent growth of the one-party system and 
“something closely akin to one-man rule,” justified temporarily by its sup- 
porters upon grounds of efficiency and stability in government, is in the author’s 
opinion only a step removed from the acceptance of this kind of rule in prin- 
ciple. In such ways, Hayden points out trends which have serious implications 
for the future. 

In the hundred pages devoted to the educational system of the Philippines, 
tribute is paid to both Americans and Filipinos for their high purpose and 
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great courage in undertaking the broad system of education, progressive in 
concept, upon which they embarked in the early days of American rule. The 
complexity of the problem is well presented, involving the geography of the 
country; social and linguistic differences among the various ethnic groups— 
Hayden devotes much attention to the language problem; insufficient funds for 
the mammoth task; difficulties of securing teachers; and the dangers inherent 
in highly centralized control of the system. The commonwealth, ambitious to 
broaden the base of education, erred on the side of sacrificing quality to 
quantity, but has sought to remedy this deficiency in the Educational act of 
1940. But it will take some time for the new nation, with its limited income, 
to attain the goal of an educated citizenry. 

Professor Hayden states, at the conclusion of the chapters on public health, 
that in the present century “the way of living has been greatly improved in 
the Philippines, with a corresponding betterment in the health of the people; 
and there is evidence that the rate of betterment has been accelerated during 
the period of the Commonwealth.” Neverthless, he feels that the question of 
the Filipinos’ physical vigor has received too little consideration in the total 
question of their ability to assume the burdens of statehood. 

Philippine relations with China and Japan will be of enormous importance 
in the post-war period, although the results of Japanese occupation of the 
islands are bound to be felt in ways not entirely calculable at the present 
moment. The attempts of the commonwealth to safeguard its natural resources, 
to nationalize its retail trade, to limit the immigration from its two great 
neighbors, are analyzed fully and in a way which demonstrates that the evic- 
tion of the Japanese conqueror will not solve all the delicate problems that 
exist, 

Less attention than one could wish has been devoted to economic conditions. 
The section on relations with the United States deals almost entirely with 
the legal and political aspects of the country’s changing status; the final 
chapter considers in some detail the economic effects of the Independence act. 
A few pages give a broad analysis of the country’s national resources which 
unquestionably furnish “a substantial base for a Filipino state.” Yet we find 
no consideration of the basic reasons why the Filipinos are poor in an un- 
developed country of large potentialities, or why there is so great a gap 
between the 15 per cent of the population making up the group of wealthy 
influential citizens, and the other 85 per cent, for the most part poor and 
underprivileged. How they live, what wages they earn, how their country 
might be better developed economically are questions that are barely hinted at. 

Although little detailed attention is given to economic problems, the author 
makes clear on numerous occasions his own convictions with regard to the 
country’s economic future: “. . . despite the remarkable accomplishments of 
the past four decades the Philippines still need the protection and economic 
support of the United States. A careful study of every major problem with 
which the Commonwealth has been confronted .. . raises grave question as to 
whether it could be solved were the Philippines actually left to stand alone and 
to be treated by the United States as any other foreign state after 1946.... 
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every particular advance which has been made in the Philippines . . . can be 
maintained and carried further only if the basic conditions which have made 
progress possible can be continued for an indefinite future period.” 

In the main, therefore, although Hayden does not gloss over inadequacies 
and shortcomings in the commonwealth, the total picture which he presents is 
one that reflects credit upon Americans and Filipinos alike. The misgivings 
which he entertains with regard to the future will apply to many if not all 
parts of the world when the present conflict is ended. The interdependence of 
nations, in terms of security and prosperity, can hardly be argued. 


CATHERINE PORTER 
New York 


Post-War Worlds. By P. E. Corpert. I.P.R. inquiry series. (New York: Farrar 
and Rinehart. 1942. Pp. ix, 208. $2.00.) 


This is a timely and useful book. The world is filled with the hope for an 
utterly new order which will come after this war, but public opinion faces 
very inadequately the problems and issues which should be solved by the new 
and more just world society. In lack of precise aims the thinking of most men, 
statesmen and politicians included, is turned toward certain slogans such as 
The World State, Socialism, Communism, and before all Federalism. Even 
some great experts, with an authoritative pose, do not go farther than the 
assertion that “a certain form of federalism must be established in the post- , 
war world.” One recalls in this connection the often quoted words of Goethe in - 
Faust: “Denn eben, wo Begriffe fehlen, da stellt ein Wort zur rechten Zeit 
sich ein.” 

In this situation of vague thinking and sentimental generalization the author 
has undertaken the important task of analyzing the more significant plans 
offered since the First World War concerning a more stable world order. He 
does it in the light of the practical experiences developed in different fields and 
especially through the work of the League of Nations. 

In doing this he shows acumen and a praiseworthy effort to emancipate him- 
self from the usual unwarranted assumptions of the sentimental peacemakers, 
His leading ideas and criticisms are mostly clear and pertinent. There are only 
two points in which this reviewer does not share the fundamental anticipation 
of the book. One is the exaggerated confidence of the author in so-called ex- 
perts. He thinks that the disaster of the peace settlement after the First World 
War was due to the nonexistence of well excogitated peace plans which could 
have been submitted to the peace-making leaders and diplomats. Therefore 
he would like to mobilize now competent experts to do this job and, as a kind 
of prolegomena, he offers to them his present book. 

But one cannot see who those experts are and where they are. Of course 
there exist a few excellent specialists who have emphasized certain weaknesses 
in the present international relations. There are even fewer able minds who 
have tried to synthesize the causes of our present tragedy. But the overwhelm- 
ing majority of the so-called experts was that loud and uncritical group which 
worshiped the League of Nations even in a time when it was already evident 


594 THE AMERICAN ECONOMIC REVIEW [ SEPTEMBER 


that this organization was headed toward catastrophe due to its fundamental 
frailties and faults. These so-called experts are to a large extent responsible 
for creating the false feeling of security which lulled the democracies into 
inertia and which was the chief cause of the appeasement policy. It is highly 
undesirable that the future peace should be based on their blueprints. What 
we need are really creative statesmen who know exactly what they want to 
achieve, that is, who know the possibilities and limitations of their power. 
These statesmen (unfortunately the greatest rarity in our period!) will ask 
real experts on special points which they might know better, but they will 
staunchly refuse to accept the complaisant dreams of the professional peace- 
makers. 

The other point in which this writer disagrees with the author is that Mr. 
Corbett is too much inclined to regard the establishment of new institutions 
as the essence of our problem, whereas, this reviewer believes, we must first 
envisage the problem of kow to generate the moral will which alone can give real 
life to those institutions. In other words, the League of Nations collapsed not 
because its Covenant had certain loopholes and its mechanism was not efficient 
enough, but it collapsed because that vague institution was organically im- 
: potent to produce a common moral will, that is, the driving force for the ac- 
complishments of its aims. 

It would be unjust, however, to say that the author has neglected entirely 
this point of view. For instance, he fully realizes that the idea of Federalism 
cannot be accomplished as a general formula, neither in its bourgeois temper 
of the United States of Europe, nor in the socialistic revolutionism of H. G. 
Wells. Without a certain unity in their political, economic, and social struc- 
ture, it is idle to hope that states can adopt any serious form of Federalism, 
which may vary from coöperation in a few common interests to a full-fledged 
federal union, However, when he describes the minimum requirements of a 
World Commonwealth which he considers as a necessary superstructure over 
the various forms of federal codperations (pp. 191-92), he does not show how 
these various Institutions could function in a world such as ours will be after 
this war. One has the feeling that this World Commonwealth in the form con- 
templated by the author would reintroduce all or most of the infirmities of 
the League of Nations. 

‘Be it as it may, the present book will be useful to all who are seriously pon- 
dering the plans for a future world order. It is a wholesome counterweight 
against the sentimental blueprints of the propagandists of a “perpetual peace 
immediately achieved after this war.” 

Oscar JAszx 

Oberlin College 


Strategy for Democracy. By J. Donard KINGLEY and Davin W. PETEGORSKY, 
and others. (New York: Longmans Green. 1942. Pp. ix, 342. $3.00.) 

‘This volume grew out of the Conference on Progressive Action and Post- 

- War Reconstruction held at Antioch College in June, 1941. The general thesis 
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is that private profit capitalism contains the seeds of its own destruction. 
These are concentration and monopoly with the collectivization of industry 
and the individualization of control; ż.e., the owners (stockholders) are no 
longer the managers of their own property (cf. Berle and Means, and T.N.E.C. 
monog. no, 11). The resulting inequality in distribution of wealth and income, 
lack of mass purchasing power, multiplied productivity, ever-decreasing em- 
ployment, the decline of the expanding, or exploiting, economy both at home 
and abroad (which kept capitalism from bogging down even sooner than it 
has), have brought the present economic system to an impossible impasse. 
Intensified nationalism, economic imperialism, and international war for 
exploitable markets and raw materials are inevitable results of the effort to 
keep profit-motived capitalism going, but these days are gone forever. The 
present conflict must eventuate in a going forward to economic and all other. 
forms of democracy, or a going back to force, special privilege for thè few, 
and insecurity and discontent for the many, with some kind of autarchy 
replacing the current anarchy. 

In discussing “Union How?” the position is taken that an international 
government limiting the sovereignty of the constituent states is a stne qua non. 
of world order, but that such an external federation is impossible unless the 
nation-states revise their internal economic order so as to make the needs and 
wants of the masses, rather than secure profits for the few, the objective of 
economic activity. Production for use, not for profit, would enable countries 
to consume at home most of what they can produce and thus make possible ` 
mutually beneficial international exchange both of raw materials and finished 
products. 

Not all the contributors develop the main theme materially. Pierre Cot’s 
“Framework of International Organization” is purely political and is based on 
a dubious concept of “regionalism.” He says nothing whatever about the 
idealistic economic dream of Kingsley and Petegorsky. Max Werner’s “Master- 
ing the Military Machine” goes little beyond suggesting that, after the Ger- 
man and Japanese warlords are destroyed, Britain, the United States, and 
Russia must police the world and then agree to disarm after a workable world 
federation has been evolved. Albert Guérard shows why “‘self-determination” 
of minorities cannot work; what can work is the complete divorce of “‘senti- 
ment” from “territory.” Nationalism as a sentiment does no harm, but when 
sentiment and soil are coercively joined, we get the “crude fallacy of the 
national state,” and disaster results. His idea is familiar to Americans in the 
phrase “liberty under law” but he emphasizes the necessity for its international 
application. Oscar I. Janowsky says essentially the same thing in discussing 
the “Minorities Problem.” 

Section III, “Campaigning for Plenty,” is a more detailed discussion of the 
economic equalitarianism which is the main thesis of the book. This section, 
which asserts that the basic post-war problems are economic, not political, will 
doubtless evoke the most heated approval and disapproval among economists, 
not because of their scientific economic knowledge, but because of the varying 
social ‘philosophies which they espouse. To the reviewer, a mere sociologist 
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supposed to know nothing about economics, the summary of the modern 
productive system seems very obvious, viz., that it is collective, large-scale, 
world-wide, involves great fixed costs (heavy capitalization), is geared to mass 
consumption and a future market—all of which demands social stability. It 
also seems obvious that such an economic system cannot continue to operate 
unless the great mass of the people are “sold” on it and they cannot be so sold 
unless the system gives them “a say” and “a chance,” with a decent standard 
of living and a reasonable expectation of security. In other words, it must be 
democratized, socialized, and stabilized domestically and internationally. The 
vested interests of the few cannot forever defeat the aspirations of the many. 
This means a chance to work for an ever-increasing real wage to the utter upper 
limits permitted by natural resources and the state of the industrial arts. 

This has been obvious at least since Veblen, but to assume that the transition 
to economic utopia is as easy, sure, and certain as the authors imply and as 
' Mr. Ezekiel assumes in his short chapter on a planned economy seems highly 
doubtful. I do not think they or anyone else knows very clearly how it can 
be done in this year of disgrace, 1942. In the prophet Ezekiel’s inspired 
paragraphs, it sounds almost as simple as a dime-store shopping tour to 
convert our war economy to undiminished or increased peace production. 
Consider some of his simple little proposals: a tax system to increase mass 
consumption—but at the same time to stimulate investment; to change all 
taxes, federal, state, and local, so as to reduce the burden on low income classes 
(which are about 90 per cent of us), but at the same time to provide for 
enormous government expenditures—on top of the 300-billion-dollar (?) war 
debt; and so on. He suggests many ways to spend government funds. What 
funds? one might ask, if his tax schemes ever become more than pious hopes. 
It is much easier to think of ways to spend money than it is to justify them or 
to get the cash—or the consent of our “practical politician” lawmakers. Perhaps 
my error is in assuming that you need money; he mentions fiat money, the 
Fisher Dollar, and government obligations that bear no interest, all of which 
smells like inflation rampant. What becomes of the social stability which “a 
modern productive system requires”? 

The remainder of the book repeats the aspirations and hopes of the authors. 
Section IV attempts to show how we can realize them. It emphasizes the rôle 
the “intellectuals” can play but it does not tell us who these gentry are. There 
is also considerable talk about “progressives” and “reactionaries”—~-but no 
definitions. These are epithetic, not descriptive, terms. To win the technicians 
to the “progressive” cause, our authors think, will be relatively easy. (In this 
section, they give a good criticism of Burnham’s “managerial revolution” 
which they regard as essentially fascist in ideology. The authors must know a 
different set of “intellectuals,” technicians, and middle-class people from those 
I do. 

This, I think, suggests the basic criticism of the book. None of the authors 
knows enough sociology to be really “realistic.” They still are in bondage to 


*For another good criticism of Burnham, see W. T. Stead, “Democracy and Social 
Congo in Industry,” Am. Soc. Rev., Apr., 1942, pp. 176-84. 
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the magic of eloquent words; they think men are reasonable and that good 
will and good sense are synonymous; they do not know the glacial qualities 
of the capitalistic mores, five or six hundred years in the making; they have 
not properly considered the monstrous phenomenon of the Democratic South 
nor the absurdity of Iowa farmers voting for protective tariffs for a hundred 
years; they haven’t read Pareto or talked to many men on the street. Perhaps 
these are the stigmata of intellectuals. 

If we win security from future wars, we will win the chance to achieve the 
kind of social and economic democracy our authors envision, but it will take 
longer than they think. If the Millennial Dawn comes, it will come through 
the cloud-rack of blood, sweat, and tears—slowly, painfully, and with plenty 
of stumbling and blundering. The simple sociological fact is that the mores of 
the utopia of which they dream do not now exist in the minds and actions of 
a sufficient proportion of the population to make possible any quick and easy 
achievement of their “New Order.” A New Order certainly is emerging, but 
it is likely to follow the slow unconscious piecemeal pattern which characterized 
the transition from agrarian Rome to military imperial Rome to theocratic 
Rome to secular feudalism to dynastic state to capitalistic national imperialism. 
These “new world-order revolutions” require centuries, not decades, and they 
are not “revolutions” except in retrospect. 

Of course, this is not a scientific treatise. It is a youthful hope in the pro- 
phetic vein, but the policies and goals it advocates are alleged to be imperatives 
derived from the factual findings of the social sciences and from economics in 
particular. As a matter of fact, we simply do not know enough now to create 
the kind of rosy world of which the authors dream and we won’t know enough 
until the social sciences have become much more scientific than they are at 
present. It was 500 years from Paracelsus to synthetic rubber, We need at 
least a hundred years of research before we can make synthetic societies; and 
then they are not likely to resemble our “plan” even as closely as the B-19 
resembles da Vinci’s “flying machine.” 

Serious books should not be printed without an index. 

READ BAIN 

Miami University 


Statistics; Economic Mathematics; Accounting 


The Relation of Cost to Output for a Leather Belt Shop. By JoeL DEAN. 
Memorandum on Costs in Relation to Output. By C. REINOLD NOYES. 
Tech., pap. no. 2. (New York: Nat. Bur. of Econ. Research, 1941. Pp. 72.) 

In the statistical study which constitutes the principle part of Technical 

Paper 2 of the National Bureau of Economic Research, Joel Dean makes an- 

other addition to that growing literature of statistical cost analysis to which 

he has been the chief contributor. The basic techniques likely to be employed 
in the statistical determination of cost-output functions are by now familiar to 
the initiate, and enough studies have been completed to put the theorist on 
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guard for the linear total cost functions (and derived constant marginal costs) 
which seem typically to be found. Against the background of earlier contri- 
butions, therefore, the present study is noteworthy in at least three respects. 
First, of course, in presenting empirical results from another case study it 
adds another page to the volume of statistical evidence concerning the cost 
functions of industrial firms. Second, it offers an exceptionally clear-cut expo- 
sition of the techniques employed and of their statistical and economic ra- 
tionale—a thing readers have come to take for granted from Mr. Dean. 
Finally—and this part of the study is perhaps the most novel—it devotes 
considerable attention to tests for establishing the most controverted result 
- of numerous cost studies, the linearity of the output-total cost function. 

The empirical findings include the calculation of several output-cost rela- 
tionships for a leather belt plant, including aggregate total cost functions, 
functions for the components of total cost, and average cost functions, A linear 
total cost function is established as the best fit, after experimentation with a 
cubic function. Practically all of the significant statistical possibilities offered 
by the data are thoroughly explored, so that the results are better defended 
than many against the usual types of statistical criticism. 

There is an admirably clear exposition of the techniques employed in choos- 
ing data, in rectifying it through deflation, and in the application of multiple 
regression analysis. An interesting and somewhat novel aspect of Dean’s tech- 
nique is the final treatment of output in two dimensions (or as two variables) 
—area of belting and weight of belting. This leads to a multiple correlation 
analysis involving cost and the two output variables. 

The most novel aspect of the study is the exposition and application of a 
whole array of tests of the linearity of the net relation between total cost and 
output. Analysis of the variance of total cost observations from the linear 
partial regression, and of the variance of residuals from the linear multiple 
regression surface; calculation of the relation of incremental cost to output 
and of average cost to output; and fitting of an alternative cubic total cost 
function are all included. In addition to reinforcing Dean’s immediate results, 
this section of the study constitutes a useful catalogue of linearity tests for the 
careful statistical worker, and anticipates criticism of the character raised by 
Ruggles, Ezekiel, and others with respect to certain cost studies of recent note. 

As a whole Mr. Dean’s study is characterized by a notable care in expo- 
sition and a welcome conservatism in the interpretation of results, which has 
not in so high a degree characterized the recent work of others employing 
similar techniques. 

The appended memorandum on costs by C. Reinold Noyes is not directly 
related to Mr. Dean’s study, constituting rather a general criticism of modern 
theoretical cost analysis as it is employed as a background for statistical re- 
search. It is Mr. Noyes’s contention that numerous matters of theory must be 
clarified before empirical cost studies can yield definitive results. 

In a sense economic theorists deserve the reprimand of Mr. Noyes, since it 
is true that the modern literature includes no unified definitive treatment of 
the definition of costs, of the allocation of costs over time, and of the precise 
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relationships among short-run price analysis, the time-sequence analysis of 
capital values, and accounting doctrine. It is also probably true that many 
economists have never troubled to piece these problems together for them- 
selves, so as to have on the tips of their tongues a quick answer to the ques- 
tions posed by Mr. Noyes. l 

On the other hand, it is true that scattered through the literature there 
exists a body of doctrine adequate to fill most of the gaps found by Mr. Noyes. 
Opportunity costs, user costs, and the distinction between private and social 
costs, for example, have been dealt with fairly adequately by various authors. 
The problem of how to allocate truly fixed costs over time and over output in 
the short period is also presented by Mr. Noyes as requiring definitive solution 
in price-cost theory. Although statistical and accounting literature is replete 
with suggestions along this line (as, e.g., in the work of Canning, Hotelling, 
and Preinreich), it is true that the allocation problem has not been logically 
resolved by reference to the premises of price theory. But this is attributable to 
the fact that in the short-period fixed costs are not costs at all (see the Mar- 
shallian doctrine of quasi-rent), and that therefore price analysis can offer 
no real criteria by which to measure the relative validity of various methods 
of allocating fixed costs over time or output in the short period. Methods of 
short period cost allocation merely solve a problem which in price analysis 
does not exist. It does not necessarily follow that price analysis is at fault. 

Although most of the points raised by Mr. Noyes are significant and im- 
portant a good many of them are, therefore, already squarely met at one place 
or another in contemporary economic thought. It definitely does remain, how- 
ever, for some writer to unify contemporary cost doctrine in a single treatment 
oriented to the problems of statistical cost research. 

Jor S. BAIN 
University of California 


Statistical Methods Applied to Agricultural Economics. By FRANK A. PEAR- 
son and KENNETH R. Bennett. (New York: Wiley. 1942. Pp. vii, 443. 
$4.00.) 


In several respects this book is an admirable achievement. Professors Pear- 
son and Bennett make the first major application of modern statistical methods 
to agricultural economics. Methods of mathematical and graphic correlation 
analysis, the analysis of variance, and the chi-square and ¢ tests are given im- 
portant rôles in the solutions of problems of farm management and operation. 
Techniques of statistical inference, familiar to all students of the writings of 
Fisher, Ezekiel, Karl Pearson, Gossett, and Snedecor, are introduced into the 
methodology with simplicity and clarity. Highlights are the nicety of treat- 
ment of the null-hypothesis, the adaption of tabular analysis to the study of 
variance, and the variations upon graphic correlation methods. 

The authors make no pretense of presenting the theoretical aspects of sta- 
tistical probability and of errors of observation; in fact, the authors state 
only the most cursory propositions in either case. This deficiency reduces 
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somewhat the usefulness of Statistical Methods. Without at least an elementary 
understanding of the Gaussian and other probability curves the student may 
encounter difficulty in making inferences upon the kind of data usually avail- 
able in the field of agricultural economics. A more thoroughgoing examination 
of the meaning of variability would also have greatly assisted the beginning 
student. A warranted supplement to methods of curve fitting and multiple 
curvilinear correlation is Fisher’s theory of the transformation of equations 
through orthogonal polynomials; the authors make no reference to it. 

The reviewer is also a bit puzzled that so competent a student of the subject 
as Professor Pearson should slight the theory of index numbers. Admittedly, a 
book on statistical methodology cannot devote too much space to theoretical 
issues. But, in view of the application of these methods to agricultural eco- 
nomics, an excellent opportunity, for example, to expand upon fundamentals 
of weighting, the relation between changes in value and changes in price, and 
index number sampling is foregone. In addition some aspects of index number 
method, among others, the problem of splicing, methods of deflation, and 
fundamental relationships between types of index numbers, are also neglected. 

The chapters on time series analysis are also in some respects meager in 
content. The theory of measurement of economic rhythms would have been 
improved through a clearer presentation of the connection between trend, sea- 
sonal, cyclical, and other elements. The treatment of cyclical rhythms is es-: 
pecially limited in both application and method; thus the measurement of 
the amplitude of cyclical movements is confined to the method of cyclical 
percentages. For certain purposes, even in the field of price analysis, the re- 
viewer has found it desirable to convert percentage deviations into terms of 
some standard unit. 

Since the authors have largely limited themselves to methodological elements, 
they would have greatly added to the value of the book as a text by the addi- 
tion of a chapter bibliography to assist the student in the study of the funda- 
mentals related to method. 

Ernst W. SWANSON 

Washington, D.C. 


Business Statistics. By MARTIN A. BRUMBAUGH and LESTER S. KeLLocs, with 
the collaboration of Irene J, Gramam. (Chicago: Richard D. Irwin. 
1941. Pp. xv, 913. $4.00.) 


It has long been the reviewer’s conviction that a course in elementary sta- 
tistics should be required in either the freshman or sophomore years of the 
school of business curriculum. The purpose of such a course would be to 
acquaint the student with the inferential methods of statistics so that in good 
time he will be given an understanding of the nature of business knowledge 
and, more essentially, so that he will have early guidance to the formulation 
of a thinking process adaptable to conditions of variability. The text to im- 
plement that course by necessity of these requirements would enter into not 
only the elements of statistical method and theory, but also the principles 
of investigational methods. 


1942] ‘BOOK REVIEWS 601 


Business Statistics by Professors Brumbaugh and Kellogg most aptly meets 
the above requisites. With an enviable simplicity the authors relate statistical 
methodology to elements of the epistemological aspects of variability and 
sampling and probability theory. Their text is a thorough introduction to 
methods of meastirement of variability, time series analysis, relatives and index 
numbers, simple correlation, and the elements of variance and sampling. These 
methods are all built into a broad scheme of statistical investigation of business 
and economic problems involving errors of observation. Then, by means of, 
illustrations selected from actual business operations, the authors give the 
student an insight into the approach to a problem, its formulation, the sources — 
and collection of data, inferences upon the data, the solution of the problem, 
and the presentation of results. 

Somewhat unique is a chapter on the use of numbers. It affords a review of 
fundamental operations in arithmetic. The reviewer welcomes this departure, 
for it is his experience that the majority of students are deficient in elementary 
mathematics. On the subject of ratios there are two chapters which are excel- 
lent both as to development and application. The authors are to be com- 
mended for a simple, but instructive, explanation of the meaning of the normal 
curve and other theoretical distributions to statistical inference. A well-chosen 
bibliography supplements each chapter. 

Ernst W. SWANSON 

Washington, D.C. 


Industrial Accounting. By SAMUEL WALDO SPECTHRIE. (New York: Prentice- 
Hall. 1942. Pp. xi, 243. $3.75.) 


Conforming to the current trend of speeding up production, here is an at- 
tempt to compress into a text for a single semester the basic principles of 
general accounting and cost accounting as well. The first twelve chapters (94 
pages) are devoted to the fundamental accounting principles; the next eleven 
chapters (pp. 95-208) cover cost accounting; and the three final chapters deal 
with the use of accounting data for purposes of controlling expenses, measuring 
operating results, and in the formulation of business policy. 

To cover elementary accounting and cost accounting in 239 pages is a feat 
of heroic proportions quite in keeping with the times. Large as the order 
seems to be, its fulfillment has been reasonably well attained. Mr. Specthrie 
has contrived to make an astonishingly compact and effective presentation. 
The pace is swift; the material is well organized and effectively written. The 
problems are fairly short and for the most part good, though many may feel 
there are too few of them. 

In achieving compactness, philosophical and theoretical considerations and 
discussions of many debatable points have been sacrificed. Many will feel that 
his statement (p. 12) that “Expenses, taken alone, represent losses and there- 
fore decrease net worth,” is an inadequate consideration of the nature of ex- 
pense. The addition of a column for marginal revenue in Figure 121 (p. 231) 
would have been of considerable assistance in explaining the particular level of 
operations under the assumed conditions. 
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Classroom discussion can supplement these and other points where adequate 
consideration has had to be skimped because of the need for brevity. 

The book is unique, so far as this reviewer knows, in defying all accounting 
tradition by combining general accounting fundamentals and cost accounting 
into a text for a single semester. That such a program will keep students well 
occupied for a semester, few will doubt. Mr. Specthrie has gone a long way 
toward making it possible for students to accomplish such a project. Where 
only a single semester course in accounting is possible, particularly in engineer- 
ing curricula, this text is as good as can be found. 

WILLARD C. BEATTY 

Brown University 


Public Finance; Fiscal Policy; Taxation 


American Taxation: Its History as a Social Force in Democracy. By SIDNEY 
RATNER. (New York: Norton. 1942. Pp. 561. $4.50.) 


There seems to be, as a general rule, an opposition between scholarly writ- 
ing and the more popular writing of the professional journalist. The one, aim- 
ing at exactitude, full of qualifications (lest perchance a review by another 
scholar note the absence of reference to some exceptional case or to some 
occasional modifying circumstance!) and documented with numerous foot- 
notes, is often drudgery to read. The other, though it may hold the reader’s 
attention, is likely not to be documented at all and is sometimes inaccurate, 
almost necessarily incomplete (because of lack of space, if for no other reason), 
and probably more often misleading than the work of the trained scholar. 

But Mr. Ratner’s study is at the same time scholarly and interesting. The 
author has a happy faculty of selection of dramatic incidents and striking 
quotations without neglect of what is truly significant. 

Although Mr. Ratner’s book is, as its subtitle indicates, a history of Ameri- 
can taxation, it is by no means confined to the facts and figures on taxation. 
On the contrary, it is shot through with references to conflicting interests, 
opinions, and sentiments and with considerable description and comment on 
the influence of pressure groups. There is comment, too, on the inconsistencies 
‘between or among various pronouncements of the Supreme Court on the 
: income tax and related topics and comment on the pre-membership background 
and point of view of one and another member of the court. 

The author has taken pains to make mention of the writings and pronounce- 
ments of many economists whose views are given in the text or whose contri- 
butions to the literature of taxation are cited in footnotes. Especial mention 
has been made of the economists on the matter of financing war. Referring to 
the problem of financing World War L, the author says: 

Such noted economists as Professors O. M. W. Sprague of Harvard, Irving Fisher of 
Yale, and E. Dana Durand of Minnesota urged Congress to finance the war, enormously 


costly though it was, mainly, if not entirely, from taxes collected during its progress. 
Their argument was that government reliance on loans would lead to an inflation of 
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credit, a general and rapid rise in prices, an increase in the money costs of the war, a 
reduction in the real income of the masses, extraordinary profits for a few, and consequent 
social discontent. To avert these evils and the danger of revolutionary class antagonism, 
they advocated that the conscription of men should logically and equitably be accom- 
panied by something in the nature of the conscription of current income above that of 
the pre-war income and that portion of it not needed for absolutely necessary consumption. 
They favored high progressive income taxes, practically confiscatory of incomes above 
$100,000. Similar views were given wide currency through the American Committee on 
War Finance, headed by Amos Pinchot, in its “pay-as-you-go” war campaign. This 
program was criticized by Professors E. R. A. Seligman and R. M. Haig of Columbia, 
C. J. Bullock of Harvard, and others as being too extreme, but they agreed that a long- 
time policy of increasingly heavy taxation, coupled judiciously with loans, was desirable. 
A large number of distinguished economists in sympathy with the heavy taxation program 
sent a memorial to Congress setting forth its advantages as against the bad effects of 
relying too strongly upon bond issues. 


And in his final chapter, “America Faces the Second World War,” mention . 
is made of the proposals for war financing of J. M. Keynes, Gerhard Colm, - 
Alvin H, Hansen, and others. 

Attention is devoted throughout, and at length, to the influence on federal 
taxation and other financial measures, not only of our various wars, but also 
of the rise and fall of political parties and coalitions and of the dominating 
administrative and legislative leaders of each period. Typical chapter headings 
are “Jacksonian Democracy and Manifest Destiny,” “The Populist Revolt,” 
“The Tariff, and the Income Tax,” “Pressure Politics and Tax Issues,” “Theo- 
dore Roosevelt and the Progressive Movement,” “Republican Insurgency and 
Taxation,” and ‘“Wilsonian Liberalism and Tax Reform.” 

Very little attention is given to taxation policy and practice in the separate 
states. The author has confined his discussion almost altogether to federal 
taxation. The faults of the general property tax (unless there is implied criti- 
cism of this or some other tax or taxes in his sympathetic comments on Henry 
George), the growing reliance on sales taxes by a large number of our state 
governments, the increasing use of gasoline taxes, and other matters concern- 
ing the financial and tax policies of the separate states, are ignored. This is 
perhaps as it should be, for the addition of such material with anything like 
the fullness of presentation given the history of federal taxation would require 
at least one other equally large volume. A carping critic might indeed contend 
that the title leads one to expect a broader treatment in this regard, but, after 
all, a title should be brief and intriguing. It is not essential that it be fully 
descriptive. 

Certain trends in federal taxation are especially emphasized. As the author 
himself states in his Preface, his presentation “centers on those movements ` 
which brought into existence the federal income, inheritance, estate, gift and 
excess profits taxes,” and he has given quite a bit of attention to “their chief 
rival, the protective tariff.” 

Mr. Ratner does not try to conceal either his dislike for the tariff or his 
satisfaction at the trend toward the adoption and extension of the other types 
of taxation just mentioned. Probably his book is all the more interesting on 
this account. The coldly dispassionate balancing of one argument against an- 
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other with no effort to evaluate them and with the studied attempt to appear 
always “meticulously objective” is perhaps not likely to appeal to a majority 
of readers. But possibly if the author had included in his study the trend of 
state taxation in the last decade or two toward very great reliance on sales 
taxes and toward increasing barriers to interstate trade, which are the kinds 
of thing he clearly does not like when practiced by the federal government, 
the tone of his book would have been a few shades less optimistic! 

Although, as this reviewer has already noted, the points of view of various 
professional economists—and others—-on the objectives of taxation and how 
these objectives may be best realized are given some attention, the author 
gives no extended theoretical argument for or against any of them. No doubt a 
very few careful and patient readers, unfamiliar with theoretical analyses of 
the shifting, ultimate incidence and various repressive or other effects of dif- 
ferent types of taxes and tax systems, would be aided in their interpretation 
of the significance of the historical facts, were such analyses included. But 
books of too great size are forbidding. So, to many readers, is such theoretical 
analysis. Certainly, an author is entitled to choose his own limits of subject 
matter, on the basis of his own especial interests and the nature of his own 
researches. 

Mr. Ratner’s book is obviously, as his publishers say it is, the result of years 
of scholarly research. It contains a wealth of historical information. Its numer- 
ous footnote references and its extensive bibliography should be greatly helpful 
to anyone who may wish to pursue the investigation on any particular point 
or points still further, and it is easy to read. 

Harry GUNNISON Brown’ 

University of Missourt 


The Theory of Incidence of Sales Taxation. By Joun F. Dur, (New York: 
Kings Crown Press. 1942. Pp. xii, 257. $2.25.) 


For several years, the theory of shifting and Incidence of taxes has been 
in need of a thorough overhauling. While economic theory was making great 
strides, incorporating the contributions of Chamberlin, Robinson, Keynes, and 
others, and while tax programs were revised to include new forms of taxation, 
the authors of modern texts in public finance displayed little awareness of 
these advances, and, for the most part, failed to adapt them to the field of 
tax theory. Nowhere has this neglect been more marked than in the treatment 
of all those taxes which Dr. Due includes under the term “sales taxation.” 
Though probably most commodities are today produced and sold under 
conditions of monopolistic competition, shifting has usually been dealt with 
as a simple problem in pure competition or monopoly. Moreover, it has been 
customary to assume that the laws of shifting which applied in the case of 
specific taxes held with equal validity for ad valorem levies. General sales 
taxes upon which national and, in this country, state governments have come 
to depend so heavily, have been dismissed in the discussion of incidence with 
at most a brief paragraph. 
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It is true that a few rather brief forays were made by Fagan and Jastram, 
Haig, Meyers, Robinson, Brown, and some others at one or more of these 
problems, but it has been Dr. Due’s rôle to produce a systematic study of the 
incidence of sales taxes. The task has been performed admirably. Dr. Due’s 
book will doubtless be generally accepted as the standard and, indeed, the only 
comprehensive modern work in its field. 

After a concise summary of the generally accepted theories of pure competi- 
tion, monopoly, and monopolistic competition in Chapter I, in which the 
author acknowledges his obligation to Professor Chamberlin and Mrs. Robin- 
son, he deals in the next three chapters with special sales taxes of the specific 
type under each of these situations. Since the whole book is devoted to 
incidence, the definition used is of special interest. Some of the usual vagueness 
of distinction between “incidence” and “effects” is removed by describing 
incidence as “the extent to which the real incomes of various economic groups 
are reduced as a result of the tax.” Perhaps it is difficult to think of many 
effects which do not involve a change in real income for someone. At any rate 
Professor Groves is answered affirmatively when he asks whether the incidence 
of a tax on fuel oil rests in part upon buyers of coal, if the latter’s price rises 
because of substitution. Some so-called effects, involving reduced real incomes 
for persons other than those directly concerned with the taxed article as 
producers or buyers, comprise part of the pattern of incidence. 

The graphic analysis of taxes under pure competition has been much im- 
proved, thanks to the contribution of Fagan and Jastram, which Dr. Due has 
adopted. This reviewer cannot, however, refrain from observing that as a 
result of the collection of all charts at the end of the textual material, and of 
the relegation of the copious and indispensable footnotes to another appendix, 
the reader, who must constantly refer to three different pages simultaneously, 
will find his task heavy. He will become more discouraged in later chapters 
where Dr. Due’s charts reach the ultimate in graphic complexity. 

In a book which seems to have dealt with every possible qualification and 
refinement, the author may be pardoned a few omissions. The reader may 
wish, however, that Dr. Due had completed his analysis of the short-run 
incidence of special sales taxes at least in the cases of monopoly and monopo- 
listic competition by some mention of what has been called the “market” 
period, a time too brief to permit changes in the rate of output. Under monop- 
oly, a special sales tax may raise price at once, since the net marginal revenue 
curve will cut the x-axis farther to the left. The treatment of special sales 
taxes under monopolistic competition in Chapter IV is an important con- 
tribution. Those who are not thoroughly grounded in recent value theory, 
however, would do well to have The Theory of Monopolistic Competition 
close at hand. 

Chapter V presents a discussion of ad valorem or gross receipts taxes. It is 
clear from the analyses that tax policy might well take into account the greater 
burden which ad valorem taxes usually place upon consumers, The author has 
recognized a recent controversy as to how best to treat ad valorem taxes, 
whether as additions to cost or deductions from average and marginal revenue, 


606 | . THE AMERICAN ECONOMIC REVIEW | SEPTEMBER 


or whether as applied to gross price or price net of tax, by discussing all of 
these procedures. 

With his apparent preference for equality of revenue at the new equilibrium 
as the criterion of comparability of specific and ad valorem taxes, some will 
take issue. From many points of view, an ad valorem tax applied to price net 
of tax is best compared to a specific tax which is the product of the ad 
valorem rate and net price. This, of course, gives equal burdens at the point 
of impact. This is true because a specific tax of 50 cents on a commodity priced 
at $1.00 before tax, is equal to an ad valorem tax of 100 per cent on the price 
net of tax (50 cents). 

The conclusion in a footnote to page 92 that elasticity of demand under 
decreasing cost cannot affect the resultant comparative incidence of specific 
and ad valorem taxes holds only if comparability is defined in terms of equal 
revenues at the new equilibrium. It does not follow for taxes imposing equal 
amounts of burden at the point of impact. 

The author is not daunted by the complexity of conditions and the variety 
of comparable specific and ad valorem taxes to be considered when monopolistic 
competition exists. With precision and clarity, he deals in turn with absence 
of excess profits, and with the existence of oligopoly. In both cases, specific 
taxes tend to be shifted to the full amount of the tax. An ad valorem tax, on 
the other hand, producing revenue equivalent to that of a specific tax at the 
new equilibrium, raises price by less than the amount of the tax. The same is 
true of an ad valorem tax compared to a specific tax which equals the product 
of tax rate and old price, if excess profits are absent. Dr. Due then concludes 
that no simple principles can be deduced for the case of ad valorem taxes which 
impose equal burdens at the point of impact. 

The reader will be especially impressed with the chapters on general pro- 
ducers’ sales taxes, retail sales taxes, and general sales taxes, the second con- 
taining an excellent study of retail pricing. These taxes are usually assumed to 
raise prices to consumers and to lower interest rates, but Dr. Due introduces 
Keynesian analysis to show that general sales taxes also tend to reduce output 
and investment, and, therefore, national income, employment, and savings. 
Their burden, especially in a mature economy, and in one marked by monopo- 
listic competition, may fall in considerable measure upon those who lose 
employment. It is not clear, however, that the author’s conclusion is correct 
if the sales tax is enacted as a substitute for some other tax, for example, an 
income tax. Consideration is not given to the possible reinforcing or counter- 
acting effects resulting from abolition of the former levy. If there is no substitu- 
tion, the use made by government of the proceeds of the sales tax is significant, 
and, if the community is supplied with new, publicly provided goods and 
services, it appears to follow that the general price level including these goods 
may be no higher than before the tax. 

The foregoing comments have, it is hoped, indicated the broad scope and 
solid logic which characterize Dr. Due’s work. The student of general economic 
theory will profit as much by its study as will the specialist in taxation. 

DONALD W. GILBERT 

University of Rochester 
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Federal Tax Course. By Georce T, ALTMAN. (Chicago: Commerce Clearing’ 
House, 1941. Loose-leaf. $10.00.) 


While the entire federal tax structure and its workings are covered, this 
book correctly lays the far greater stress upon the federal income tax. Not 
only are the statutes analyzed, but even more important, Treasury regula- 
tions and leading Supreme Court decisions are taken into account, in the 
process of developing the background and the current climate surrounding 
the federal tax laws and their execution. 

The course is contained in a loose-leaf book conveniently organized by main 
divisions—explanatory text, problems and solutions, specimen income-tax 
returns, and official texts of the regulations. The relevant sections of the In- 
ternal Revenue Code, however, are to be found in the accompanying special 
book, readily available for quick reference. The topical index, table of cases 
cited, and list of abbreviations and references round out its usefulness. 

The book starts with a well-written explanatory text tracing the background 
and the development of the federal revenue system, showing how our taxes 
date back to the early colonies; how the tariff was supplemented, and later 
supplanted, by the internal revenue, especially the income tax; how the courts 
“relaxed” the English language a little to bring certain exactions within the 
meaning of tax; and how certain “temporary” taxes became an integral part 
of our tax structure. 

The succeeding section of the explanatory text epitomizes compactly the 
“authorities” underlying the revenue law—the Revenue acts, other tax stat- 
utes and the Internal Revenue Code, regulations and rulings of the Treasury, 
and the decisions of the Board of Tax Appeals and of the state and federal 
courts right on up to the Supreme Court. 

A discussion of the income tax on individuals and corporations then fol-- . 
lows. A résumé of the important constitutional angle is followed by a brief 
review of the power of states to levy income taxes. Next considered, among 
other topics, are the classes of taxpayers, tax rates, accounting factors, various 
items of deductions, and gains and losses, The question of reorganizations is 
also covered rather fully, as is the question of corporate distributions. 

Presented next is a brief, but sufficient, coverage of excess profits and capi- 
tal stock taxes, excise, sales and similar taxes, and gift and estate taxes. 

Following this examination of the fundamental principles of taxation is a. 
67-page section containing many problems classified in a manner similar to the’ 
basic explanatory text. The helpfulness of this section is enhanced by giving 
also the solutions, against which the student and practitioner can check his 
work. The problems and questions are especially apt and show an intimate 
familiarity with practical application of the ruling laws. 

Specimen filled-in returns, individual, partnership, corporate, ef al., with 
suggested work sheets and explanatory instructions by the author and the 
publishers, as well as practice exercises, illustrate further the applicability 
of this course, not only for the student, but also for those actively engaged in 
the field. Le 

The broad coverage of this book, its ready utility and utilization, and its 
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timeliness make it invaluable to the student, lawyer, accountant and tax 
specialist, and to those in research, business and financial institutions, and as 
well in government. 
James D. Paris 
Great Neck, New York 


Money and Banking; Short-Term Credit 


Branch Banking: Its Historical and Theoretical Position in America and 
Abroad. By Jonn M. CuapMAn and Ray B. WESTERFIELD, with special 
chapters by Gitpert E. Jackson and Maurice Mrecraw. (New York 
and London: Harper. 1942. Pp, xi, 431. $4.50.) 


There are few aspects of the branch banking question that Professors Chap- 
man and Westerfield have by-passed in this treatise. Evidently their intent 
has been to construct the definitive case for branch banking. Its historical 
development in the United States, its performance here and abroad, and its 
technical structure are examined in detail. The conclusion in every instance is- 
that “. .. only branch banking, on a trade-area-wide or nation-wide basis, will - 
solve the banking problem in the United States. . . .” 

The authors divide the history of branch banking in this country into four 
periods. The first extends from the establishment of the first Bank of the 
United States in 1791 to the establishment of the national banking system. 
The lesson of these years is that branch banking succeeded wherever it was 
undertaken with appropriate safeguards and proved itself to be well adapted 
to service in a frontier community. That it did not displace unit banking is 
attributed to the political appeal of free banking with bond-secured issue. In 
the second period, between the National Bank act of 1863 and the adoption ` 
of state-wide branch banking by California in 1909, branch banking languished - 
less because of active opposition than because of special favors showered upon 
unit banking in the campaigns to remove abuses of the wild-cat era. It suf- 
fered from neglect rather than from active maltreatment. 

In the third period, 1909-1933, selfish group action against the public in- 
terest prevented reconstruction of the banking system in the image of the 
‘Canadian and British systems. In succession the Federal Reserve act, the 
McFadden-Pepper act, the Banking act of 1933 and incidental enactments, 
put “artificial, arbitrary, and inequitable restraints” upon branch banking and 
perpetuated the “multitudinous unit bank structure that had proved beyond 
all dispute its utter inadequacy.” Since 1933, in the fourth period, the develop- 
ment of deposit insurance has frustrated the evolution of branch banking: 
vested interests retain for unit banks a public favoritism over branch banks. 
Ignorance and avarice have retarded effective reform of the commercial bank- 
ing system for a century and a half, but the logic of economic development 
eventually must clear the way for multiple-office banking under national super- 
vision exclusively. 
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Professors Chapman and Westerfield admittedly do not prove their thesis 
that the branch structure is our financial salvation from the American data 
on, say, bank failures. Their proof takes the familiar line: American bank 
failures have been excessive; the American banking system is peculiarly a unit 
system; the unit system is at fault. It is demonstrated with the assistance of 
guest authors, who supply the concluding chapters, that branch banking has 
succeeded abroad, that fmancial requirements elsewhere do not differ radically 
from our own, and, hence, that branch banking can be transplanted to the 
„American environment. The guest authorship, incidentally, achieves somewhat 
greater success in the use of statistical data on branch banking than is typical 
of the remainder of the volume. 

Most of the volume has been devoted to minute description of the admin- 
istrative design of typical branch organizations and to compilation of a priori 
argument on the superiority of the branch structure in resisting failure, mo- 

_ bilizing bank funds, providing bank services to depositor and borrower. The 
reviewer has noted omission of very few considerations that conceivably might 
arouse enthusiasm over the branch structure. For tactical purposes the authors 
might have been advised not to urge in the case for branch banking that 
“ .. when big banks totter the public authorities go to much greater lengths 

to prevent failure, and... this is particularly true of branch banks.” 

It is probable that Professors Chapman and Westerfield did not intend their 
volume for readers who may be well versed in banking history and theory. In 
part this conclusion follows from the frequent and colorful castigation of in- 
terests who oppose liberal treatment of branch banking: the language often 
is in the tradition of the pamphleteer. Moreover, there is a degree of antiquity 
in the argument that affects its contemporary scientific interest. The authors 
allege that nonmember banks have no direct access to the lending facilities 
of the Federal Reserve, and there is no consideration of the bearing which 
accumulation of government securities in bank portfolios may have upon 
reformation of the banking structure. None of the critical issues of monetary 
policy of the past decade is related to the central theme of structural reorgani- 
zation in the commercial banking system. One is warned against expecting 
analysis along this line by the assertion that the Federal Reserve System was 
an “awkward, expensive, and inefficient” substitute for a “series of large 
nation-wide branch banks, in competition with one another and subject to 
government supervision.” The reader will be interested to note how very large 
a proportion of this volume resembles closely the banking literature of the 
era immediately preceding passage of the Federal Reserve act. 

E. S. SHAW 

Stanford University 


Banking Studies. By MEMBERS OF THE STAFF OF THE BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM. (Baltimore: Waverly Press. 1941. 

Pp. x, 496. $1.50.) 
This volume, written by fourteen members of the staff of the Board of 
Governors of the Federal Reserve System, contains seventeen short papers 
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ranging in length from fifteen to thirty pages and dealing with various aspects 
of money and banking in the United States. The purpose, plan, and scope of 
the volume are accurately described by the following passage from the Preface: 
The purpose has been to present in brief form and simple language the substance of a 
large mass of information bearing on banking and monetary problems that the Federal 
Reserve System has accumulated during its quarter century of operation, and particularly 
during the past decade. 

Although in a field as controversial as this it is impossible for an author to remain 
entirely neutral, the aim throughout has been to present the material in an objective and 
impartial manner. The seventeen papers cover a wide range, and therefore inevitably 
traverse ground that is beset by controversy and sharp differences of opinion. The authors 
of the studies have specialized in the particular subjects of which they write, and in the 
preparation of their papers they have sought to present facts and not opinions. These 
studies, while assembled in one volume, were not intended to be a series of related chapters 
of a book, but to be, as the title indicates, separate studies of some of the most important 
aspects of this country’s banking and monetary system and of the role that it plays 1 in the 
functioning of the economy. 


The variety of the subjects treated is indicated by the titles of the papers: 
“Historical Introduction,” by Bray Hammond; ‘Federal Banking Legisla- 
tion,” by Walter Wyatt; “Currency System of United States,” by Victor M. 
Longstreet; “Banking Structure of United States,” by John E. Horbett; 
“Branch, Chain, and Group Banking,” by C. E. Cagle; “Credit and Savings 
Institutions other than Banks,” by David M. Kennedy; ‘‘Commercial Bank 
Operations,” by Roland I. Robinson; “Supervision of the Commercial Bank- 
ing System,” by Robert F. Leonard; “Policy and Procedure in Bank Examina- 
tion,” by Leo H. Paulger; “Public Nature of the Reserve Banks,” by E. A. 
Goldenweiser; “Operations of the Reserve Banks,” by Edward L. Smead; 
‘“‘Deterrents to Membership in the Reserve System,” by E. Magruder Winfield; 
“Money System of United States,” and “Monetary Controls,” by Woodlief 
Thomas; “Work of the Board of Governors” and “System Organization: 
Determination of Credit Policy,” by Carl E. Parry; and “Instruments of 
Federal Reserve Policy,” by E. A. Goldenweiser. 

It is difficult to evaluate these papers, owing to the strict limitations that 
the authors have imposed on themselves. In the first place, the papers are all 
short, so that only the most important aspects of each subject can be dis- 
cussed and they only briefly. In the second place, the authors do not attempt 
to make original contributions but only to present materials already gathered 
by the Board of Governors or others, If students of banking find little here 
that is new to them it will be in large part a tribute to the past research and 
publication by the Federal Reserve System, and particularly by the Board. 
And in the third place, the authors have sought to present facts and to avoid 
opinions and controversies. This is perhaps the most striking characteristic of 
the volume. The authors are willing to review historical events, to explain 
legal limitations, and to describe the structure, organization, and mechanics of 
institutions. But not only do they refuse to advance their own opinions and to 
engage in controversies; they largely ignore the existence of controversies and 
of proposals for altering existing institutions and policies, and they shun evalu- 
ation and criticism. 
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Their reticence is far greater than mere objectivity and impartiality would 
require. For example, though Mr.’ Cagle gives an excellent summary of the 
legal status, development, location, and present magnitude of branch, chain, 
and group banking in this country, he never mentions the bitter controversies 
that have centered upon the forms of banking organization and that have 
played such a large part in shaping the legal limitations on them. Neither does 
he discuss the abuses that led to some of the legal limitations mentioned, nor 
the relationship between the form of organization and the manner of func- 
tioning, nor the arguments that have been urged for and against the various 
types of organization, Mr. Wingfield presents a good summary of the positive 
and negative deterrents to membership in the Reserve System, but he never 
mentions the fact that many people are in favor of requiring such membership 
as a condition of engaging in commercial banking. In his paper on credit and 
savings institutions other than banks, Mr. Kennedy includes the federal credit 
agencies and even a section on the influence of nonbanking institutions on 
banks, but he carefully avoids discussing their direct competition with banks, 
saying, “No attempt will be made to show individual situations where a given 
institution or a particular type of loan is in direct competition with banks” 
(p. 161). The section leaves its reader without an adequate appreciation of 
the impact of these institutions on banks. 

Several of the papers describe the types of assets actually acquired by the 
commercial and Reserve banks and the changes of these in recent years, but 
the controversy as to the appropriate types of assets for these institutions is 
almost completely ignored. Mr. Parry’s discussion of the shifts in the location 
of control in the Reserve System would be more valuable if he had devoted 
more space to the disagreements and delays that occurred before the supremacy 
of the Board became established. Likewise, Mr. Goldenweiser’s discussion of 
the instruments of Federal Reserve policy and the limitations on their ef- 
fectiveness would be more useful if he had at least mentioned the central 
banking powers now possessed by the Treasury and had indicated the neces- 
sity of codperative action if the maximum effectiveness of monetary control 
is to be attained. The reader of the paper as it stands is likely to underestimate 
the central banking powers in the hands of the Federal Reserve and the 
Treasury together, and he is left innocent as to the problem of future Treasury- 
Federal Reserve relationships. 

The description of the limitations that the authors have placed on them- 
selves indicates the scope of the usefulness of the volume. Specialists in bank- 
ing will find little here that is not already familiar to them. The papers should, 
however, be useful to laymen, undergraduates, graduate students, and econo- 
mists who are not specialists in this field. These readers will find here short 
accounts of some, though by no means all, of the most important events in our 
monetary and banking history, a general description of the structure of the 
financial institutions of this country with special emphasis on banks, a survey 
of the structure, control and function of the Federal Reserve System, and a 
description of the public supervision of banks, They must realize, however, 
that when they finish the volume they will have added little to their knowledge 
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of the current controversies, issues, problems, and suggested reforms in the 
fields of money and banking and that the experts will have given them little 
guidance through this maze of issues. But what the authors have done has been 
done well. 

A few specific criticisms must be made. More careful editing could have 
eliminated wasteful overlapping and increased the unity of the volume. This 
is particularly true of the first three historical papers and of the papers dealing 
with the Federal Reserve. Mr. Longstreet’s neglect of coins in his history of 
currency is so striking as to lead one to wonder whether he, like later writers 
in the volume, includes coins as well as paper money under the heading of 
currency. In his discussion of the difficulties of defining money (pp. 296-303). 
Mr. Thomas should have pointed out that all types of assets, and not only 
“liquid” assets, possess in varying degrees some of the attributes of money. 
There is also a real danger that readers of this paper, especially of the section 
on page 303, will be led to underestimate the differences between the conse- 
quences of changes in the supply of currency and deposits and of the supply 
of less liquid assets. In his treatment of the objectives of monetary regulation, 
Mr. Thomas correctly points out that, “Limitations imposed by rules designed 
to assure convertibility, however, are not necessarily suited to the broader 
objectives of economic policy and have at times operated in conflict with 
more desirable aims” (p. 335). His own statement of objectives is not espe- 
cially helpful, however. “The aims of monetary regulation are, within the 
limits of its powers, to safeguard the soundness of the monetary and banking 
system, and to direct the activities of that system along lines that will promote 
the attainment and maintenance of a high degree of national well-being” (p. 
336). 

| LESTER V. CHANDLER 
Amherst College 


The Federal Reserve Bank of Richmond, By Cuartes G., Corr. (New York: 
Columbia Univ. Press. 1941. Pp. xv, 140. $2.00.) 

Mr, Coit opens this study, which is one of a series appraising the opera- 
tions of the twelve Federal Reserve banks, with the statement that its pur- 
pose is to determine the success of the Federal Reserve Bank of Richmond as 
a regional bank in the light of problems which are solely peculiar to this bank. 
How an investigator can isolate one of the basic institutions of the Federal 
Reserve System and then proceed to disclose its success or failure is much of a 
puzzle to this reviewer. The puzzle is not solved by reading the eight chapters 
of Mr. Coit’s book, for they seem to indicate on his part little more than a 
hasty survey of the resources and activities of the Fifth Federal Reserve Dis- 
trict followed by a long-range analysis of whatever publications have been is- 
sued by the Federal Reserve authorities and other agencies. There is no evi- 
dence of a thorough, painstaking study of the business and banking affairs of 
the Fifth District since its establishment. 

Chapter I, dealing with the economic background of the study, overempha- 
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sizes the importance of cotton and tobacco, and presents no analysis of the 
industrialization which has occurred in the last few decades in the various 
states comprising the Fifth District, and which has caused manufacturing to 
contribute 57 per cent of the total income for the entire area. No evidence is 
presented to support the author’s assertion that “an inadequate supply of 
short-term bank credit” existed in the district, Furthermore, the statement 
(p. 15) that high rates of interest to farm owners are responsible for the ap- 
pearance of federally sponsored agricultural credit agencies is surely mistaking 
a mere symptom for a real cause. 

Chapter II is concerned with the banking background of the study. It re- 
veals little intimacy with the growth and present status of state and national 
banking in the Fifth District. Since several pages in an all too short chapter of 
15 pages are devoted to banking conditions prior to the Civil War, much of 
the material of the chapter can hardly be regarded as being relevant to the 
problem of determining the success or failure of the Federal Reserve Bank of 
Richmond. 

The most important chapter of the study, which relates to the operations of 
the Richmond bank, reveals nothing more than what one can find in the 
various published sources. Since the minutes of the meetings of the bank’s 
directors were not open to Mr. Coit, no contribution could be made at this 
point in the study. The statement (p. 47) is made that Federal Reserve agents 
had considerable power in shaping reserve bank policy, but it is not supported 
by the author. Furthermore, nothing is said about the agent’s rôle in the Fifth 
District. The assertion (p. 60) that after March 6, 1934, United States Gov- 
ernment obligations could be used as collateral up to 60 per cent of outstand- 
ing Federal Reserve notes is erroneous, since they could be used as collateral 
up to 100 per cent of outstanding notes. 

The accusations that the Federal Reserve Bank of Richmond “lacked ini- 
tiative” in developing its own rediscount policy, and that it relied on the New 
York bank too much are supported by no reasons why the Richmond bank 
should have developed a more independent rediscount policy. Might it not 
have been desirable for the Richmond bank to accept the leadership of the 
New York bank? The burden of proof to the contrary lies with the author, 
but no such proof is attempted in this volume. 

Chapter VI on bank suspensions and public supervision is a superficial 
analysis based on published Federal Reserve data and a few scattered works 
of earlier investigators. There is no evidence of any original, independent in- 
vestigation by Mr. Coit. His very broad generalization (p. 82) that a rapid 
decline in the prices of tobacco and cotton caused an increase in bank failures 
is not very revealing. A statistically inadequate treatment is applied to the 
loans and investments of failed banks (p. 84). 

Mr. Coit’s conclusions, appearing in Chapter VIII, amount to no more than 
a résumé of all the preceding chapters. Since the earlier chapters do not show 
whether or not the Federal Reserve Bank of Richmond has been a success, the 
concluding chapter leaves the reader with the realization that the author has 
not answered the questions which he has raised. It appears that the author 
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relied too heavily on published private and governmental reports and too 
lightly on original, independent investigation of his own. 

Throughout this volume there are some very unnecessary errors in the 
footnotes and the bibliographical listing. For example, on page 18 a citation 
is made from a July, 1931, Analysis of American Tobacco Company to sup- 
port-a statement relating to 1933 tobacco statistics. On pages 88 and 129 | 
reference is made to this reviewer’s publication entitled State Bank Failures 
in Virginia, No such book has ever been published, and the reference should 
be to the reviewer’s Supervision and Control of Virginia State Banks pub- 
lished in 1937. The same error is repeated in the bibliography, where also 
W. Randolph Burgess is referred to as W. H. Burgess and the title of Burgess’s 
well-known study of the Federal Reserve banks and the New York money 
market is incorrectly given. 

ALLAN G. GRUCHY 

University of Maryland 


International Trade, Finance and Economic Policy 


America’s Trade Equality Policy. By Hucu O. Davis. Introduction by WiL- 
. LIAM S. CULBERTSON. (Washington: Am. Council on Public Affairs. 1942. 
Pp. xii, 137. Cloth, $3.00; paper, $2.50.) 


The British Tariff Movement, By Marvin E. Lowe. Introduction by P. W. 
BiowELL. (Washington: Am. Council on Public Affairs. 1942. Pp. 133. 
Cloth, $2.50; paper, $2.00.) 


These two books are significant contributions to the history of Important 
aspects of the commercial policies of two great trading nations. Dr. Lowe’s 
book is based on a doctoral dissertation submitted to the University of Illinois 
and Dr. Davis’s on a Harvard thesis. Both are published by the American 
Council on Public Affairs, which has recently embarked on an ambitious pro- 
gram of thesis publication. This program deserves commendation because, in 
the present cases at least, both theses show great industry and it would have 
been a misfortune to have relegated them to the oblivion of their respective 
university libraries. With the exception of the fine print used for the quota- 
tions in Davis’s book (where nearly 700 words are crowded on one page in 
several cases) the typography is satisfactory, and though both bibliography 
and index are omitted the books are well documented. 

Dr. Davis’s book traces the development of the most favored nation clause 
in the United States from the first commercial agreement signed with France 
in 1778 to the application of the clause to the trade agreements negotiated by 
Secretary Hull under the Reciprocal Trade Agreements act of 1934. Most 
students of American commercial policy are familiar with the change from the 
conditional to the unconditional interpretation of the clause effected by Sec- 
retary Hughes in the Brazilian and German treaties of 1923, but Dr. Davis’s 
painstaking study reveals many interesting details. Although the United States 
held to the conditional interpretation of the clause before 1923 (indeed, this 
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was the only interpretation the courts would allow), a number of treaties 
containing the unconditional statement of the clause were signed. For ex- 
ample, eight of the fourteen treaties concluded in the period prior to 1829 
contained the unconditional form of the clause. Further, although the uncon- 
ditional form of the clause was adopted after 1923 (and supported by the 
courts), the effects of this change were mitigated for a time by the contingent 
duties of the 1922 and 1930 tariff acts and by the high rates of our autonomous 
single column tariff. The Reciprocal Trade Agreements act of 1934 repealed 
the contingent duties and reduced the American tariff, but the change came 
after most of the other nations of the world had embarked on policies of 
discrimination and autarky. Whether the conditional or unconditional inter- 
pretation of the clause was followed, however, the dominant features of Amer- 
ican policy was equality of treatment. 

Dr. Davis’s book shows careful scholarship, but it is not easy to read. The 
first part of the book in particular is burdened with long, and to some extent 
repetitious, quotations phrased in legal language and printed in type so fine 
as to tax the patience of most readers, The discussion of the application of 
the most favored nation clause in the Hull trade agreements program is brief 
and in some cases unsatisfactory, as, for example, the glib assumption (p. 
118) that the representative period formula completely solves the problem of 
the application of equality of treatment to quantitative controls. Professor 
Culbertson’s “introduction” is not actually an introduction to the book but a 
detached essay outlining his efforts to secure the adoption of the uncondi- 
tional most favored nation clause with a rigid limitation on permissible re- 
gional exceptions. 


Dr. Lowe’s book is not a complete British tariff history, but covers the 
period from 1910 to March 1, 1932, in great detail. It was during these years 
in particular when the English tariff reform group worked so assiduously to 
secure (and finally succeeded in securing) the adoption of a general tariff. 
Instead of giving a tiresome reiteration of the legislative enactments and ad- 
ministrative orders affecting the tariff during this period, he describes the 
pressure group activities and ideological forces which shaped the govern- 
mental action. The description is ably given and should be carefully digested 
by students of recent British commercial policy who fail to realize that the 
roots of British protectionism go much deeper than the depression of the 
1930’s. 

The major defect of the work is its lack of interpretation. Since the book 
was written by an historian one should not quarrel with the obvious (and, 
indeed, intentional) lack of economic analysis. The historian, however, loses 
much of his usefulness when he becomes a mere chronicler of events. The 
Labour party turned about face and gave its tacit consent to protection; the 
great bulwark against protection, the Liberal party, lost large numbers of its 
middle-class voters to Tory ranks and then disintegrated; the Conservative 
tariff reform group had its way and imposed a general tariff. These are mo- 
mentous events and Professor Lowe has told them in greater detail than 
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before. The unfinished task is to submit them to careful critical analysis. 
Another defect of the book is its wholly unwarranted reliance upon journalistic 
sources. Nearly two-thirds of the footnote documentations are to the London 
Times. Although this newspaper is undoubtedly a fertile source of historical 
information, one can scarcely justify using it instead of Hansard in quoting 
from Parliamentary debates, or instead of the Board of Trade Journal and 
Parliamentary Command Papers when referring to official pronouncements. 
CARL KREIDER 
Goshen College 


Public Control of Business; Public Administration; 
National Defense and War 


The Unfinished Task: Economic Reconstruction for Democracy. By LEWIS 
Corey. (New York: Viking. 1942. Pp. xiii, 314. $3.00.) 


This book may well be a landmark in the current retreat from the Left. It 
is a powerful denunciation of statism and political romanticism, a plea for 
dispersion of power, and a defense of essential features of the old order as 
requisites of freedom and democracy. Corey still writes as a socialist; but he 
repudiates all doctrinaire, radical, revolutionary schemes. 

In his antistatism, his fear of power concentrations, and his insistence on 
separation of economic and political power, Corey~comes close to traditional 
economic liberalism. His positive, practical proposals, however, leave him 
far removed from that (or any intelligible) position. While his many dis- 
affirmations are rested on sure insights and fundamental considerations, his 
positive position, in my opinion, is politically complacent, opportunist, ex- 
asperating in its vagueness, and largely based on dialectical witch-hunting 
rather than upon significant diagnosis of institutional anomalies. There are 
no end of good things in this book; but I shall here focus attention on what 
strikes me as foolish and wrong. My attack, of course, is that of a dogmatist 
and doctrinist, convinced that there is no defensible middle ground between 
totalitarian absolutism and orthodox liberalism or, at least, that Corey, mis- 
guided by his own rhetoric, has only rediscovered and espoused a syndicalism 
or guild socialism which, by name, he disavows. 

As political economy, Corey’s pages are long on good political philosophy 
and on bad economics. Repudiating Marxism, he remains essentially Marxist 
in his explanation of depression (his only real venture into economic analysis 
and perhaps the core of his confusion). The main ideas will be familiar to 
New Republic readers. At bottom, is the mature-economy hypothesis—a drastic 
narrowing of investment outlets as we approach abundance!—and chronic 
over-saving which, in turn, is attributed to monopoly profits and excessive 
capital charges of the great corporations. That this “analysis” differs little in 
substance or import from doctrines now preached from the best academic 
pulpits must, in fairness to Corey, be duly conceded.* 


*Corey, however, dissociates himself from the proponents of compensatory deficit 
spending, stressing the political dangers of inflation and of other repudiation devices, In 
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Corey’s good society is one of public corporations (which would displace 
all great private companies), of labor organizations with unlimited powers, of 
free capitalist enterprise in medium and small scale business and agriculture, 
and of over-all federal economic planning. Thus, his only drastic proposal 
concerns big business—as he tentatively puts it, some 1,000 companies. Here 
he faces a conundrum: how to socialize without governmentalizing. Like Lange, 
he purports to have found the answer in formal decentralization. This is the 
crux of Corey’s scheme—and I can make no sense of it whatever, Federal (or 
state or municipal) ownership, with politically responsible control, makes 
sense; so does private ownership and control, disciplined by competition. Corey 
pretends to see something in between; but, try as I will to understand him, I 
simply cannot make it out. 

The great corporations, it seems, need only be turned over to boards repre- 
senting predominantly their technical-administrative personnel, with minority 
labor representation and some (purely formal?) representation of consumers 
and others. The government will not be represented at all but will impose 
over-all planning direction. (Planning is stressed throughout the book; but 
the word is invariably used to connote wise, benevolent guidance from above 
and without issue-raising or discussable denotations.) I cannot surmise what 
Corey has in mind, if anything, by way of division of function or power be- 
tween the boards and the planners, although he tells us that interference from 
above will be quite limited. One hears nothing of the nature or structure of 
the planning agency or of its policy problems. Everything is to be ordered by 
a “new constitutional framework”—a beautiful conception surrounded by 
inspired rhetoric but, like planning, nowhere described or defined save as the 
realization of all our wishes and hopes. How the responsible technical- 
administrative personnels are to be selected and ranked is not discussed at all! 

Evidently one need only grasp the general idea (à la Veblen and the techno- 
crats) of releasing now frustrated technical managers from subservience to 
financial interests (including the Treasury?), so that they may create profitless 
abundance instead of profitable scarcity. Engineers want to produce; workers 
want to produce; only the financial oligarchy stands in the way. Owners must 
not be expropriated but must be removed from control (which they have 
already lost). The Treasury must pay off present owners but must not load the 
new corporations with old capital charges. The public corporations should pay 
for any new outside capital, but interest on reinvested earnings must not be 
treated as a cost (which, I submit, is nonsense). 

On financial questions generally, Corey’s writing has run far ahead of his 
thought. The argument bogs down repeatedly in confused distinctions between 
interest and profits. Nowhere does he intimate how new investments should 
be allocated among the public corporations or what should be done with their 


general, he gives almost no attention to monetary problems—or to taxation. Like the New 
Republic, he evidently believes that “purchasing power” is merely a distributional prob- 
lem—a problem of monopoly profits and of wicked corporate restriction of employment 
and output. What I might offer here by way of comment on Corey’s depression theory 
would mainly repeat what I have written recently in a review of Professor Hansen’s 
latest book. See my “Hansen on Fiscal Policy,” Jour. of Pol. Econ., Vol. L (Apr., 1942), 
pp. 161-96. 
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net earnings (or losses). Indeed, he cannot decide whether they should earn 
anything on their capital or not. Having frequently implied that they should 
not, he finally concedes in a footnote that possibly they should earn something, 
in order to guard against their competing unfairly with private firms. The 
oversaving problem is to be solved by extirpating monopoly profits; but I 
cannot see that substitution of government bond interest would “improve” 
matters, save to the extent of a partial expropriation which is not suggested or 
defended. (My guess is that the public would actually pay present “monopoly 
profits” thrice over, once as federal bond interest to the old owners, once as 
higher prices and more monopolistic wage rates, and once as corporation 
deficits covered by the Treasury.) l 

Corporate imperialism and private collectivism do present our politically 
urgent economic problem. Corey misconceives and exaggerates the technical, 
economic importance of enterprise monopoly; but its political importance can 
hardly be overstressed. Much can be done about it, and easily; and we shall 
make little headway against other and greater problems until we rid ourselves 
of the needless concentration of power which corporate states and federations 
have visited upon us. I agree with Corey that the problem is mainly one of 
organizational size. But I deny that it is a matter of technically desirable size, 
or that the dissociation of ownership and management is (as he asseverates) 
of fundamental importance. 

Corey, attributing trade restraint to monopoly capitalists, would extirpate 
it merely by transferring their power into other hands. I look at the same 
phenomenon and am impressed by the great variety of measures and ap- 
proaches necessary for effective reform. There is (1) the special problem of 
the utilities. (Corey, following Berle and Means, nowhere distinguishes them 
from other industries and, thus, gets a fine rhetorical effect from misleading 
statistics.) Here effective competition is impossible; and, among possible 
devices of political control, Corey’s scheme has much to commend it. There 
is (2) the problem of patents and patent pools which call for prompt and, 
I suspect, radical reform—perhaps, indeed, for abolition of private property 
in technical knowledge. There is (3) the holding company device—which has 
been restricted only in the area where it matters least. Next perhaps come (4) 
the great horizontal combinations and the opportunities for wholesale dismem- 
berment which scarcely touches managerial or productional organization. Then 
there are (5) the great vertical combinations where immediate technical 
economies, if any, are purchased too dearly in power concentration which, 
undermining competition, removes the best guaranty of long-term efficiency. 
Somewhere we must face (6) the task of removing those decisive advantages 
of size which, while very real for private firms, are unreal and negative for 
the community, namely, the mere selling advantages. We should consider 
seriously the case for greater enterprise specialization, not only among phases 
of production but also between manufacture and selling. Above all, we must 
face the task of promoting consumer education, of developing better standards 
and testing, and of providing competent, disinterested, accessible information 
and consumer counsel. Small firms cannot attain or maintain their proper place 
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in our economy, against big names, national ballyhoo, and powerful sales 
organizations, unless armed with convincing quality certifications (of govern- 
mental or endowed, nonprofit agencies) for their products. There is (7) the. 
important monopoly of organized small retailers, whose power is revealed in 
recent “fair-trade” legislation, in organized pressure for wider margins in 
price-maintenance contracts, in discriminatory taxation, and in the elimination 
of “chiselers” via boycott threats against their suppliers. We need also recog- 
nize (8) a relation between labor organization and industrial monopoly—that 
labor and enterprise monopolies tend to complement one another and mutually 
to implement joint special interest in trade restraint. Finally, there is (9) the 
tariff problem and the large opportunities for mitigating domestic monopoly 
by tariff reform. 

This long digression is intended to suggest that monopoly is a protean thing, 
not amenable to simplistic analysis and not correctable by simplistic schemes, 
and to indicate what Corey does not discuss. Bent on exorcising devils, whom 
he hastily identifies as monopoly capitalists, Corey nowhere comes to grips 
with real or substantial aspects of the monopoly problem; and he offers no 
substantial reasons for believing that his proposed measures would in any 
way, much less on balance, diminish trade restraint. 

On any meaningful and realistic interpretation, Corey is merely urging us to 
rush along faster into a chaotic civil war of mass functional minorities which 
is the likely prelude to absolutism here. Trusting technical-administrative 
groups with large (nominal) power, he naturally devotes several passages to 
confuting Burnham. Despite the confutation, I am, like Corey, not mainly 
worried about his managerial planners, either in Washington or in Pittsburgh. 
What he fails to see is that both his managers and planners will be impotent 
against functional pressure groups (workers and farmers) and unable to retain 
power save essentially as representatives or lobbyists for minority special 
interests. 

Public corporations have merit for implementing desirable socialization; 
but it is merely silly to regard them, widely used, as means for avoiding 
political, bureaucratic, or centralized control. (I immediately visualize Mr. 
McNutt being installed as chairman of the Steel Board, in part payment for 
his votes in the next Democratic convention.) Managers who attain power 
presumably will cherish it; and nominal decentralization is likely to mean 
even more flagrant disregard of common public interests than is customary 
among centralized governments, representative and other. Corey’s managers, 
freed from responsibility to owners, would necessarily become responsible to 
their respective labor organizations. Managers, wishing to remain managers, 
would naturally seek to maximize monopoly profits for payment as differential 
wages to their workers, established in acquired skills and seniority status 
and fully insulated against the competition of their less fortunate brethren 
outside. 

Deploring concentrations of power, Corey refuses to see the most important 
current trend in that direction, or to recognize the utter conflict of interest 
between particular “free unions” and the general public, consumers, and labor 
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as a whole. Corey calls upon labor to abandon restrictive practices, while 
explaining them as mere contaminations or perversions of unionism under 
monopoly capitalism. This is a standard rhetorical trick; but it amounts to 
wishing away a mountainous difficulty. Vast labor organizations, along oc- 
cupational or industrial lines, do and must have enormous monopoly power; 
and no reasonable person will expect them not to use it if they have it. Against 
Corey’s absolute of freedom of (labor) association, one may soberly emphasize 
freedom of occupational migration (freedom of entry, equality of opportunity) 
and recognize that these “absolutes” must qualify and limit one another; 
they are incompatible goods. The right of association, In a democracy, must 
everywhere be qualified and limited by prohibition against: monopolistic as- 
sociation, and for all groups or “classes” equally.? 

It is disturbing, in these days, to read a reformist tract which scarcely men- 
tions world problems or commercial policy and never really considers domestic 
problems in a larger framework. There are, to be sure, frequent castigations 
of capitalist imperialism—which have an ancient, hollow ring and will seem 
disingenuous indeed to readers acquainted with competent discussion and 
research of recent decades. In passing, Corey happily forecasts that “loans 
from one country to another will be made on a planned, democratic govern- 
mental basis”—a development which promises to recapture all that was worst 
in the past. On the other hand, he evidences no interest in tariff reform or 
in free foreign trade as a first requisite of enduring world order. Thus, trying 
to win the peace, we shall get little help from Corey and, I fear, less than 
none from his good people, the technical administrators and trade-unionists. 

I wish that space permitted here a long list of quotations, sampling the good 
things in Corey. His book is inordinately repetitious. It neglects nearly all 
economic problems save monopoly which, in turn, receives only superficial, 
journalistic, dialectical treatment. On the other hand, as practical political 
philosophy, it bristles with fine aphorisms and brilliant short passages which 
on .balance will reward substantially the patient reader. Even the long 
rhapsodic passages, while annoying as descriptions of what his own schemes 
would accomplish, do serve to indicate, with pardonable extravagance, what the 
future does hold for us if the victorious democracies should make wise policy 
decisions when the war is past. 

The best and worst than can be said of Corey is that he has wisely conceived 
and described the broad, essential outlines of the good society; and that he 


2In this connection, reference may be made to recent discussions: an article “The New 
British Industrial System,” by E. F. M. Durbin, in Harpers Magazine, March, 1942, esp. 
p. 412; and a communication by Albert G. Hart, in Social Change, September-November, 
1940, pp. 45-46. The latter item is important on its own merits, but also as criticism of 
statements by Professor Oskar Lange not unlike those of Corey—criticism which Lange 
concedes to be sound. (Social Change, March, 1941, pp. 37-38.) 

Our wartime experience (which Corey, always seeing the same devils, contrives to in- 
terpret as a tribute to unions) suggests how hard it will be (and has been) to prevent 
strong unions from sabotaging peacetime prosperity—from blocking adequate investment 
and employment when astronomical deficits are no more. If inordinate demands of labor 
and farmers cannot be resisted in the face of inflation and dire national peril, the peace- 
time outlook is indeed discouraging. 
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has failed utterly in his efforts to direct us toward it. As political philosopher 
and practical reformer, Corey is completely at odds with himself. In the first 
capacity, he is a new man and a good one; in the second, he is the same old 
Corey, writing as though for the New Republic and getting on nicely i 
arch statists like Lerner and Laski. 

The book reveals clearly, to discerning readers, the dilemma or eternal con- 
tradiction which pursues those who hold to leftist persuasions and yet refuse to 
accept the organizational forms and the concentration of power of the totali- 
tarian state. In this respect, it is typical of most recent political discussion, 
both among socialists who would halt the revolution short of absolutism and 
among apostate liberals who, counseling political realism and pure appeasement 
in domestic policy, deplore or ridicule proposals to stop it now. From both 
sides, our ideological refugees have flocked into the no-man’s-land where Corey 
now takes his stand. Rightist and leftist, our intellectuals shrink from oppos- 
ing or condemning candidly the prevailing syndicalist trend or the extreme 
economic nationalism which that trend necessarily involves. We shall have no 
peace or security or abundance unless we give up the whole business of or- 
ganizing to take things from one another, as nations and as minorities within 
nations, and get back to our proper democratic tasks of producing and ex- 
changing goods by the peaceful, coöperative methods of international and in- 
tranational free trade. The first requisite of a tolerable post-war world is whole- 
sale economic disarmament. Corey would disarm the devils but not the angels— 
which strikes me as a scheme for making devils of them all. 

HENRY C. SIMONS 


University of Chicago 


The Road We Are Traveling, 1914-1942. By Stuart Cuase. (New York: 
The Twentieth Century Fund. 1942. Pp. 106. $1.00.) 

It is not possible to judge fairly this new work by Stuart Chase, inasmiich 
as it is but the first of a six-volume study designed to deal with the economic 
problems of post-war readjustment in America. The main body of positive 
analysis is presumably to follow in the succeeding volumes. 

This first volume undertakes to lay the groundwork by a brief survey of 
the important social and economic trends of the period since the beginning 
of the First World War. The form of treatment which Mr. Chase adopts for 
his study is not one which lends itself well to careful analysis or to detailed 
criticism. In an effort to analyze three decades of experience both here and 
abroad, he has resorted largely to an impressionistic rather than an analytical 
approach. His conclusions are more stated than supported, and he makes 
extensive use of the device of highlighting selected historical events, set forth 
in kaleidescopic fashion, to present a theory of development which is often 
never explicitly stated or explained, but only implied. It is interestingly and 
entertainingly written, and Mr. Chase has done a good job of weaving together 
a broad range of facts and ideas. The result, however, cannot be said to be 
instructive. 
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How commonplace is much of its content can be illustrated from the conclu- 
sions. Mr. Chase finds that we have experienced an advance in technology, a 
halting curve of population growth, a closing frontier, growing interdependence, 
a gathering threat of unemployment, a decline in investment opportunities, a 
decline of a free market, a growth in propaganda, an advance in mechanized 
warfare, a growing domination of central governments, an advance of autarchy. 
He concludes further that in the post-war period we shall face problems of 
employment, investment, excess capacity, finance, money, foreign trade, agri- 
culture and politics. 

These problems, he holds, we shall be unable to solve by a return to 
“business as usual,” because, “Everybody admits that business as usual will not 
work in wartime. The record shows that it will not work in depression .. .” 
(pp. 94-95). In fact, this move away from free enterprise into “X,” which Mr. 
Chase predicts for the future, he finds has been going on for some time, 
certainly for the past decade. His definition of “X,” which he considers clearly 
different from private enterprise, comprises a range of governmental controls 
some of which are a product of the New Deal, but many of which are of 
much earlier origin—-the control of banking and credit, foreign trade, natural 
resources, energy resources, transportation, agriculture, communications. Pre- 
cisely how this differs from “free enterprise,” and exactly what it is to which 
we cannot return, Mr. Chase does not make clear in this first volume. Nor 
does he show, beyond stating the proposition, why we must inevitably resort 
to more comprehensive governmental controls, nor the kind of world to which 
we must accustom ourselves. We will have to await the later volumes for a 
clarification of these points. 

As illustrative of the type of treatment which Mr. Chase accords important 
issues of economic policy, the following are typical. An absolute increase is 
cited in the number of people engaged in retail and wholesale distribution dur- 
ing the period 1919-1929, without any indication how these figures relate to 
population or production increases (p. 31). The problem of wartime spending 
is dismissed with the observation, ‘“Where’s the money coming from? Nobody: 
gives a damn” (p. 50). In considering the question of the virtues of various 
forms of governmental control, Mr. Chase concludes: “Whether a planned 
economy can make people happier than a system of free enterprise is open 
for debate. That planned economies are coming so fast you can hear the wind 
whistle around their edges, is not a debatable proposition” (pp. 58-59). Later 
he cites as a part of the “uneasy peace” following the First World War the 
fact that “other countries expanded their programs of social legislation” 
(p. 60), In analyzing the problem of technological advance, he concludes: “A 
very loose generalization might be that a moderate injection of inanimate 
energy into an economic system produces capitalism, and a great deal of it 
produces collectivism” (p. 61). His concept of the frontier is limited to the 
geographical (p. 65). His explanation of the business cycle is that: “Depres- 
sions come chiefly from failure of opportunities for investment, thus closing 
down the heavy industries, and presently careening the whole economy. Failure 
of investment opportunities is tied up with population trends, the frontier 
and technology again” (p. 68). 


1942] BOOK REVIEWS 623 


With Mr. Chase’s goals of security in terms of jobs, income and prestige, no 
quarrel can be raised. He leaves unsettled, however, the question of the best 
means for their achievement. His oversimplified notion of laissez-faire, which 
he takes to involve only the most rudimentary forms of governmental action, 
makes his observations on the limitations of “private enterprise” of little 
importance. He is battling with words not ideas in this appeal to a common 
prejudice, 

It is to be hoped that the succeeding volumes will make more clear what 
specific lines of public action Mr. Chase advocates to accomplish the objec- 
tives which he supports, and the precise reasons why he favors them. 

VICTOR ABRAMSON 

Washington, D.C. 


The Economics of Total War. By HENRY W. Sprecet. (New York and Lon- 
don: Appleton-Century. 1942. Pp. xiv, 410. $3.00.) 

War Economics, By EMANUEL STEIN and JuLES BACKMAN, editors. (New 
York: Farrar and Rinehart. 1942. Pp. x, 501. $3.00.) 

Iniroduction to War Economics. By BROWN UNIVERSITY Economists; AL- 
FRED C. NEAL, editor. (Chicago: Richard D. Irwin. 1942. Pp. 248. $1.25.) 


The Japanese attack on Pearl Harbor did not find American economists 
unprepared. These three books appeared within less than four months after 
our entry into the war, and apparently still others are on their way. 

Of the three books here under review, the one by economists at Brown 
University edited by Professor Neal was not intended as a full-fledged text for 
a course in war economics. Rather, according to the Preface, it is intended 
primarily for use in courses in elementary economics. Despite this modest 
aim, which is achieved exceedingly well, the volume probes fairly deeply into 
the economic forces at work in wartime. In the quality of its economic analysis, 
the book is equal to or better than Spiegel’s and considerably superior to the 
heterogeneous collection of chapters edited by Stein and Backman. 

For instructors seeking a text for a course In war economics, the weakness 
of the Brown University symposium is its limited scope. While all the major 
topics ordinarily included under “the economics of war” are covered, the 
discussion runs in large part in rather general terms, Descriptive detail is 
kept to a minimum, and a good part of the factual and historical material 
that most instructors will want their students to have must be sought else- 
where. This is more true of some of the chapters than others. Professor Basch’s 
excellent summary chapter on “Economic Warfare,” which is well written and 
points up the salient issues clearly, unobtrusively manages to compress a good 
deal of factual material into a very few pages. Other chapters in the Brown 
University symposium, for example, those on “Economic War Potential” and 
“Problems of War Production,” also manage to blend factual material with 
their general analysis. Among the better ones in this respect is Professor 
Bosland’s on business finance, which deals with private financial activities and 
their control by government in wartime. 

Professor Poole’s chapter on public finance is sound in its theoretical dis- 
cussion; but the chapter cries out for a little buttressing with factual material. 


624 THE AMERICAN ECONOMIC REVIEW [ SEPTEMBER 


It is unnecessarily divorced from reference to past and contemporary events. 
I should also quarrel with a few of Professor Poole’s implied conclusions and 
with some of his emphasis. To mention only one point: Why should fiscal 
policy aim particularly at “curtailing the purchasing power of individuals 
and of firms not producing commodities necessary to national defense” (p. 
92)? The incomes of war workers are just as inflationary—in a sense more so, 
if one is to make this distinction at all, since the goods they produce are not 
available for purchase out of civilian incomes. 

In terms of a nice balance of sound analysis and an informative factual 
context, Professor Spiegel’s book is the best of the three here under consider- 
ation, It should be particularly useful to those instructors whose library 
facilities do not permit their making extensive assignments in outside readings. 
There is frequently real meat in his economic analysis; and there is a large 
amount of factual material, which is in good part not merely described but 
also digested. The book obviously reflects a tremendous amount of work, and 
the author’s apparent knowledge of the literature, especially that in European 
sources, adds to the value of the volume. There is a good, comprehensive bibli- 
ography at the end. 

Despite the general excellence of Professor Spiegel’s text, there are a number 
of points where I would disagree with his presentation. 

While the opening chapter provides a generally satisfactory treatment of 
the economic causes of war, the discussion of imperialism leaves something 
to be desired. I felt, also, that the classification of wars in Chapter II was 
both arbitrary and artificial. This discussion is not likely to add much to the 
reader’s understanding of the nature of modern warfare. 

Occasionally, Professor Spiegel disappoints the reader by not carrying 
far enough his analysis of recent and contemporary events. For example, 
though the chapter on man power requirements contains some interesting and 
useful international comparisons, the author did not, in discussing the Ameri- 
can labor supply, present a quantitative analysis of the extent to which our 
labor force might be expanded in an all-out war program. In the chapter on 
“How to Pay for the War,” the descriptive concluding section, dealing with 
financial policies in the present war, does not contain the critical evaluation 
which is called for. 

Despite this defect, Professor Spiegel’s discussion of wartime fiscal policy 
contains a better balanced and more realistic treatment of the subject than 
that in the Brown University book. However, both discussions unduly mini- 
mize the revenue possibilities of extending the income tax into the lower 
brackets, Although he is generally on sound ground, Professor Spiegel also is 
reluctant to give the devil his due in discussing the inflationary effects of 
expanding bank credit in wartime. On pages 338-39 he lists the conditions 
under which bank credit is inflationary. The conditions are much too stringent 
and by implication unduly minimize the inflationary dangers inherent in war 
financing via the banks. Wartime control of consumption and investment have 
not proceeded so far in this country that we can automatically assume that, 
with an inelastic supply of goods available for civilian purchase, velocity will 
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decline as rapidly as and to the extent that the volume of bank credit rises. 
Yet such a conclusion seems to be implied in the author’s discussion. 

The chapter on “International Economic Relations in Wartime” contains a 
good deal more material than is found in the usual textbook discussion of this 
subject. Here, as elsewhere, Professor Spiegel does not shrink from tackling 
some difficult subject matter, despite the demands of a variety of other topics 
on the time and attention of a single author. Sometimes Professor Spiegel 
rashly jumps to a conclusion which, with further analysis, he might make more 
guardedly—as when he says (p. 314): “It had thus become apparent [by 
1941] that the economic problems not only in the United States but of the 
whole Western Hemisphere could be solved with relative ease once a high 
level of employment and income prevailed in the United States.” Would 
American demand in peacetime, even with full employment, provide a satis- 
factory outlet for South American products of all types, and can an economic 
problem be called solved when it calls for the reallocation of resources, in 
both North and South America, and for the extensive changes in the American 
tariff system, which would so obviously be necessary? 

These are a few of the points on which I would take issue with Professor 
Spiegel, and there are others. The total of these defects, however, detracts only 
a little from a conscientious and able exposition. The Economics of Total War 
is a good textbook. . 

The Stein and Backman symposium is clearly the least satisfactory of these 
three texts. The book is made up primarily of a mass of descriptive detail. 
Critical analysis is kept to a minimum, and not a little of such analysis as there 
is, is superficial and inadequately put. The last chapter on post-war problems, 
which does deal with general issues, is vague, unrealistic, and reflects not a 
little confused thinking. 

The book is poorly organized and suffers from a lack of balance. There 
is some overlapping, as between Chapter V (“War Finance”) and Chapter VII 
(“Fiscal Policy, Credit Control, and General Price Ceiling”), and some topics 
are given far too much weight. Is there need for separate chapters on rail- 
roads and on electric power, each of some 25 pages, and both tediously full 
of descriptive and historical detail? The entire volume would benefit from 
condensation, or at least from a substitution of some pertinent generalization 
and critical analysis for a good part of the detailed description. 

There is a good deal of useful information in the book. For this reason 
alone, some instructors may wish to use the book or to assign readings in it. 
In organization of the material covered and in the quality of the economic 
analysis applied to the material, however, the book is generally defective. Not 
all of the chapters are equally weak; but there were few that I finished without 
a feeling of disappointment, and this feeling applied to the book as a whole. 

One of the most useful parts of the book is the 50 pages of Appendices. 
Here the reader will find in a convenient source the relevant portions of the 
important statutes on which the American defense and war program was based, 
various executive orders establishing war agencies, examples of the types of 
orders issued by OPM and OPA, and other material of a similar sort. 
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Pigou’s masterly little volume still stands in a class by itself among the 
books in English on the economics of war. None of these three can approach 
it in acuteness of analysis, clarity, or style. But both the Brown University 
book and Professor Spiegels volume are a credit to their authors, and both 
undoubtedly will find wide use in American colleges. 

R. A. GORDON 

Washington, D.C. 


The Managerial Revolution: What Is Happening in the World. By JAMES 
BURNHAM. (New York: Day. 1941. Pp. 285. $2.50.) 


This volume is probably the most widely read essay in social theory and 
the philosophy of history to appear in recent years. It purports to set forth 
in purely objective terms a description and analysis of a social revolution 
through which the entire world is said now to be passing and which will be 
fully crystallized within the next decade or two. The description comprises 
social structure, economic organization, political ideology, and international 
relations. 

The author has not the slightest uncertainty in his own mind as to the 
validity of his diagnosis; he seeks to dispel any uncertainty in the reader’s 
mind by a didactic style which is opinionated and self-assured to the point of 
arrogance. In detail, the work is often logically crude and historically in- 
accurate. Perhaps its major source of interest, indeed, is not so much its 
content as the extraordinary response which it has evoked in the reading 
public. 

The thesis of The Managerial Revolution is extremely simple. It is a 
modification of one wing of doctrinaire Marxism (the author is an ex- 
Trotskyite). To the familiar concepts of the proletariat and bourgeoisie as 
major social classes, Burnham adds the “managers,” whom he regards as the 
emerging dominant class. The remainder of the theory is wholly in the Marxist 
tradition. Revolution is conceived as the transfer of social power from one class 
to another. The primacy of economic relations in determining social develop- 
ment is reaffirmed, and even regarded as the only factor in social development 
worthy of attention. Social power is defined in terms of effective control over 
access to the means of production, and symbolized by preferential treatment 
in the distribution of income. The state is regarded as one of the instruments 
of class rule, directing its efforts toward the maintenance of a given set of class 
relations. Ideologies are viewed as reflections of economic class interest, the 
dominant ones serving in fact (whether or not consciously so intended by their 
authors) to make popularly acceptable the position of the ruling class. Burn- 
ham’s sole departure from the Marxist formula is his affirmation of the 
existence of an identifiable managerial class which has already advanced far 
along the road toward complete possession of power. 

Who, then, are these “managers”? In the chapter devoted to this specific 
question, Burnham tells us that they are the men engaged in “the technical 
direction and coérdination of the process of production” (p. 79). Again, he 
gays (p. 80): “We may often recognize them as ‘production managers,’ operat- 
ing executives, superintendents, administrative engineers, supervisory tech- 
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niclans; or, in government (for they are bound to be found in governmental 
enterprise just as in private enterprises) as administrators, commissioners, 
bureau heads, and so on. I mean by managers, in short, those who already 
for the most part in contemporary society are actually managing, on its tech- 
nical side, the actual process of production, no matter what the legal and 
financial form—individual, corporate, governmental—of the process.” 

The emphasis here is on production—the actual turning out of goods and 
services. Burnham specifically differentiates his “managers” from those high- 
ranking corporate executives who “have the functions of guiding the company 
toward a profit” (p. 83). Thus the protagonists of this essay are not the group 
commonly referred to in contemporary analysis of corporate structure as 
“management”; they are not concerned with markets, prices, or profits; they 
are simply the group which gets out the goods. This terminological peculiarity 
has of course no intrinsic importance in itself, It gains importance only from 
Burnham’s heavy reliance in applying his thesis to the United States on 
Berle and Means’s Tke Modern Corporation and Private Property, where 
the term “management” refers to precisely that group which Burnham calls 
“finance-executives” and in no sense to Burnham’s production “managers.” 
Moreover, in the light of Burnham’s explicit emphasis on production control 
as the typical managerial function, it is impossible to understand his inclusion 
of American government administrators as leading specimens of the man- 
agerial species. Omitting the war agencies, it is clear that except for a handful 
of executives of public enterprises in the narrow sense, such as the Tennessee 
Valley Authority and the Rural Electrification Administration (and even this 
latter instance is doubtful), our administrators, commissioners, bureau heads, 
etc., are not directly concerned with the organization of production. Burnham 
is compelled to describe them as “managers” in order to fit into his thesis 
the last decade of American political and economic development. This charac- 
teristic logical tour de force, like many others in the book, is interlarded with 
fulsome references to the pure objectivity of the pure social scientist. 

It is the “managers” as thus defined who Burnham assures us will inherit 
the earth within a few decades. Soviet Russia is regarded as virtually a full- 
blown managerial economy; nazi Germany is not far from the goal; and 
New Deal America is well on its way. The managers are certain to acquire 
power because of their technical indispensability; the revolution requires no 
conscious effort toward that end. The process may take place in either of two 
ways. The Russian pattern consists of the destruction of the capitalists by a 
temporary alliance between managers and masses, followed by a gradual 
reduction of the masses to impotence. The German pattern, in contrast, con- 
sists of the destruction of the organized power of the masses by a temporary 
alliance between managers and capitalists, followed by a gradual reduction 
of the capitalists to impotence. The American pattern partakes of both, but 
is supposed to resemble the German more closely than the Russian. In either 
event, the end-product is identical. The managerial revolution has its own 
ideological superstructure, focused around the concepts of the state and 
state authority, collective action, planning, security, codrdination, and the 
elite. 
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In the international sphere, managerial power will first be consolidated 
into three great world-regions, each based upon a center of heavy industry. 
The centers are in Japan, the United States, and northwestern Europe (the 
Ruhr-Rhine area, northeastern France and Belgium). It is perhaps peculiarly 
significant that Burnham takes it for granted that the European center will 
be controlled by Germans, and gives no thought to the possibility of a 
heavy industry center in Russia. After consolidation of these three spheres 
in consequence of the present war, Burnham envisages a long series of incon- 
clusive inter-sphere struggles for world domination by a single group of 
managers—struggles which can be terminated only when technical develop- 
ment of the means of warfare permits one of the three groups to gain global 
omnipotence. 

The Managerial Revolution can be criticized at three quite separate levels. 
The first is one of internal coherence: accepting Burnham’s general premises, 
does he prove his thesis? The second is a criticism in Marxist terms: assum- 
ing the validity of the Marxist concepts of social structure, class, and revolu- 
tion, how does the Burnham variation on the Marxist theme stack up against 
more orthodox renderings? The third goes to the root of Burnham’s analysis 
by questioning not only his logic but the conceptual framework itself—a 
framework which, as noted above, Burnham and contemporary Marxists 
possess in common. 

The first level need not detain us for long. Any careful analysis of this 
book will show it to be replete with historical fallacies and logical absurdities. 
Two examples will suffice: the “proofs” that nazi Germany is in essence al- 
ready a managerial state, and that pre-war New Deal America was in the 
early stages of a managerial revolution with marked tendencies in that di- 
rection. 

The chapter on “The German Way” presents only eight evidences of 
“managerial” trends other than mere assertion. They may be restated in two 
propositions as follows: (1) nazi Germany is not capitalist, because (a) she 
eliminated mass unemployment in a couple of years after 1933, (b) she has 
“broken through the restrictions of capitalist finance” (p. 334), (c) her ter- 
ritorial expansion, efficient war-making, ability to inspire fanatical loyalty, 
and youthful leadership are all signs of renewal rather than decadence, (d) 
the existence of the nazi Fifth Column in other nations proves that nazism is a 
social-revolutionary force, and (e) the share of capitalists in the national 
income is decreasing. (2) Nazi Germany is managerial because (a) there is 
an increase in state enterprise and in state control over private enterprise 
and labor, administered through boards, bureaus, and commissions, (b) the 
de facto managers of factories have “final say, subject to certain bureaus and 
state-controlled courts, about labor disputes—that is .. . the right of con- 
trolling access to the instruments of production” (p. 238), and (c) we seldom 
find managers among exiles from nazi Germany——‘‘for the managers realize 
that the society which is developing is t#eir society.” 

The first proposition is hardly proved, and even if proved would be relevant 
only if Burnham had already demonstrated that only three forms of society 
are possible—capitalist, socialist, and managerial. As to the second propo- 
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sition, it is noteworthy that the only positive point involving managers as 
Burnham has defined them is the one on labor disputes, where the “managers” 
are subject to bureaucratic control. The final point is perhaps the crowning 
absurdity—-which oddly enough was selected by the publishers for quotation 
on the jacket. One might equally well argue from the notable absence of 
peasant refugees that nazi Germany is heralding the dawn of the “agrarian 
revolution.” Nowhere is the hegemony of the Nazi party and Gestapo given 
recognition as a prime element in German social reality. 

The thesis that the American New Deal is “managerial” in tendency is 
buttressed by equally weighty argument. The significant and managerially- 
minded New Dealers who really count, Burnham tells us, are not conspicuous 
politicians and not President Roosevelt (who “does not make 10% differ- 
ence”), but “the younger group of administrators, experts, technicians, and 
bureaucrats who have been finding places throughout the state apparatus: 
not merely those who specialize in political technique, in writing up laws 
with concealed ‘jokers,’ in handing Roosevelt a dramatic new idea, but also 
those who are doing the actual running of the extending government enter- 
prises: in short, managers” (pp. 254-55). Here again, the argument simply 
fails to square with facts. No one would seek to deny the expanded rôle of 
government in economic life under the New Deal. But the number and in- 
fluence of administrators who meet Burnham’s definition of “managers”—who 
_are production men—has been insignificant. 

In actuality, the new bureaucracy has been performing in the name of the 
government a function corresponding closely to that of Burnham’s “finance- 
executives”——dealing with costs, prices, labor relations, investment, and 
capital structure, but in only a handful of instances have they been con- 
cerned with physical production. Private production managers were for the 
most part at least as hostile to the New Deal as were capitalists, whose 
apoplectic rages against Roosevelt Burnham cites as evidence for the New 
Deal’s anticapitalist character. Burnham seeks additional weight for his thesis 
in the view that the New Deal has “curbed the masses” by tying unions more 
closely to the state. Why not argue in precise parallel that the New Deal has 
curbed the managers by tying them more closely to the state? 

It will be evident that, even accepting Burnham’s premises, he has not 
proceeded from premise to logical conclusion by the marshalling of cogent 
evidence, despite all his repeated assertions of devotion to scientific method. 
Nor has he made a thoroughly convincing case against the orthodox Marxists, 
a level of criticism which it is not proposed to enter upon in this review.’ 

The fundamental criticism of Burnham’s thesis cuts beneath his superficial 
logical errors and his gadgetary modification of Marxism based on the 
“managerial” class; it challenges the Burnham-Marxist conceptual framework 
itself. To do justice to criticism on this plane would require several volumes 
rather than a few paragraphs, but the general lines of the rebuttal may be 
briefly indicated. 

At this level, objection would first be taken to the exclusive rôle assigned 


1¥or a critique of Burnham in Marxist terms, see P. M. Sweezy, “The Illusion of the 
Managerial Revolution,” Science and Society, Vol. 6 (Winter, 1942), p. 1. 
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to economic infiuences in social development. The enormous importance of 
such influences, particularly in the modern world, can hardly be questioned; 
their exclusive importance has always been questionable. In recent centuries 
they have been powerfully modified and sometimes directly negated by 
political influences, both organizational and ideological. Nationalism in both 
international and domestic affairs, and the search for individual liberty and 
popular responsibility for government, are outstanding instances of such 
forces, Over the great span of recorded history and in most portions of the 
globe, religious views and organization have generally predominated over 
affairs economic. Even when such non-economic forces may be traced in their 
origins to economic interests and pressures, they develop in practice, once 
conceived, an independent vitality of their own. Such has been the experi- 
ence with liberalism. The apotheosis of economics in social development is a 
consequence of excessive preoccupation with the history of Western Europe, 
and especially of England, over the past four centuries—and it may be effec- 
tively challenged even there. 

In the second place, exception must be taken to the view that any given 
society at any given time can be realistically analyzed in terms of the exclu- 
sive dominance of a single social-economic class which maintains its position 
by the exploitation of one or two other classes. Here again, the tremendous 
importance of the concept of class as an instrument of social analysis is 
irrefutable. But a realistic sociology must deal with coherent groups based 
upon community of non-economic as well as economic interest; it must recog- 
nize a multitude of groups of varying degrees of coherence and inclusiveness; 
and it must conceive of a highly complex equilibrium of social forces involving 
groups of all types and of all levels of social influence. Life just is not as 
simple as the Marxists would have us believe. The complex motivations of 
individual behavior which modern psychology is systematically exploring have 
their counterparts in social behavior, and no philosophy of history contem- 
plating two or three classes activated by a single, simple, economic motive 
can either fully explain the past or effectively predict the future. 

An example may be drawn in terms of one of Burnham’s central touch- 
stones—‘access to the means of production.” In contemporary America, such 
access is not at the disposal of any single group. It is controlled partly by the 
legal owners of corporations, partly by financiers, partly by executive manage- 
ment, partly by production management, partly by labor unions, partly by 
local community organizations (which may be sympathetic to “capital,” to 
“labor,” or to neither), partly by federal bureaucrats, and partly by federal 
judges. If thirty years ago the resultant of these forces in most cases appeared 
to favor the interests of capital, can it be said today that similar forces pro- 
duce any such simple or uniform resultant? Indeed, if a broad theory of the 
trend of contemporary American social development must be hazarded, it 
would appear to lie in the multiplication of social groups possessing an im- 
portant share of power, and forming an equilibrium in which no single group 


is dominant. 
Needless to say, the view advanced here would also challenge as a false 
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trichotomy Burnham’s simple choice among capitalism, socialism, and ‘‘mana- 
gerialism.” Against this challenge, Burnham’s major arguments fall to the 
ground, since they rest primarily on an effort to disprove the likelihood of the 
continuance of capitalism or the advent of socialism, rather than on positive 
evidence in support of managerialism, 

For all its defects, Burnham’s book is not wholly worthless. It contains the 
germ of an important idea—the tendency of an increasingly complex produc- 
tive mechanism to give enhanced social significance to organizational tech- 
nicians. This is particularly true in wartime. The book has undoubtedly 
stimulated thought on the broad processes of social change in circles to which 
such considerations are generally unfamiliar. Its style, however annoying, is 
provocative, and it possesses occasional flashes of genuine insight. The basic 
thesis, however, is wholly unproved. 

The book’s popularity, particularly in American business circles, is some- 
thing of an enigma. It is impossible to explore here the psychological condi- 
tions which created so favorable a public response. In part, no doubt, it has 
been welcomed for its emphatic disavowal of the false dichotomy “Com- 
munism or Fascism.” It is likely, also, that many business men were sympa- 
thetic to a grandiose dramatic portrayal of “what is happening in the world” 
when they could readily identify themselves with the protagonists. In this 
connection, it is of little significance that the book’s admirers have apparently 
been as numerous in legal, financial, and “finance-managerial” circles as 
among production organizers, since rapid readers with a slight, wishful bias 
might easily slur over the precise content of Burnham’s concept of “mana- 
gers,” 

The more deep-seated causes of this widespread acceptance, however, prob- 
ably lay in the underlying malaise and sense of frustration which was all 
too common in the American business world in 1941 and which bore a dan- 
gerously close resemblance to many aspects of pre-war France. The equilib- 
rium between business and the New Deal was still far from stable. The effect 
of the war on the American economy was. ill-defined. In the midst of the re- 
sulting uncertainties there appeared a book which claimed to have all the 
answers and which asserted the inevitability of its conclusions in language 
which anyone could understand. The Managerial Revolution had all the 
appeal of that brand of adolescent “realism” which forgets that the rôle of 
moral values in influencing human action has historical objectivity as great 
as the réle of hunger, and which releases the weary conscience by emasculat- 
ing the will. 

In the perspective of the world struggle to which we are now committed, 
the effect of any broad acceptance of Burnham’s thesis among influential 
groups is clearly defeatist. It is perhaps not unreasonable to suppose that 
had this book been published after Pearl Harbor, the response would have 
been far less sympathetic. 


LINCOLN GORDON 
Washington, D.C. 
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Labor and Industrial Relations 


Three Aspects of Labor Dynamics. By W. S. Woyttnsxy. (Washington: Social 
Science Research Council, Committee on Social Security. 1942. Pp. xiv, 
249, $2.50.) 


The term “labor dynamics” has gained wide currency in the literature of 
labor economics in recent years, but frequently it has been rather vaguely 
defined. In the present study, the term is clearly and comprehensively defined 
to include “all kinds of variations in the labor force of the nation—the entry 
of new generations into gainful work and retirement and death of aged 
workers, internal migrations, occupational and industrial shifts, turnover of 
the labor force in industrial establishments and between employment and 
unemployment, the temporary entry of marginal workers into gainful pursuits 
and their withdrawal from the labor market because of changing business 
conditions, and the like” (p. v). Sound generalizations in so inclusive an 
area of economic life necessarily rest upon an analysis of the behavior of the 
whole labor market, a task not attempted in the present investigation. The 
author explores only three particular kinds of movements of the working 
force, which are appropriately characterized as three phases of labor dynamics, 
namely, labor turnover in establishments, turnover of the unemployed, and 
“additional workers,” otherwise known as “forced entries” into the labor 
market. 

Part I is devoted to labor turnover as normally conceived. It deals specifically 
with the methods and sources of turnover statistics, and with labor turnover 
in a period of extensive demand (1910-1919), in a period of increasing labor 
market rigidity (1919-1929), and in a period of unprecedented unemployment 
(1930-1940). The continuous succession of entries into jobs and terminations 
of employment represent to the employer a turnover of the working force and 
to the worker a repetition of hiring and firing. Thus labor market behavior 
means different things to these principal parties to industry. 

The basis of the author’s conclusions is found in three different periods, 
namely, the World War, the reconstruction decade of the 1920’s, and the great 
depression decade of the 1930’s. The findings conform to the results of 
earlier investigations. Turnover rates usually were high in periods of pros- 
perity and low in depression years. Both before and during World War I, 
voluntary quits constituted fully 75 per cent of the total separations, while in 
the depression decade of the 1930’s, fully 75 per cent of terminations were 
initiated by employers. A significant fact, cited in previous studies but much 
more sharply delineated here, is that nearly three-fourths of all separations 
are attributable to what is known as the “unstable” group of employees, which 
constitutes not more than 13 per cent of payrolls and comprises those with 
service records of less than one year. 

In contrast to other writers on this subject, the author injects a note of 
optimism into the discussion of labor turnover (p. 3). Although he acknowl- 
edges that for employers labor turnover represents an economic waste, for the 
workers there is an economic gain in the betterment of their position. Even 
for society as a whole there is an apparent advantage, since the flexibility of 
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the labor supply issuing from labor turnover tends to facilitate distribution of 
new workers in meeting the demand for labor in rapidly expanding industries. 
Employers will scarcely appreciate this gleam of hope, and labor economists 
interested in the social consequences of abnormal labor turnover will not 
derive much assurance from it. This is not to say that the author’s observation 
is without a measure of validity. 

From his meticulous analysis of statistical data, which he measures by 
generally accepted methods, the author reaches the conclusion that the ratio 
of quits to total separations constitutes one of the most sensitive indexes of 
the labor market, It registers not only variations in the demand for labor by 
industry, but also the changes in the occupational and psychological pressure 
upon the workers (p. 52). In a prolonged depression such as in the 1930’s a 
process of selection takes place in which only the most efficient employees are 
retained. As a consequence there develops a prejudice against separated 
workers who under normal conditions would have little difficulty in obtaining 
employment. This prejudice against reémployment of separated workers tends 
to increase directly with the length of separation from active service. 

Part II deals with the rather novel conception of turnover as applied to the 
unemployed. The problem of labor turnover and unemployment merge and 
appear as two phases of the same phenomenon. The author here is concerned 
primarily with the interpretation of the distribution of the unemployed by 
duration of idleness and the turnover of the unemployed before and during 
the depression of the 1930’s. Proper interpretation of unemployment data at 
a given date requires a classification of the unemployed by duration of idle- 
ness. Only in this way can reliable evidence and guidance be furnished to 
unemployment compensation and public assistance agencies, since workers 
unemployed for varying lengths of time present specific problems that are 
different (p. 61). 

Throughout the analysis in Part II particular attention is paid to the dis- 
tinction between short-time and “hard-core” unemployment, a distinction 
which can yield fruitful results in the measurement of the severity of unem- 
ployment and its social effects. The correlation between the duration of 
unemployment and business conditions is manifested in variations in the rate 
of turnover of the unemployed, which increase with recovery and decrease with 
depression. Moreover, the data provide a basis for the conclusion that for 
unemployed workers of any given statistical description the chance for re- 
émployment tends to decrease with the duration of idleness, reaching a point 
of negligibility after a period of several months of unemployment (pp. 66-67). 
Thus the “hard-core” of unemployment may be said to result from a sort of 
negative selection in which the more efficient workers are likely to find new 
jobs relatively soon and the less efficient are likely to be idle for an extended 
period. However, whenever the supply of labor greatly exceeds the demand, 
even complete equality of personal qualifications does not preclude the 
formation of a hard-core of unemployment. The depression of the 1930’s is 
convincing evidence of this fact. 

Part III considers “additional workers” in depressions, a problem long since 
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recognized by labor economists but not previously so carefully and completely 
analyzed. Methods of measuring the number of additional workers in depres- 
sions; concentration of unemployment by families in 1915; additional workers 
at the beginning of a depression, in a period of increasing primary unemploy- 
ment, in consecutive phases of a depression, and by types of families; and 
voluntary registration of the unemployed are the problems discussed here. 

The term “additional worker” is used to designate all persons who are not 
regularly employed in gainful occupations but who enter the labor market 
under the stress of economic circumstances. The author is concerned with 
those additional workers who become a competitive factor only when the 
principal breadwinners of families are unemployed. These are “forced entries” 
into the labor market and are not to be confused with supplementary, sec- 
ondary, or temporary workers. In periods of exceptional demand additional 
workers constitute an important part of the reserve from which labor short- 
ages are met, while in periods of depression they greatly intensify labor 
competition (p. 106). 

The author brands as unrealistic the commonly advanced theory that un- 
employment of the principal breadwinner usually forces a new worker into 
the labor market, In many families, he states, there are no adult members who 
are not already in gainful employment, while in many others adult members 
may be kept at home by family circumstances. This observation apparently 
excludes the probability that minors in the family may be forced into the ranks 
of the gainfully employed. If such exclusion is intended, the author’s position 
will be rigorously disputed by many students of the unemployment problem. 

In the Appendix are notes dealing with the determination and measurement 
of rates of unemployment and a number of statistical tables on both labor 
turnover and unemployment. These constitute an extremely valuable source 
of supplementary information. 

The author’s critical examination of the principal studies of labor turnover 
and unemployment yields a rich harvest of reliable data. In calling attention 
to specific deficiencies in unemployment censuses and in analyzing neglected 
aspects of the problem of forced idleness, especially turnover of the unem- 
ployed, he has greatly strengthened the basis for an intelligent approach to the 
whole problem of unemployment and its effects upon the individual and 
society. The entire investigation is an admirable example of the fruitfulness 
of the quantitative method in economic inquiries. The author’s refinement 
and improvement of the technique of measurement in this area of research 
will be welcomed by students concerned primarily with problems of labor 
turnover and unemployment. In sponsoring such studies as the present one, 
the Committee on Social Security of the Social Science Research Council is 
doing a notable work for the advancement of genuine scholarship in the 
social sciences, 


GORDON S. WATKINS 
University of California 
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The Dynamics of Industrial Democracy. By CLINTON S. GOLDEN and HAROLD 
J. RUTTENBERG. (New York: Harper. 1942. Pp. xxvi, 358. $3.00.) 


A trade unionist’s presentation of his views and arguments on two im- 
portant issues, the union shop and labor participation in industrial and national 
councils, emphasizes labor’s increased appreciation of the need of informing 
its membership, the employers, and the public of its position. Such statements 
are offered in the hope of developing better understanding, greater tolerance, 
and possibly promoting more successful collective bargaining. 

Such a volume as the present one, consisting of an arrangement of argu- 
ments and statements derived directly from the conference rooms where 
current labor problems are being ironed out, serves the needs of all three 
groups, The individual union member and leader will use it to fill out the 
fragmentary statements offered in union organs and speeches. The employer 
will find in it the union’s views in general enough terms to permit him to 
consider his own specific problems without the bias and emotionalism at- 
tendant upon particular negotiations. For the public the book unfolds the 
“principles of union-management relations” formulated by two union repre- 
sentatives for the steel industry. 

The union shop described by the authors as necessary for the full expression 
of the will of the workers’ majority is urged as a means of eliminating indus- 
trial conflict. The greater part of the book is devoted to presenting this thesis 
with many day-to-day illustrations of the inevitable suspicion and fear lurking 
in the union’s rank while its status is uncertain. The ever-present need of 
defending the union’s very existence does not permit free consideration of the 
merits of employer proposals. The force of this argument has convinced the 
federal war labor agencies that industrial peace during this emergency can be 
best advanced by guarantees of union shops in plants where employers are 
distinctly antagonistic to unions and the compulsory maintenance of union 
membership for other concerns. The authors’ devotion to the above thesis and 
their fervor for their cause leave them little place to consider the wisdom of 
accepting such guarantees at the hands of government agencies or the types 
of policies which unions will follow in plants and industries where union shops 
will exist. 

To declare that the clash of interests between labor and management on 
the plant or company level can be transcended through “union-management 
coöperation” plans is to overlook the obvious meanings of the authors’ plea for 
industry-wide collective bargaining and national democratic planning, as well 
as to misread the failures of the past and present. Many valuable results can 
flow from such coöperation, as many studies have already shown. But labor’s 
participation and wholehearted coöperation can be secured not by offering 
workers merely an “outlet for their creative desires” but by guaranteeing them 
security, assurances of benefits, and motives for change. Workers have co- 
6perated where business concerns were on the verge of bankruptcy and their 
employment was threatened. Their fear of unemployment following from speed- 
up and modernization and suspicion of the personal consequences and mis- 
fortunes following change initiated by management to increase profits have 
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_ not generally been overcome even by inducements of slight wage increases. 
There must be an adequate motive divorced from profit, such as our present 
patriotic ones, together with definite guarantees of jobs and benefits and per- 
sonal security for workers to consider codperating with management for greater 
production and lower costs. But employers have much to gain from such co- 
Operation in the form of good will, stable labor relations and direct economic 
profit and should encourage this relationship wherever possible, knowing full 
well the inherent diversity of interests between labor and management, 

The authors properly point to industry-wide collective bargaining as an 
“outgrowth of local and individual company” collective bargaining. Their 
preoccupation with the immediate problems of the steel industry necessarily 
limit them to summary statements of the problems and possibilities inherent 
in this form of bargaining. The extensive experience of other industries con- 
tains many fruitful suggestions. 

Their hope that such bargaining would deal with the problem of the distri- 
bution of the industry’s income prompts the authors immediately to propose 
national democratic planning councils at which labor would have an active 
voice. They espouse the Industrial Council Plan presented by Philip Murray, 
which they reprint in the Appendix. 

Many fundamental political and economic problems and issues suggested by 
the book’s title, Dynamics of Industrial Democracy, are necessarily omitted 
from the discussion as being outside the day-to-day experience of the trade 
union movement as experienced by the authors. They have limited themselves 
for the most part to proposals, statements and ideas already formally approved 
by labor’s spokesmen. Being intent upon elaborating labor’s current views 
rationally and with spirit, they have not formulated a systematic and complete 
intellectual framework for labor’s current philosophy. No consideration is 
given to the problems attendant upon the transformation of our present society 
to one in which national democratic planning prevails and in which labor’s 
equal status is recognized. Their pragmatic interests lead them to insist upon 
further education of union leaders and continuous research and exchange of 
ideas and experience on the problems of collective bargaining. 

More practical guides on specific problems of collective bargaining and broad 
discussions such as this book presents would aid in advancing better under- 
standing and serious consideration of the methods of establishing a democratic 
society in which the people’s interests will predominate about the council 
tables dealing with economic, social, and political problems. 

SOLOMON BARKIN 

New York 


Doors to Jobs: A Study of the Organization of the Labor Market in California. 
By Emity H. Huntincton. (Berkeley and Los Angeles: Univ. of Cali- 
fornia Press. 1942. Pp. xviii, 454. $3.50.) 

Emily Huntington’s Doors to Jobs is a study of the structure of the Cali- 
fornia labor market as of 1938. It is unfortunate that it did not appear until 

1942. Such extensive changes have occurred in the Employment Service and 
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in the nation’s unemployment relief agencies since 1938, that the study’s 
principal value now is its record of the characteristics of the pre-war labor 
market. 

The reviewer has observed frequently that such a long time elapses between 
the doing of some economic field studies and their publication that they are 
of less practical value when they finally appear than if less prolonged editing 
had been done. It may be worth while to give more attention to utility and 
less to scientific “finish” in some of our studies. 

The investigation was made in 1938, a year of bad unemployment. One of 
the outstanding facts it revealed was the multitude of agencies through which 
labor might be marketed in California. In addition to federal and state em- 
ployment services, there were such federal agencies as the W.P.A., N.Y.A., 
C.C.C., doing placement work for their clients. Aid in finding jobs was also 
being given by the state relief administration, by educational institutions— 
public and private—by the Bureau of Vocational Education, the Indian 
Bureau, camps for migrants, and other public agencies. 

Placements were being made free of charge by a variety of private social 
service agencies (e.g, Y.M. and Y.W.C.A., the Community Chest, and re- 
ligious agencies); by private trade schools; by certain private businesses doing 
placement as service to customers (é.g., business machine and typewriter com- 
panies); by occupational associations (nurses, teachers, and local skilled 
groups); and by fraternal orders, veterans’ associations, and a number of 
other agencies. 

Approximately 366 licensed, fee-charging employment agencies were in 
operation in San Francisco, Los Angeles, and Sacramento. Of these (a char- 
acteristically California picture), 214 or 60 per cent were operating in the 
theatrical field and 15 others dealt entirely in oriental labor. Only 44 of the 366 
fee-charging agencies dealt in general labor. All of the others were specialized, 
such as agencies for nurses, teachers, domestic servants, and office help. 

The study depicts the California labor market (as of 1938) as definitely 
uncentralized. At hundreds of places, both public and private, agencies were 
doing placement work; some, well; some, not too competently. A multitude 
of contacts with the unemployed, on the one hand, and with job opportunities, 
on the other, were maintained by a miscellany of organizations. Some of 
these attempted to maintain codperative relations with the public employment 
service, but the majority operated in practical independence of it. Readers 
familiar with earlier studies of the American labor market will find the picture 
a familiar one. l 

The field investigation covered the three largest urban areas in the state, 
and also agricultural regions which depend upon labor supplies from outside 
the local community for the planting or harvesting of such crops as potatoes, 
cotton, sugar beets, beans, the citrus fruits, peaches, pears, prunes, apricots, 
almonds, and walnuts. 

The general plan of the study was to visit for a month or longer certain 
representative areas of California to determine what placement resources were 
available in each, to investigate an adequate sample of the more important of 
these agencies to discover the type of jobs they were filling, how they operated 


638 THE AMERICAN ECONOMIC REVIEW [ SEPTEMBER 


and what was their volume of business. No effort was made to gather elaborate 
statistics; the purpose of the study was to describe how workers got jobs 
rather than to measure the work of the labor market agencies statistically. 

The several chapters of the report describe in some detail the functioning 
of the various placement agencies. Chapters III to VII cover the placement 
agencies of the communities studied; 7.e., the California employment service; 
other governmental agencies doing placement; nongovernmental free employ- 
ment offices; and the fee-charging agencies. 

The chapter on “Labor Contractors” by Mary G. Luck, who did much of 
the field work of the whole study, is of particular interest. “In 1938,” says 
Mrs. Luck, “the labor contractor, in his infinite ramifications, was still an 
important factor in the agricultural labor market of California, particularly in 
crops where alien races were employed. Filipinos almost invariably worked in 
gangs of single men under a gang boss who was more the headman of the 
group than a labor contractor. .. . a very large proportion of the con- 
tractors, who might have gangs of various racial composition, were them- 
selves Mexicans. . . . there were still some Japanese labor contractors, hiring 
mostly men of other races. The latest immigrants to California, white families 
from the ‘dust bowl’ avoided the contractor system wherever possible.” 

Some of the types of labor contractors described are: 

1. The Entrepreneur, who contracts to harvest a field for a certain price 
per hamper picked and furnishes his own labor supply; 

2. The Boarding House Keeper, who assembles a crew and supervises them 
principally for the privilege of selling them board and lodging; 

3. The Contractor who sells job opportunities in his gang for a fee, but 
does not operate a boarding house or camp; 

4, Those who charge fees of the employers for recruiting labor for them; 

5. Foremen who provide their own crews, presumably without charging 
fees but possibly with some “kickbacks” from the workers under them; 

6. The Headman of a codperative group, a system which has almost dis- 
appeared except among the Filipinos. 

Two chapters are devoted to placement done by labor unions and employers’ 
associations in urban and agricultural industries. Employers’ associations, in 
the opinion of the authors of the report, have “organized placement bureaus 
either to forestall union control of hiring or to keep union members or 
‘agitators’ out of the plants in the community. Several Los Angeles associations 
mentioned the importance of a central employment bureau through which 
workers could be transferred expeditiously from plant to plant as a method of 
reducing the cost of unemployment compensation.” 

Incidentally, this was one of the measures which Professor John R. Com- 
mons, during the twenties, predicted that employers would set up if Wisconsin 
enacted the unemployment compensation bill then under consideration. Pro- 
fessor Commons thought that employers would establish mutual insurance 
associations covering their unemployment compensation liabilities, with an 
employment office to keep the periods of unemployment of individuals down 
to a minimum. 

The reviewer commends Doors to Jobs to those who would get a better com- 
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prehension of how placement work has developed in a typical American state. 
The study reveals an important industrial-agricultural area groping its way 
toward an organized labor market which it both wants and does not want. A 
multitude of local, sectional, group, and personal interests are benefited by a 
but partly organized market. More fundamental and important social interests 
point the need for more centralized control of the placement function. 
Don D. LESCOHIER 
University of Wisconsin 


William H. Sylvis and the National Labor Union. By CHARLOTTE TODES. 
(New York: International Publishers, 1942. Pp. 128. 75c.) 


This little book of slightly more than one hundred pages reviews the career 
of an American labor leader who was a link between the old utopian labor 
movement and the trade union movement of our time. While the book is 
interestingly written and contains, on the whole, a good account of the im- 
portant events in the career of Sylvis, it is Sylvis as a forerunner of labor 
and political radicalism who is portrayed. The early events in Sylvis’s life 
and the part he played in the organization of the molders’ union are described. 
The effect of the Civil War upon labor is examined, and we are informed that 
the draft riots in the northern cities were the result of the exploitation by 
pro-slave Democrats of the resentment against profiteers. Sylvis’s recognition 
of the changed economic conditions and his emphasis upon stability and good 
financial accounting as requisites for successful maintenance of a labor union 
are related. His influence upon the molders’ union, the National Labor Union 
and the first eight-hour movement are briefly described, and his views on 
Negroes, woman suffrage, coöperation, and independent political action are 
cited. 

Throughout the volume, Sylvis as an anticapitalist reformer rather than as a 
job-conscious trade union leader is stressed. The reviewer is inclined to another 
view. The interest that Sylvis holds for us is not as an advocate of coöperation, 
or as an espouser of a vague form of anticapitalism. In that respect he re- 
sembled his contemporaries in the labor movement. Sylvis’s uniqueness was 
that he perceived the need for a stable, practical, economic trade union move- 
ment founded on an adequate and well-managed treasury. This quality stamped 
him as a man ahead of his time. In this respect he foreshadowed the labor 
leader of the nineties and even of our own time. Miss Todes is more con- 
cerned with Sylvis as a champion of a wider political solidarity of labor. His 
championing of a labor party remains for her “a critical step, if labor is to 
take its place as a leading force in the affairs of the nation.” She has, there- 
fore, mainly emphasized Sylvis the social reformer. Nevertheless, her study 
is a fair and interesting description of many of the high spots and opinions 
of a pioneer labor figure. 

Pare TAFT 

Brown University 
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The Needle Trades, By Jorr SerpMan. (New York: Farrar and Rinehart. 
1942, Pp. xviii, 356, $2.50.) 


This first volume of a contemplated series, “Labor in the Twentieth Cen- 
tury,” lives up to the introductory comment of the editors that Dr. 
Seidman, formerly of Brookwood Labor College, has brought to this study of 
one of the largest and most interesting sectors of the labor movement, com- 
prising some 600,000 members, the training of a scholar and the rich experience 
of a participant in the labor movement. Dr. Seidman not only ably integrates 
the contribution made in previous histories of the Amalgamated Clothing 
Workers’ Union and the International Ladies’ Garment Workers’ Union but 
also has rounded out the picture with the other three unions in branches of 
the needle trades. To one who has participated in organizing, educational and 
research work with four of the five unions, it is clear that this volume does not 
merely supplement previous attempts to give a comprehensive picture. 

The book is written neither in the crusading spirit of the Budish and Soule 
New Unionism, published in 1920, nor from the factional and biased outlook 
of Jack Hardy’s The Clothing Workers, published in 1935. Because he has 
begun by sketching in the economic background in each branch of the needle 
trades, has analyzed the labor force, the leadership and policies, Dr. Seidman is 
able to evaluate as no one else has done the reasons why factionalism and in- 
ternal conflict have variously affected each of the organizations at various 
periods. 

If one were to suggest any improvements or additions these would be: an 
amplification of the discussion on the rôle of these unions in the American 
Federation of Labor and in the C.I.O.; and a supplementation of the appendix 
material, now confined to Census Statistics, by data showing membership 
growth and distribution, by geographic region, sex, and race. Especially valu- 
able is the critical bibliography although Dr. Seidman’s book shows every 
evidence of an absorption so complete that little study of previous sources 
should be necessary. The scholarliness of the work has not stood in the way 
of a presentation as vividly alive as the life and activities of the organizations 
which he describes and analyzes. 

Erse GLÜCK 

Waskington, D.C. 


Unclassified Items 


Millhands and Preachers. By Liston Pore. (New Haven: Yale Univ. Press. 
1942, Pp. xvi, 369. $4.00.) 


The publication notices of this book gave the impression that it was merely 
another study of the notorious 1929 strike in the Loray Mills of Gastonia, 
North Carolina, with special reference to the rôle of the religious leaders of 
the community. Since a large amount of material covering many aspects of 
that much-publicized strike has appeared in print in the last thirteen years, 
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such a project at the present time might well be an instance of shooting a 
dead horse, 

An examination of the book, however, dispels any such skepticism, for the 
author has not only escaped the possible danger of rehashing already published 
works, but has also made a valuable contribution to the literature of the 
functioning of social and economic institutions. In fact, the book is concerned 
only incidentally with the details of the strike itself. The author sets himself 
to the task of discovering the interrelations in community life of economic 
and religious institutions. Commenting in the Preface on the fact that, while 
philosophers such as Marx and Max Weber have advanced various hypotheses 
as to the interaction of these institutions, there have been few studies which 
have actually undertaken a description of the contemporary data in precise 
terms, the author selects a certain area—Gaston County, North Carolina, the 
center of the combed yarn section of the textile industry in the South—and 
a certain period—1880 to 1930—as the focal points of his study. Since the 
Loray strike was led by Communists, whose philosophy challenged both the 
economic structure and the religious tenets of the community, the tempo of 
interaction was highly accelerated and dramatized by the issues of the strike 
and in the subsequent trial of the strike leaders for the shooting of a police 
officer, a trial in which the religious beliefs (or lack of them) of the defendants 
were admitted as evidence in determining the credibility of witnesses. 

The book is divided into three main sections. The first, The Patterns of 
Growth, traces the development of the textile industry in Gaston County 
as. part of the general expansion of the mills in the Piedmont region. The 
general material is a familiar story to those acquainted with the work of 
Professor Broadus Mitchell and the Chapel Hill group. Mr. Pope adds to 
this the related history of the churches in Gaston County, and their réle in 
mill building. He finds that “there have been reciprocal relations in growth, 
i.e., expansion, quantitative increase in salient respects, quantitative differen- 
tiation and proliferation within each type of institution as compared with the 
other.” One of the most significant parts of the work is in this section; that 
is, the description of the emergence of social-economic classes as the industrial 
life of the community developed, and the accompanying emergence of ‘‘class 
churches.” The class churches become institutionalized, They tend to move 
up on the best streets and to erect costly and impressive-looking buildings, 
moving away from the interests and environment of the wage-workers in the 
mills. The religious sects, The Holy Rollers and others, on a more emotional 
and earthly basis, fill the religious needs of those at the bottom of the economic 
ladder. These religious sects, according to this interpretation, are a type of 
folk-movement. 

The second section, Modes of Control, deals with “the restraining and regu- 
latory procedures” which have been worked out between the two institutions. 
The financial support given the churches by the mill managements is analyzed 
and its effect on the programs and policies of church groups is indicated. The 
significant part of this material is the matter-of-fact way in which both pastors 
and parishioners accept this relationship. From this, it follows that the inde- 


642 THE AMERICAN ECONOMIC REVIEW [ SEPTEMBER 


~ 


pendence of church groups on specific social and economic questions is strictly 
limited. There appears to be a division of labor accepted by the religious 
leaders.: Their share is to look after the “spiritual needs” of their flocks. Mr. 
Pope points out the fact that among the clergy of both uptown and mill 
churches there is a stark inadequacy of knowledge of social and economic 
questions. This is as ‘true of the “educated ministry” as of the untrained lay 
preachers. On the whole, since the latter live on a scale closer to the economic 
level of the mill workers, they tend to more sympathetic action, ‘although not 
necessarily possessed of greater understanding of the issues at stake. 

The third section, Strategies of Defense, is concerned with the Loray 
strike and its aftermath. The strike is presented as a clash of cultures. Both 
the industrial structure and the religious organizations met a crisis in which 
fundamental relations, normally obscured, were revealed. For those familiar 
with the details of the strike incident, this is from some points of view the 
least significant part of the book. The reason is that the very excellent analysis 
which precedes has already indicated the effect of a communist-led strike on 
the economic and religious institutions in the community. It is, therefore, to 
be expected that, in so far as independent actions were concerned, the basic 
economic factors in the strike passed almost unnoticed by the organized 
forces of religion. Persons identified with the churches took considerable part 
in the resistance of the community to the strike, but always in terms of 
protecting the economic status quo. Even the implications of injecting the 
religious issue in the trials appear not to have caused concern on the part of 
the churchmen. The author concludes that in the time of crisis, the “Gastonia 
ministers revealed that their economic ethic ways were products of the eco- 
nomic system in which they lived, with no serious modification by any trans- 
cendent economic or religious standard. They were willing to allow the power 
of religious institutions to be used against those who challenged this economic 
system, and themselves assisted in such use. At no important point did they 
stand in opposition to the prevailing economic arrangements or to drastic 
methods employed in their preservation. In no significant respect was their 
rôle productive of change in economic life” (p. 330). 

This conclusion suggests the long-range problem raised by this study of a 
specific area of relations between economic and religious institutions. While 
the preponderant weight of evidence presented by the author would tend to 
support a rather sharp economic determinism, he declines to come to such a 
conclusion. “During the period as a whole,” he says, “economic factors have 
more nearly shaped religious institutions than been shaped by them (pp. 331- 
32). And again, “Religious forces have not been the crucial dynamic factor 
in culttire; neither have they been simply the opiate of the people or an unmiti- 
gated sanction of the status quo.” He rejects any broad generalization as to the 
universal relation as being too uncritical and undiscriminating to represent 
the diverse and complicated relations. He leans to a Bergsonian concept, 
reconciling Marx and Weber, saying that the “churches have tended to pass 
from a dynamic force for social change to a static sanction of the change 
affected” (p. 332). For religious institutions to exert positive influence would, 
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he believes, call for a different type of organized religion than that now pre- 
vailing in the United States. 

Some brief reference should be made to the general:method and style of the 
work. Obviously, such a study is not statistical, but there is evidence of 
scholarly examination of available data and there is a considerable body of 
factual data presented to support the descriptive material. The pages are 
filled with evidences of painstaking field work— interviews with mill managers, 
church leaders, workers, strike leaders and others. There are many direct 
quotations from these sources which add color and interest, but do not 
impede the analysis of the basic issues. From the standpoints of content, 
method, and presentation, this is one of the best books of its type which has 
come to this reviewer’s attention. 

Lors MACDONALD 

New York University 
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1942. Pp. 160. $1.25.) 


NEUMANN, F. Behemoth; the structure and practice of national socialism. (New York: 
Oxford. 1942. Pp. 540. $4.) 
A comprehensive analytical study of the origins, practice and development of na- 
tional socialism in Germany. 


Purpom, C, B. The new order, (London: Dent. 1941. Pp. 286.) 
Presents a “new order for Britain,” with chapters on “The State,” “Society,” “The 
Nation,” “The New Order in the British Commonwealth,” “The New Order in 
Europe,” “The New World Order,” etc. 


Rostncer, L. K. Japan as an economic power. Foreign pol. repts., vol. 18, no. 2. (New 
York: Foreign Policy Assoc. 1942. Pp. 11. 25c.) 


Seca, S. The new order in Poland, Introduction by Raymonp LesLie BUELL, (New 
York: Knopf. 1942. Pp. 304. $3.) 
This description of nazi rule in Poland presents what the nazi “New Order” for 
Europe looks like in practice. 
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Simutis, A. The economic reconstruction of Lithuania after 1918. (New York: Columbia 
Univ. Press. 1942. Pp. xiii, 148. $1.50.) 


TIMPERLEY, H. J. Japan: a world problem, (New York: John Day. 1942. Pp. 159. $1.75.) 


VANDENBOSCH, A. The Dutch East Indies; its government, problems, and politics. 3rd 
ed. (Berkeley: Univ. of California Press. 1942. Pp. 472. $4.) 


Witty, T. E. Capitalism explained. (Ozone Park, N.Y.: Catholic Literary Guild. 1942. 
Pp. 192. $1.50.) 


Industrial Japan; aspects of recent economic changes as viewed by Japanese writers. I.P.R. 
internat. research ser. (New York: Inst. of Pacific Relations. 1941. Pp. 239.) 


Statistics; Economic Mathematics; Accounting 


Dean, J. and James, R. W. The long-run behavior of costs in a chain of shoe stores, a 
Statistical analysis. Stud. in bus. admin., vol. XII, no. 3. (Chicago: Univ. of Chicago 
Press. 1942. Pp. ix, 54.) 


FREEMAN, H. A. Industrial statistics, statistical technique applied to problems in indus- 
trial research and quality control. (New York: Wiley. 1942. Pp. ix, 178. $2.50.) 


Gates, H. T. Cases and questions to accompany Bell and Johns’s Auditing. Prentice-Hall 
acct. ser. (New York: Prentice-Hall. Pp. 191. $2.50.) 


SWINEFORD, F. and Hoxrzincer, K. I. A study in factor analysis: the reliability of bi- 
factors and their relation to other measures. Suppl. educ. monog., no. 53. (Chicago: 
Univ. of Chicago. Pp. 99. $1.) 


Tue!ss, E. L. and Hunter, J. L. Practical accounting. McGraw-Hill pubs. in bus. educ. 
(New York: McGraw-Hill. 1942. Pp. 386. $2.25.) 


Wacner, C. C., and others. Introduction to statistics. (State College, Pa.: Pennsylvania 
State College. 1941. Pp. 123. $1.75.) 


Winrrey, R. Depreciation of group properties. Lowa eng. exp. sta. bull. 155. (Ames: Iowa 
State Coll. of Agric. and Mech. Arts. 1942. Pp. 13.) 


. Condition-percent tables for depreciation of unit and group properties. Iowa 
eng. exp. sta. bull. 156. (Ames: Iowa State Coll. of Agric. and Mech. Arts. 1942. $3.) 


WoLFENDEN, H. H. The fundamental principles of mathematical statistics, with special 
reference to the requirements of actuaries and vital statisticians, and an outline of a 
course in graduation. (Toronto: Macmillan. 1942. Pp. xv, 379.) 


Accounting, auditing and taxes, 1941. (New York: Am. Inst. of Accountants. 1941. Pp. 
216. $1.) 


Anuario estadistico del comercio exterior de los estados unidos mexicanos, 1939. (Mexico, 
D. F.: Secretaria de la Economia Nacional Direccion General de Estadistica. 1941. 
Pp. 1253.) 


Bibliografia Mexicana de estadistica. Tomo 1. (Mexico: Secretaria de la Economia Na- 
cional Direccion General de Estadistica. Pp. 696.) 





Compendio estadistico. (Mexico: Secretaria de la Economia Nacional Direccion General 
de Estadistica. 1941. Pp. 117.) 


Revista de estadistica. Vol. V, nos. 1-3. (Mexico: Secretaria de la Economia Nacional 
Direccion General de Estadistica. 1942. Pp. 288.) 


Business Cycles and Fluctuations 


HABERLER, G. Consumer instalment credit and economic fluctuations, Finan. research pro- 
gram, stud. in consumer instal. finan. no. 9. (New York: Nat. Bur. Econ. Research. 
1942. Pp. xix, 239. $2.50.) 
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Public Finance; Fiscal Policy; Taxation 


Braxey, R. G. and Braxey, G. C. State sales and use taxes. Reprinted from the March 
and April, 1942, issues of Taxes. (Chicago: Commerce Clearing House, 1942. Pp. 17.) 


Forp, R. S. and Waxman, A. Financing government in Michigan, Michigan gov. stud. no. 
9. (Ann Arbor: Univ. of Michigan Press. 1942. Pp. vi. 213.) 


Harc, R. M. Financing total war. Columbia home front warbooks, no. 5. (New York: 
Columbia Univ. Press, Pp. 32. 25c.) 


Martin, J. W. and Morrow, G. D. Organization for Kentucky local tax assessments. 
Bull. of the Bur. of Bus. Research, Vol. II, no. 4. (Lexington: Univ. of Kentucky. 
1941, Pp. v, 85.) 


Newcomer, M. and Krug, E. A. How our government raises and spends money. Prob. 
in Am. life, unit. no. 1. (Washington: Departments of the Nat. Educ. Assoc. 1942. Pp. 
80. 30c.) 


Winstow, C. M. and Crarx, K. R. Minimizing death taxes. 4th ed., rev. and enl. (Chi- 
cago: Commerce Clearing House. 1934-1942. Pp. 190. $1.) 


National defense and state finance. Bur. pub. admin, no. 3. (University, Ala.: Univ. of 
Alabama, 1941. Pp. 180.) 

Eleven papers read at a conference held on January 31, and February 1, 1941, under 
the joint auspices of the Alabama State Department of Revenue, the Federation of 
Tax Administrators, and the Bureau of Public Administration of the University of 
Alabama. 


Income tax, depreciation and obsolescence, estimated useful ives and depreciation rates. 
Bull. F. (Washington: Internal Revenue Bur. 1942. Pp. 93. 15c.) 


An analysis of the sources of war finance and an estimate of the national inconte and ex- 
penditure in 1938 and 1940, by the financial secretary to the Treasury, (London: H. M. 
Stationery Off. 1941. Pp. 16.) 


Our public works experience. (Washington: National Resources Planning Board. 1941. 
Pp. 36. 10c.) 
This is a summary of the study The Economic Effects of Federal Public Works 
Expenditures, 1933-1938. 


Tax systems; a year book of legislative and statistical information including all the 
States of the United States and certain Canadian and foreign data, 9th ed. by the 
Tax Research Found. (Chicago: Commerce Clearing House, Pp. 391. $8.75.) 


Money and Banking; Short-Term Credit 


Maver, R. W. Questions and problems in money and banking. (New York: Longmans 
Green. 1941. Pp. 90. 50c.) 


Muscatus, J. A. Bibliography of histories of specific banks. (Norristown, Pa.: Author, 
717 W. Marshall St. 1942. Pp. 16. 50c.) ) 


Tuomas, R. G. Our modern banking and monetary system. Prentice-Hall econ. ser. 
(New York: Prentice-Hall. 1942. Pp. xxiii, 812. School ed., $4; trade ed., $5.35.) 


Assets and liabilities of operating insured banks. Rept. no. 16. (Washington: Federal 
Deposit Insurance Corp. 1941. Pp. 35.) 


Proceedings: consumer credit conference, American Bankers Association. Saint Louis, Mis- 
souri, April 23, 24, 25, 1941. (New York: Am. Bankers Assoc. 1941. Pp. 229.) 


International Trade, Finance and Economic Policy 


Baxer, R. C. The tariff under Roosevelt and Taft. (Schoharie, N.Y.: Author. 1941. Pp. 
220, $1.50.) 
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Bisson, T. A. American policy in the Far East, 1931-1941. Rev. ed., with a supplemen- 
tary chapter by Miram S. Farrey. I.P.R. inquiry ser. (New York: Inst. of Pacific Re- 
lations, 1941. Pp. 216. $1.75.) 


Carus, H. G. Foreign capital in Southeast Asia. Introduction by Cart F. REMER, LP.R. 
internat. res. ser. (New York: Internat. Secretariat, Inst. of Pacific Relations 1942. Pp. 
iv, 120. $1.25.) 


Kersen, H. Law and peace in international relations, Oliver Wendell Holmes lectures, 
1940-41. (Cambridge: Harvard. 1942. Pp. 192. $2.) 


Lioyp, J. W. Pan American trade, with special reference to fruits and vegetables. (Danville, 
IUl.: Interstate, Pp. 345. $2.25.) 


Potter, P. B. Article XIX of the Covenant of the League of Nations; a study in the 
problem of international government. Geneva stud., vol. xii, no. 2. (Geneva: Geneva 
Research Centre. New York: Columbia Univ. Press. 1941. Pp. 98. 40c.) 


SHEPARDSON, W., H. The interests of the United States as a world power. (Claremont, 
Calif.: Claremont Colleges. 1942. Pp. vii, 64. $1.75.) 


Tayor, G. E. America in the new Pacific. (New York: Macmillan. Pp. 160. $1.75.) 

An authority on Far Eastern affairs analyzes the issues in the different wars which 

are going on in the Pacific and relates them to the general conflict, dealing specifically 
with the American-Japanese struggle for the leadership of Asia. 


DE Wirog, J. C. Economic projects for hemisphere development. For. pol. repts., vol. 17, 
no. 24. (New York: Foreign Policy Assoc. 1942. Pp. 10. 25c.) 


Inter-American coffee agreement, agreement and protocol between the United States 
of America and other American Republics; and joint resolution approved Apr. 11, 1941. 
Treaty ser. 970. (Washington: State Dept. 1941. Pp. 53. 10c.) 


Inter-American relations interpretations, with an analysis of inter-American conferences, 
1938-1940. (Chapel Hill: Univ. of North Carolina Press. Pp. 47. 25c.) 


Règlementation du commerce des devises: France. 4°™° ed. (Basle: Banque Des Règle- 
ments Internationaux. 1942. Pp. 60.) 


Réglementation du commerce des devises: Italie. (Basle: Banque des Réglements Inter- 
nationaux, Departement Monétaire et Economique. 1942. Pp. 78. Sw.fcs. 3.50.) 


Statistical Year-Book of the League of Nations, 1940-41. Internat. docs. serv. (New 
York: Columbia Univ. Press. 1942. Pp. 271. $3.50.) 
Special features, dealing with war expenditures and exchange control, have been 
added to the usual collection of statistical tables. It is the best reference book for 
studying the demographic and economic consequences of the World War.—J. C. Rocca 


Treasury decisions under customs and other laws: Vol. 76. July 1940-June 1941. (Wash- 
ington: Treasury Dept. 1941. Pp. 393. $1.) 
Contains decision nos. 50178-50414. 


Business Finance; Insurance; Investments; Securities Markets 


Devine, C. R. Inventory valuation and periodic income. (New York: Ronald. 1942. 
Pp. vii, 195. $3.) 

Drerzin, I. and McAvoy, S. A. Understanding life insurance. (New York: Crown Pub- 
lishers. 1942. Pp. 245. $2.) 


Gutruman, H. G. The analysis of financial statements. 3rd ed. (New York: Prentite- 
Hall. 1942.) 


Horton, D. C, Larsen, H. C. and Wari, N. J. Farm-mortgage credit facilities in the 
United States. Misc. pub. no. 478. (Washington: U. S, Dept. of Agric. 1942. Pp. vii, 
262. 55c.) 
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Huspanp, W. H. and Docxeray, J. C. Modern corporation finance. (Chicago: Richard 
D. Irwin, 1942. Pp. viii, 853. $4.25.) 


Kamm, J. O. The decentralization of securities exchanges. (Boston: Meador. 1942. Pp. 179. 
$2.) 


WALL, A. Basic financial statement analysis, (New York; Harper. 1942. Pp. 158. $2.50.) 


Investment trusts and investment companies: report of the Securities and Exchange 
Commission, pursuant to sec. 30 of the Public Utility Holding Company act of 1935. 
Pt. 3, chap. 6. Abuses and deficiencies in the organization and operation of investment 
trusts and investment companies. (Washington: Securities and Exchange Commission. 
1942, Pp. 542. $1.) 


Securities and Exchange Commission. Vol. 8. Decisions and reports of Securities and 
Exchange Commission, Sept. 1, 1940-Mar. 31, 1941. (Washington: Securities and 
Exchange Commission. 1941. Pp. 1094. $2.) 


Public Control of Business; Public Administration; 
National Defense and War 


ApaMs, G. P., Jr. Wartime price control. Foreword by CHartes O. Harpy. (Washington: 
Am. Council on Pub. Affairs. 1942. Pp. x, 153. $3; paper, $2.50.) 


Arnotp, T. W. Democracy and free enterprise. Baxter Memorial lectures at Univ. of 
Omaha. (Norman: Univ. of Oklahoma Press. Pp. 81. $1.) 
The Assistant Attorney General of the United States speaks in these four essays 
of the attitudes and practices of both management and labor which have slowed 
America’s war effort. 


, and others. War profits, Univ. of Chicago round table broadcast, no. 214. 
(Chicago: Univ. of Chicago. 1942. Pp. 26. 10c.) 


ATKINSON, C. The New Deal: will it survive the war? Belle and John McLucas 
memorial lib. (Boston: Meador. Pp. 114. $1.50.) 


BACKMAN, J. Canadian wartime control of industry. Contemp. law pamph., ser, 4, no. 10. 
(New York: New York Univ. School of Law. 1942, $1.) 


BrarspeLt, D. C. Government under pressure. Pub. affairs pamph., no. 67. (New York: 
Pub. Affairs Committee. 1942. Pp. 31.) 


Bosworto, K. A. Tennessee Valley County; rural government in the hill country of 
Alabama. (University, Ala.: Bur. of Pub. Admin., Univ. of Alabama. 1941. Pp. 124.) 


CoHEN, E. W. The growth of the British Civil Service, 1780-1939. (New York: Norton. 
1942. Pp. 221. $3.25.) 


CORNELL, E. S., Jr. America’s future pattern, (Larchmont, N.Y.: Author. 1942. Pp. 214. 
$1.50.) 


Darr, H. E. The higher civil service of Great Britain. (New York: Oxford. 1942. Pp. 246. 
$2.75.) 


Frank, J. If men were angels; some aspects of government in a democracy. (New York: 
Harper. 1930-1942. Pp. 392. $3.75.) 
An inquiry into judicial decisions and decisions by administrative agencies. 





Gautt, E. H. and Woraver, E. S. Interstate trade barriers and Michigan industry, 1941, 
Econ, ser. 15. (Washington: Bur. of Foreign and Domestic Commerce, U. S. Dept. of 
Commerce. 1942. Pp. iv, 42. 10c.) 


Hoover, E. M., Je, and Dean, J., editors. Readings in the social control of industry. 
Ser. repub. arts. on econ., vol. 1. (Philadelphia: Blakiston. 1942. Pp. viii, 494. $2.75.) 


Horracuer, J. F., editor. Administrative regulation of private enterprise. Annals, vol. 221. 
(Philadelphia: Am. Acad. Pol. and Soc. Sci., 1942. Pp. viii, 256. $2.) 
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Howert, H. A. The copyright law. (Washington: Bur. of Nat. Affairs. Pp. 288. $5.) 


KALLENBACH, J. E. Federal coöperation with the states under the commerce clause. 
Univ. of Michigan pub.; hist. and pol. sci, vol. 14. (Ann Arbor: Univ. of Michigan 
press, Pp. 436. $4.) 


KEoHANE, R. E., and others. Government in action. Rev. ed. (New York: Harcourt Brace. 
1942. Pp. 893. $1.92.) 


Kyettstrom, E. T. H., and others, Price control, the war against inflation. (New Bruns- 
wick: Rutgers Univ. Press. 1942. Pp. x, 171. $2.50.) 


LAWLER, H. W., editor, Maximum production: warfare and welfare; symposium. L.I.D. 
pamph. ser. (New York: League for Industrial Democracy. 1942. Pp. 32. 15c.) 


MirispaucH, A. C. Democracy, efficiency, stability; an appraisal of American govern- 
ment, Stud. in admin., no, 43. (Washington: Brookings Inst. 1942. Pp. 532. $4.) 
An appraisal of American government in process of development from 1787 to 1929 
and in regard to democracy, efficiency and stability from 1929 to the present day. 


Pounp, R. Social control through law. Powell lectures on philosophy, Indiana University. 
6th ser. (New Haven: Yale Univ. Press. Pp. 138. $2.) 


SHORT, L. M. and Turer, C. W. The Minnesota Commission of Administration and 
Finance, 1925-1939; an administrative history. (Minneapolis: Univ. of Minnesota 
Press, [1942.] Pp. 173.) 


Turestnc, T. H. Control of foreign-owned property in the United States; an analysis 
of executive orders and regulations. (New York: U. S. Corporation Co., 150 Broadway. 
1941. Pp. 40. $1.) 


Waite, L. D., editor. The future of government in the United States; essays in honor 
of Charles E. Merriam, (Chicago: Univ. of Chicago Press. 1942. Pp. ix, 274. $3.50.) 


Woop, L. I. Patents and antitrust law. (Chicago: Commerce Clearing House. 1942. Pp. 
232. $3.50.) ' 


Wricut, B. F., Jr. The growth of American constitutional law. (Boston: Houghton 
Mifflin. 1942. Pp. 284. $2.25.) 


The Emergency Price Control act. Law and Contemporary Problems, vol. 9, no. 1. 
(Durham: Duke Univ. [1942.] Pp. 177. $1.) 


State milk and dairy legislation. (Washington: Work Projects Administration. 1941. Pp. 
595, $1.50.) 


Industrial Organization; Price and Production Policies; 
Business Methods and Policies 


BETHEL, L. L., and others. Production control. (New York: McGraw-Hill. 1942. Pp. xi, 
276. $2.75.) 


Brown, S. M., and others, editors. Business executive’s handbook. 2nd ed., rev. and enl. 
(New York: Prentice-Hall. 1942. Pp. 1610. $7.50). 


Jupxins, C. J., compiler. Trade and professional associations of the United States. 
U.S. Dept. of Commerce indus. ser. no. 3. (Washington: Supt. Docs. 1942. Pp. 324. 70c.) 


SCHREIBER, N. B. Philosophy of organization; fundamental principles and concepts in 
business organization. (Chicago: A. Kroch. Pp, 124. $2.50.) 


Management control accounting and production standard procedures for the printing 
industry. 4 vols. (Washington: United Typothetae of Am. 1941. $68.) 


Small business: hearings, 77th Cong., 1st sess., pursuant to S. Res. 298 (76th Cong.), to 
appoint a special committee to study and survey problems of American small business 
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enterprises. Pt. 1. Dec. 1941. (Washington: Special Committee to Study and Survey 
Problems of Small Business Enterprises, Senate. 1942. Pp. 305. 30c.) 


Small business: hearings, 77th Cong., 2nd sess., on S. 2250, to mobilize the productive 
facilities of small business in the interests of successful prosecution of the war, and for 
other purposes. Pt. 1. Feb. and Mar, 1942; Pt. 2. Mar. 1942. (Washington: Banking 
and Currency Committee, Senate. 1942. Pp. 262; 100. 25c; 15c.) 


Marketing; Domestic Trade 


ÅSHER, L. E. and Hear, E. Send no money. (Chicago: Argus Books. 1942. Pp. 215. $2.75.) 
The biography of Richard Warren Sears, founder of Sears, Roebuck and Company. 


Darras, H. Chain stores—pro and con, Rev. ed. (New York: Pub. Affairs Committee. 
1942. Pp. 32. 10c.) 


FavittE, D. E., Jones, D. M. and Sonne, R. B. Merchandise availability in Utah: a 
research study of the availability and retail prices of selected food, drug, clothing, dry 
goods, and variety items in typical rural towns in the state of Utah. (Stanford Uni- 
versity, Calif.: Stanford Univ. Press. 1942. Pp. xvi, 229. $3.) 


Credit manual of commercial laws, 1942, (New York: Nat. Assoc. of Credit Men. 1941. 
Pp. 848. $6.50.) 


Resale price maintenance, by means of fair trade laws in force April 1, 1942, (New York: 
Am. Fair Trade Council. 1942. Pp. 34. $1.) 


Sixteenth census of United States, 1940, census of business, 1939: Retail trade, analysis 
by sales size. (Washington: Census Bureau. 1941. Pp. 255. 45c.) 


Sixteenth census of United States, 1940, census of business, 1939: Wholesale trade, com- 
modity sales, sales analyzed by commodities or lines of merchandise. (Washington: 
Census Bureau. 1942. Pp. 226. 45c.) 


Mining; Manufacturing; Construction 


ANDERSON, A. D. The shoe and leather lexicon. 11th rev. ed. (New York: Boot and Shoe 
Recorder Pub. Co. 1941. Pp. 108. 50c.) 


Cumiry, R, W. America’s oil, Edited by Heren M. Srronc. Unitext program; basic 
soc, educ. ser. (Evanston: Row, Peterson. 1942. Pp. 48. 32c.) 


Eavenson, H. N. The first century and a quarter of American coal industry. (Pittsburgh: 
Eavenson, Alford & Auchmuty. Pp. 715. $8.) 


Hormes, H. N. Strategic materials and national strength. (New York: Macmillan. 1942.) 


Pratt, W. E. Oil in the earth; four lectures delivered before the students of the Depart- 
ment of Geology, University of Kansas, March 17 to 19, 1941. (Lawrence: Univ. of 
Kansas Press. Pp. 105. $1.) 


Introduction to shipbuilding, by the Shipbuilding Division, Bethlehem Steel Co. Training 
within industry, War Production Board, (Washington: Supt. Docs, 1942. Pp. 80. 20c.) 


Strategic raw materials, problems and program of the United States. (New York: Nat. 
Assoc. of Manufacturers. 1941. Pp. 86.) 


Transportation; Communication; Public Utilities 


Barnes, I. R. The economics of public utility regulation. (New York: Crofts. Pp. xxiv, 
952. $5.) 


Dearinc, C. L. Automobile transportation in the war effort. Pamph. no. 37. (Washington: 
Brookings Inst. 1942. Pp. 27. 25c.) 
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Kwnerss, G. H. Bonanza railroads. (Stanford University. Calif.: Stanford Univ. Press. 
1941. Pp. xvi, 148. $3.) 


Lissrrzyn, O. J. International air transport and national policy. Stud. in Am. foreign 
relations, no. 3. (New York: Council on Foreign Relations. 1942. Pp. xviii, 478. $5.) 


Marro, L. Will electric power be a bottleneck? Pamph. no. 40. (Washington: Brookings 
Inst. 1942. Pp. 67. 50c.) 


PARMELEE, J. H. A review of railway operations in 1941, Spec. ser. no. 71. (Washington: 
Bur. of Railway Econ., Assoc. of Am. Railroads. 1942. Pp. 33.) 


Parra, W. W., editor. American aviation; aviation officials and companies, United 
States, Canada and Latin America. Vol. 3, no. 1, spring-summer, 1942. (Washington: 
Am. Aviation Assoc. Pp. 314. $5.) 


Storz, L., editor. “Who's who” in the public utilities industry. (Philadelphia: Editor, 
P. O. Box 7274. 1942. Pp, 205. $3.) 


Crisis in transportation, Planning pamph., no. 7, (Washington: Nat. Planning Assoc. 
1941. Pp. 26. 25c.) 


Great Lakes-St. Laurence Basin: hearings, 77th Cong., Ist sess., on the subject of the 
improvement of the Great Lakes-St. Lawrence Seaway and Power Project. Pt. 1. 
June 17 to July 9, 1941. Rev. Pt. 2. July T4 to Aug. 6, 1941. (Washington: Rivers and 
Harbors Committee, House, 1942. Pp. 1104; 1179. $1.25, each.) 


Land-grant rates: hearings, 77th Cong., 2nd sess., on H. R. 6156, bill to amend sec. 321, 
title 3. Pt. 2. Transportation act of 1940, repeal of land-grant rates with respect to the 
movement of government traffic, Feb. 19 and 20, 1942. (Washington: Interstate and 
Foreign Commerce Committee, House. 1942. Pp. 151. 20c.) 


Investigation of railroads, holding companies, and affiliated companies: hearings before 
a subcommittee of the Committee on Interstate Commerce, United States Senate, 75th 
Cong., 2nd sess., pursuant to S. Res. 71 (74th Cong.), Pt. 25. Chicago and North 
Western Railway Co. and Chicago, St. Paul, Minneapolis & Omaha Railway Co.; 
Allegheny Corporation; and the Chesapeake Corporation. (Washington: Supt. Docs. 
1942, Pp. 548. 65c.) 

St. Lawrence Survey: Pt. 7. Summary report of the St. Lawrence Survey, including the 
national defense aspects of the St. Lawrence project. (Washington: Commerce Dept., 
St. Lawrence Survey. 1941, Pp. 147. 35c.) 

Statistics of the communications industry of the United States for the year ended 
Dec. 31, 1940, financial and operating data relating to communication carriers and 
standard broadcast stations subject to the Communications act of 1934. (Washington: 
Federal Communications Commission. 1942. Pp. 148. 20c.) 


Tennessee Valley Authority: annual report for the fiscal year ended June 30, 1941. 
(Washington: Supt. Docs, 1942. Pp. 289. 45c.) 


Agriculture; Forestry; Fisheries 
Brack, J. D. Parity, parity, parity. (Cambridge: Harvard Committee on Research in 
the Soc. Sci. 1942. Pp. xi, 367.) 


Burer, O. M., editor. American conservation. New enl, ed. (Washington: Am. Forestry 
Assoc. 1941. Pp. 160. $2.50.) 

CarrotHers, W. A. The British Columbia fisheries. Foreword by H. A. Innis. Pol. econ. 
ser. (Toronto: Univ. of Toronto Press. 1941. Pp. xv, 136. $1.) 


COLUMELLA, L. J. M. On agriculture; with an English translation by Harrison BOYD ASH. 
Loeb classical lib., no. 361. (Cambridge: Harvard Press. 1942. Pp. 482. $2.50.) 


Fowrrr, H. C. The competitive position of dairying in southern New England. U. S. 
Dept. of Agric. tech. bull. no. 812. (Washington: Supt. Docs, 1942. Pp. 51. 10c.) 
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Hart, V. B., and others. Farm management and marketing (New York: Wiley. Pp. 654. 
$2.75). 


HaytTHorne, G. V. and Marss, L. C., Land and labour; a social survey of agriculture 
and the farm labour market in central Canada. McGill soc. res. ser, no, 11. (New 
York: Oxford. 1942. Pp. 596. $4.50.) 


Larson, N. G. The dairy industry in the United States, 1940-1041, selected references 
on the economic aspects of the industry, Agric. econ. bibliog. no. 97. Supplements econ. 
lib. list no. 11, (Washington: Bur. of Agric. Econ. 1942. Pp. 141.) 


Sterr, J. M. The economics of price in the milk industry. Bur, of pub. admin. rept., ser. B, 
no. 9. (University, Va.: Bur. of Pub. Admin., Div. of Pub., Univ. of Virginia. 1942. 
Pp, ii, 154.) 


THomson, R. B. An examination of basic principles of comparative forest valuation. 
School of Forestry bull. 6. (Durham: Duke Univ. 1942. Pp. 99. 75c.) 


TIMOSHENKO, V. P. Variability in wheat yields and outputs. Pt. I. Cycles. or random 
fluctuations. Wheat stud. of the Food Research Inst., vol. 18, no. 7. (Stanford: Stan- 
ford Univ. 1942, Pp. 47.) 


For a better post-war agriculture. Planning pamph. no. 11. (Washington: Nat. Planning 
Assoc. 1942. Pp. 47. 25c.) ; 


Sixteenth census of the United States, 1940, agriculture, 2d series: United States sum- 
mary, farm mortgages, taxes, labor facilities, expenditures, and miscellaneous farm 
information, fruits, vegetables, and minor crops, with statistics for geographic divisions 
and states. (Washington: Census Bureau. 1942. Pp. 85, 20c.) 


Economic Geography; Regional Planning; Urban Land; Housing 


ASCHER, C. S. Better cities. Building Am. (Washington: Nat. Resources Planning Board. 
1942. Pp. 22.) 


Comer, J. P. New York City building control, 1800-1941, (New York: Columbia Univ. 
Press. Pp, 289. $3.25.) 
A study of the development of administrative control of building in New York City 
since 1800. 


Crane, F. A. Planning cities for today and tomorrow. Unitext program; basic soc, educ. 
ser. (Evanston: Row, Peterson. 1942. Pp. 47. 32c.) 


Doten, D. Housing program for victory, (New York: Social Action. Pp. 34. 15c.) 


RENNER, G. T. Conservation of national resources ; an educational approach to the 
problem. (New York: Wiley. Pp. 239. $2.75.) 
The author is professor of geography at Teachers College, Columbia University. 


Housing, national defense: hearings, 77th Cong., 2nd sess., on H. R. 6482 and H. R. 6483, 
to amend the act entitled “An act to expedite the provision of housing in connection 
with national defense, and for other purposes,” approved Oct. 14, 1940, as amended, 
Jan, 29 and 30, and Feb. 3, 1942, (Washington: Public Buildings and Grounds Com- 
mittee, House. 1942. Pp. 139. 15c.) 


Forty-four cities in the City of Chicago. (Chicago: Chicago Plan Commission. 1942. 
Pp. 98.) 


Labor and Industrial Relations 


Benjamin, H. C. Employment tests in industry and business, a selected, annotated 
bibliography. (Princeton: Indus. Relations Sec., Princeton Univ. 1942. Pp. 32. 25c.) 


Carey, J. B., and others. The open or closed shop for war industries? America’s town 
meeting of the air bull., vol. 7, no. 22. (New York: Columbia Univ. Press. Pp. 31. 10c.) 


CHAMBERLAIN, W., compiler. Industrial relations in Germany, 1914-1939, annotated 
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bibliography of materials in the Hoover Library on War, Revolution, and Peace and 
the Stanford University Library. (Palo Alto: Stanford Univ. Press, 1942. Pp. xv, 403. 


$5.) 
FiTzcGERALD, T. J. and Evans, W. D. Man-hour statistics for 171 selected industries. 


Census of manufactures: 1939. (Washington: Bur. of the Census, U. S. Dept. of 
Commerce and Bur. of Labor Stat., U. S. Dept. of Labor. 1942. Pp. 189.) 


GREGORY, C. O., compiler. Cases and materials on labor law. (Chicago: Univ. of Chicago 
Bookstore. 1941. Pp. 724. $6.20.) 


Harris, J. E. Arbitration versus strikes. (Pittsburgh: Watkins. 1941. Pp. 54. $1.50.) 


Huntineton, E. H. Doors to jobs, a study of the organization of the labor market in 
California. (Berkeley: Univ. of California Press. 1942. Pp. xviii, 454.) 


McComacna, W. A. The development of the labor movement. (Chapel Hill: Univ. of 
North Carolina Press. 1942. $2.50.) 
A condensed survey of the labor movement in England, France, and Germany: 


Recror, H. B. Solving the employers labor problems under New Deal legislation. (Cin- 
cinnati: Law Research Service. [1942.] Pp. 257. $6.) 


STEWART, M. S. The coming crisis in manpower. Pub. affairs pamph. no. 68. (New York: 
Pub. Affairs Committee. 1942. Pp. 32.) 


SUMMERS, R. E., compiler. Wages and prices. Ref. shelf, vol. 15, no. 6. (New York: H. W. 
Wilson. Pp. 219. $1.25.) 

TinLey, J. M. The native labor problem of South Africa, (Chapel Hill: Univ. of North 
Carolina Press. 1942, $3.) 


Digest of state and federal labor legislation enacted July 1, 1940 to July 1, 1941. Labor 
standards div. bull. 48. (Washington: Supt. Docs. 1941. Pp. 50. 10c.) 


Hours and earnings in the United States, 1932-40, with supplement for 1941, Labor stat. 
bur. bull. 697. (Washington: Supt. Docs. 1942. Pp. 207. 25c.) 


The history of the shorter workday. (New York: Internat. Publishers. 1942. Pp. 64. 10c.) 


Labour conditions in war contracts, with special reference to Canada, Great Britain and 
the United States. Stud. and repts., ser. D. (wages and hours of work) no. 23. (Wash- 
ington: Internat. Labor Office. 1942. Pp. 59. 25c.) 


_. Management strategy in collective bargaining; a frank report to management on the 


vital importance of good bargaining tactics, by the staff of Executive’s Labor Letter, 
(Deep River, Conn.: Foremen’s Inst. 1942. Pp. 6. $1.) 


Outline of state agencies administering labor laws. Labor standards div. bull. 49. (Wash- 
ington: Supt. Docs. 1941. Pp. 186. 40c.) 


The Saint Paul labor market, October, 1941-April, 1942. Prepared by Research Staff of 
Study II. (Minneapolis: Employment Stabilization Research Inst., Univ. of Minnesota. 
1942. Pp. 27.) 


Women in factory work. Stud. in personnel pol., no, 41. (New York: Nat. Industrial Conf. 
Board. 1942. Pp. 52.) 


Year book of labor statistics, 1941. (Montreal: Internat. Labour Office. 1942. Pp. xi, 202. 
$2.) 
Social Insurance; Relief; Pensions; Public Welfare 


ABBOTT, E. Social welfare and professional education. Rev. and enl. ed. (Chicago: Univ. 
of Chicago Press. 1931, 1942. Pp. 334. $3.) 
The six papers and addresses in Part One have been left as they first appeared. The 
five papers in Part Two, dealing with problems of the depression years, have been 
added. 
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BAKER, G., R. The price of plenty. (London: Headley Bros. 1941. Pp. 160.) 


KercH, J. M. Workmen’s compensation in North Carolina, 1929-1940. (Durham: Duke 
Univ. Press. Pp. 207. $3.) 


Witson, Sir A. and Mackay, G. S. Old-age pensions; an historical and critical study. 
(New York: Oxford. 1942. Pp. 258. $4.50.) 


and Levy, H. Workmen’s compensation. Vol. 2. (New York: Oxford, 1942. Pp. 395. 





$5.) 


Comparison of state unemployment compensation laws as of Dec. 31, 1941. Employment 
security memo 8. (Washington: Social Security Board. 1941. Pp. 163. 20c.) 
Gives coverage, financing, benefits, eligibility conditions, disqualifications for benefits, 
administration, and citations of recent amendments to State unemployment compensa- 
tion laws. 


Consumption; Income Distribution; Rationing; Codperation 


Borres, J. K. The peoples business; the progress of consumer codperatives in America. 
(New York: Harper. Pp. 180. $2.) 


Brapy, D. S., and others. Changes in assets and liabilities of families; five regions. 
U. S. Dept. of Agric. misc. pub. no. 464; consumer purchases study, urban, village, and 
farm. (Washington: Supt. Docs, 1941. Pp. 231. 25c.) 


CAMPBELL, W. J. Consumer codperatives in America. (New York: Coéperative League. 
1942. Pp. 32. 10c.) 


Darras, H. and Enrow, M. Read your labels. Rev. ed. Pub. affairs pamph., no. 51; con- 
sumer ser., no. 2. (New York: Pub. Affairs Committee. 1942. Pp. 29. 10c.) 


Jones, J. P., editor. The yearbook of philanthropy, 1941-42. (New York: Inter-River 
Press. Pp. 167. $2.50.) 


Lincotn, M. D. Objectives of consumers’ coéperation. (New York: Codperative League. 
1942, Pp. 12. 5c.) 


Mastow, H. Tke intelligent consumers guide to hospital and medical plans. L. I. D. 
pamphlet ser. (New York: League for Industrial Democracy. 1942. Pp. 32. 15c.) 


Mowroe, D., and others. Family income and expenditures; five regions, Pt. 2. Family 
expenditures. U. S. Dept. of Agric. misc. pub. no. 465; consumer purchases study, farm. 
ser. (Washington: Supt. Docs. 1941. Pp. 371. 35c.) 


Tintey, J. M. Rationing and control of food supplies. Food in wartime, (Berkeley: 
Univ. of California. Pp. 30. 25c.) 


WarsasskE, J. P. Codperative medicine. 3rd ed. (New York: Codperative League of the 
U. S. A. 1942. Pp. 42. 50c.) 


. Problems of coöperation. (New York: Island Press. Pp. 228. $2.) 


Wrams, F. M. and Stewart, S. Changes in cost of living in large cities in the United 
States, 1913-41. Bur. of Labor Stat., bull. no. 699. (Washington: U. S. Dept. of Labor. 
1941. Pp. ix, 112. 15c.) 


Consumer codperative leadership; organizing and running consumer cooperatives. (Bos- 
ton: Edward A. Filene Good Will Fund, Inc. Pp. 186. $1.25.) 


Family expenditures for clothing; five regions. U. S. Dept. of Agric., misc. pub. 422. 
(Washington: Supt. Docs. 1941. Pp. 329. 35c.) 


Family expenditures for housing and household operation; five regions. U. S. Dept. of 
Agric., misc. pub. 457, (Washington: Supt. Docs. 1941. Pp. 201. 25c.) 


Family expenditures for personal care, gifts, selected taxes, and miscellaneous items; five 
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regions. U. S. Dept. of Agric., misc. pub. 455. (Washington: Supt. Docs. 1941. Pp. 113. 
20c.) 


Population; Migration; Vital Statistics 


HALLEY, E. Degrees of mortality of mankind, A reprint of Economic Tracts. (Baltimore: 
Johns Hopkins Press. 1942. Pp. vi, 21.) 


National defense migration: hearings, 77th Cong., 2d sess., pursuant to H. Res. 113, to 
inquire further into the interstate migration of citizens, emphasizing the present and 
potential consequences of the migration caused by the national defense program, the 
effects of migration on the various agricultural programs, and the development of eco- 
nomic conditions creating stranded communities and areas of potential migration. Pt. 26. 
Washington hearings, Jan. 19, 1942, Constitutional rights of destitute citizens of the 
United States to move from state to state—the Edwards case. Pt. 27. Washington 
hearings, Feb. 3, 4, and 11, 1942, Manpower of the nation in war production: Bk. 1. 
Pt. 28. Washington hearings, Feb. 12 and 13, 1942, Manpower of the nation in war 
production: Bk. 2. (Washington: Special Committee Investigating National Defense 
Migration, House, 1942. Pp. 264; 461; 266. 30c; 50c; 35c.) 


Unclassified Items 


Beers, H. P. Bibliographies in American history; guide to materials for research. Rev. ed. 
(New York: Wilson. 1942. Pp. 502. $4.75.) 
Some 4000 titles have been added, nearly doubling the size of the volume. 


Burverte, F., L., editor. Education for citizen responsibilities; the rôles of anthropology, 
economics, geography, history, philosophy, political science, psychology, sociology. 
Introduction by SAMUEL R. HARRELL. Nat. found. for educ. in Am. citizenship pub. 
(Princeton: Princeton Univ. Press. [1942.] Pp. 119. $1.50.) 

The rôle of economics in the proposed educational program is presented in three 
articles by Frank D. Graham, E. M. Patterson, and J. M. Clark. 


CAMPBELL, G. A. British government documents: a guide to their use. Reprinted from 
College and Research Libraries, (Stillwater, Okla.: Oklahoma Agric. and Mech. Coll. Lib. 
1941. Pp. 8. 10c.) 


Cosnan, A. The crisis of civilization. (Forest Hills, N.Y.: Transatlantic Arts. 1942. Pp. 272. 
$3.75.) 
This analysis of the politics and problems of modern civilization represents an 
attempt to see whether there is any alternative possible on a rational basis to the 
intellectual nihilism of our day. 


Doman, N. The coming age of world control; the transition to an organized world 
society. (New York: Harper. Pp. 311. $3.) 


Hutme, E. M. History and its neighbors. (New York: Oxford. 1942. Pp. 200. $2.) 
An analysis of the nature of history, treating first its sources and the means of 
research and then discussing the many studies that are “neighbors” to history such as 
astronomy, geology, religion, psychology, etc. 


IRELAND, N. O. An index to indexes: a subject bibliography of published indexes. Useful 
ref. ser, no. 67, (Boston: F. W. Faxon. Pp. 123. $1.75.) 


Koax, H. World order in historical perspective. (Cambridge: Harvard. Pp. 366. $3.) 
Pore, L. Millhands and preachers. (New Haven: Yale Univ. Press. 1942. Pp. xvi, 369. $4.) 


Quiciey, H. S. Far Eastern war, 1937-1941. (Boston: World Peace Found. 1942. Pp. 380. 
$2.50; paper, $1.) 
This comprehensive study of the Sino-Japanese war analyzes the policies of the 
major powers in relation to the war and to Japan’s “new order” in Asia. 
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pE Roussy pe Sates, R. J. J. F. The making of tomorrow. (New York: Reynal and 
Hitchcock. 1942. Pp. 338. $3.) 


SEYBOLD, G., compiler. American foundations and their fields. 5th rev. ed. (New York: 
Raymond Rich Assoc, Pp. 280. $5. 
The material in this reference work has been brought up to date since the 1939 edition. 


WErnryB, B. D. Jewish emancipation under attack. Jews and the post-war world pamph. 
ser. no, 2. (New York: Research Inst. on Peace and Post-War Problems, The American 
Jewish Committee. 1942. Pp. 95. 25c.) 


WEsLEY, E, B. Teaching the social studies. 2nd ed. (Boston: Heath. 1942. Pp. 670. $3.) 


Bibliography of Latin America, 1935-37, 1938-40. 2 vols. (New York: Berliner. 1941. 
Various pp. $5.) 


Cowles commission for research in economics: decennial report, 1932-1941. (Chicago: 
Univ. of Chicago. Pp. 52.) 


Handbook of scientific and technical societies and institutions of the United States and 
Canada. 4th ed. Bull, no. 106. (Washington: Nat. Research Council. 1942. Pp. 389. $4.) 


Recent social changes. Am. Jour. Soc., May, 1942. Special issue edited by W. F. Ocpurn. 
(Chicago: Univ. of Chicago Press. 1942. Pp. xiv, 215. $1.) 
Contains the following papers: “Our Times,’ by W. F. Ogburn; “Population,” by 
P. M. Hauser; “Urban Communities,” by L, Wirth; “Rural Life,’ by C. C. Taylor; 
“The Negro,” by C. S. Johnson; “The Family,” by M. F. Nimkoff; “Education,” by 
C. H. Judd; “Religion,” by H. Hart; “Crime,” by T. Selin; “Communications,” 
by D. Waples; “Low-income Classes,’ by R. C. White; “Labor,” by R. E. Mont- 
gomery; “Economic Institutions,” by G. C. Means; “Government,” by H. C. Mansfield; 
“Customs and Mores,” by M. Mead. 


United States Government periodic publications: a descriptive list, including press re- 
leases, preliminary reports and other data published at frequent or regular intervals, 
by important U. S. Government departments, bureaus and agencies; with notes indi- 
cating which releases are of permanent value and which may be discarded. Prepared 
by Washington, D.C., chapter of the Special Libraries Assoc. (New York: Special 
Libraries Assoc. 1942. Pp. v, 87. $2.) 


PERIODICALS 


Economic Theory; General Works 


AGRAMONTE, R. Marti y el mundo de lo colectivo. Rev. Mexicana de Soc., Fourth Quarter, 
1941. Pp, 28. 


Broom, G. F. Technical progress, costs and rent, Economica, Feb., 1942. Pp. 13. 
DE CESARE, E. A. Evolución de la lógica. Rev. de Ciencias Econ., Dec., 1941. Pp. 6. 


CLEMENCE, R. and Doopy, F. S. Modern economics and the introductory course. Am. 
Econ Rev., June, 1942. Pp. 14. 


Durar, D. Gesell’s monetary theory of social reform. Am. Econ. Rev., June, 1942. Pp. 5. 
. Keynes and Proudhon. Jour. Econ. Hist., May, 1942. Pp. 14. 


ECHAVARRIA, J. M. Reconstruccion de la ciencia social. Rev. Mexicana de Soc., Fourth 
Quarter, 1941. Pp. 22. 


EzExKrEL, M. Statistical investigations of saving, consumption, and investment. II. Am. 
Econ. Rev., June, 1942. Pp. 36. 


GILBERT, M. Measuring national income as affected by the war. Jour. Am, Stat. Assoc., 
June, 1942. Pp. 13. 


GRUBER, E. Factores psicolégicos en la economia universal. Rev. de Ciencias Econ., Dec., 
1941, Pp. 16., 


Karecxi, M, “Degree of monopoly” -——a comment. Econ. Jour, April, 1942. Pp. 7. 


Lunpserc, G. A. La naturaleza de las leyes sociologicas. Rev. Mexicana de Soc., Fourth 
Quarter, 1941. Pp. 14. 


LusHer, D. W. The structure of interest rates and the Keynesian theory of interest. Jour. 
Pol. Econ., April, 1942. Pp. 8. 


Macutuop, F. Competition, pliopoly and profit. Part I. Economica, Feb., 1942. Pp. 23. 


MArguez, J., translator. El “Dialogo” de Alberto Struzzi. El Trimestre Econ., April- 
June, 1942. Pp. 34. 


Paryt, M. Interest rates in the managed economy. Jour. Land and Pub. Util. Econ., Feb., 
1942. Pp. 8. 


RotrHscuinp, K. W. The degree of monopoly. Economica, Feb., 1942. Pp. 16. 





Economic History 
BromMBeErc, B. The origin of banking: religious finance in Babylonia. Jour. Econ. Hist., 
May, 1942. Pp. 12. 


Monpotro, R. Espiritu revolucionario y conciencia historica. Rev. Mexicana de Soc., 
Fourth Quarter, 1941. Pp. 16. 


Nertson, H. Early English woodland and waste. Jour. Econ. Hist., May, 1942. Pp. 9. 


Reznecx, S. The influence of depression upon American opinion, 1857-1879 Jour. Econ. 
Hist., May, 1942. Pp. 23. 
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ScoviLte, W. C. State policy and the French glass industry, 1640-1789, Quart. Jour. Econ., 
May, 1942. Pp. 26. 


SMITH, A. E. Indentured servants: new light on some of America’s “first” families. 
Jour. Econ. Hist., May, 1942. Pp. 14. 


WEINSTEIN, H. R. Land hunger and nationalism in the Ukraine, 1905-1917. Jour. Econ. 
Hist., May, 1942. Pp. 12. 


Wricut, C. W. American economic preparations for wer, 1914-1917 and 1939-1941. 
Canadian Jour. Econ, and Pol. Sci., May, 1942. Pp. 19. 


Economic Systems; National Economies 


Canc, W. Four years of wartime Ching’s industrial progress. China Quart., Summer, 
1941. Pp. 11. 


Fonc, H. D. Economic reconstruction in wartime China. Harvard Bus. Rev., Summer, 
1942. Pp. 12. 


Horne, B. C. Ley agraria Argentine. Rev. Mexicana de Soc., Fourth Quarter, 1941. Pp. 19. 
KauFMAnn, F. W. Fichte and national socialism. Am. Pol. Sci. Rev., June, 1942. Pp. 11. 
Kune, H. H. The fifth year of Ching’s financial front, China Quart., Summer, 1941. Pp. 15. 
Mayer, C. On the intellectual origin of national socialism. Soc. Research, May, 1942. Pp. 23. 
Sincer, H. W. The German war economy. V. Econ. Jour., April, 1942. Pp. 19. 
Warnecke, G. W. Australia in the United Nations, Pacific Affairs, June, 1942. Pp. 21. 
India: a political primer. Far East. Survey, April 20, 1941. Pp. 8. 

Policy and sirategy in the war in Russia. Foreign Affairs, July, 1942. Pp. 28, 

The Soviet Far East and the Pacific war. Far East. Survey, May 4, 1942. Pp. 3. 


Statistics; Economic Mathematics; Accounting 


Att, R. M. Statistical measurement of price flexibility. Quart. Jour. Econ., May, 1942. 
Pp. 6. 


Brown, E. C. The new Federal Reserve Board index of production. Econ. Jour., April, 
1942, Pp. 3. i 


Brink, V. Z. The independent auditors review of internal control. Jour. Accountancy, 
May, 1942. Pp. 14. 


Carey, J. L. The accounting profession in war. Jour, Accountancy, May, 1942. Pp. 7. 


Deminc, W. E. On a classification of the problems of statistical inference. Jour. Am. Stat. 
Assoc., June, 1942. Pp. 12. 


DIEULEFAIT, C. E. El instituto inter-americano de estadistica. Rev. de Ciencias Econ., Jan., 
1942. Pp. 5. 


Farranp, G. N. Wartime accounting. Jour. Accountancy, May, 1942. Pp. 28. 


Girsuicx, M. A. The application of the theory of linear hypotheses to the coefficient of 
elasticity of demand. Jour. Am, Stat. Assoc., June, 1942. Pp, 5. 


Jasny, N. Proposal for revision of “Agricultural Statistics,” Jour. Farm Econ., May, 1942. 
Pp. 18. 


McPHerson, J. C. Mathematical operations with punched cards. Jour. Am. Stat. Assoc., 
June, 1942. Pp. 7. 


PERKINS, J. S. A critical appraisal of business statistics. Jour. Am. Stat. Assoc., June, 1942, 
Pp. 5. 
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SCHULTZ, T. W. and Brown tes, O. H. Two trials to determine expectation models appli- 
cable to agriculture. Quart. Jour. Econ., May, 1942. Pp. 10. 


SIEGEL, I. H. Index-number differences: geometric means. Jour. Am. Stat. Assoc., June, 
1942. Pp. 4. 


Sva, B. Métodos de estimativa das rendas públicas. Rev. do Servico Publico, March, 1942. 
Pp. 4. 


SMOLENSKY, P. Análisis delas ganancias y pérdidas en el seguro. Rev. de Ciencias Econ., 
Dec., 1941, Pp. 9. 


STAEHLE, H. Tke measurement of statistical cost functions: an appraisal of some recent 
contributions. Am. Econ. Rev., June, 1942. Pp. 13. 


WernTz, W. W. The new OPA financial reporting forms. N.A.C.A, Bull., May 1, 1942. Pp. 
18. 


Explanation of principles for determination of costs under government contracts. Jour. 
Accountancy, June, 1942. Pp. 14. 


O.P.A. financial reporting program. Jour. Accountancy, June, 1942. Pp. 2. 


Should the term “surplus” be eliminated? American Institute of Accountants Committee on 
Accounting Procedure. Jour. Accountancy, May, 1942. Pp. 7. 


Wholesale prices in 1940. Part IV. Jour. Royal Stat. Soc., 1941. Pp. 17. 


Business Cycles and Fluctuations 


Bancs, R. B, Wage reductions and employment, Jour. Pol. Econ., April, 1942. Pp, 21. 


FRANKEL, H. Quantitative and qualitative full employment. Bull., Inst. of Stat., Oxford, 
Nov. 1, 1941. Pp. 5. 


FRANKEL, S. H. Consumption, investment and war expenditure in relation to the South 
African national- income. So, African Jour. Econ., Dec., 1941. Pp. 4. 


FRIEDMAN, M. The inflationary gap—discussion. Am. Econ. Rev., June, 1942. Pp. 7. 
GREBLER, L. Housing policy and the building cycle, Rev. Econ, Stat., May, 1942. Pp. 9. 


HUBBARD, J. C. A model of the forty-month or trade cycle. Jour. Pol. Econ., April, 1942. 
Pp. 29. 


Karecxi, M. War-time changes in employment and the wage bill, Bull., Inst. of Stat., 
Oxford, Sept. 20, 1941. Pp. 5. 


Koopmans, T. The dynamics of inflation. Rev. Econ. Stat., May, 1942. Pp. 13. 


NERLOVE, S. H. War expansion and price in inflation, Jour. Bus. Univ. Chicago, April, 1942. 
Pp. 36. 


Sarrant, W. A. The inflationary gap. Am. Econ, Rev., June, 1942. Pp. 7. 
VINER, J. Inflation: menace or bogey? Yale Rev., Summer, 1942. Pp. 19. 


Public Finance; Fiscal Policy; Taxation 


Brown, R. C. The present status of multiple taxation of intangible property. Michigan Law 
Rev., April, 1942. Pp. 25. 


BUEHLER, A. G. Discriminations in federal taxation of state and local government securities. 
Am. Pol. Sci. Rev., April, 1942. Pp. 11. 


FELLNER, W. War finance and inflation. Am. Econ. Rev., June, 1942. Pp. 20. 
GILBERT, D. W. Taxation and economic stability. Quart. Jour. Econ., May, 1942. Pp. 24. 
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Karecxi, M. Recent trends in the financial situation. Bull., Inst. of Stat., Oxford, Dec. 13, 
1941. Pp. 5. 


Macon, H. L. Payments in lieu of state and local taxes. So. Econ. Jour., April, 1942. Pp. 11. 
May, G. O. The British treatment of capital gains. Jour. Accountancy, June, 1942. Pp. 6. 


MEISENHOLDER, R. Taxation of annuity contracts under federal income tax. Michigan Law 
Rev., May, 1942, Pp. 36. 


Mitts, M. C. American government finance, 1930-1940. So. African Jour. Econ., Dec., 1941. 
Pp. 18. 


Mortara, G. A pressao tributdria no Brasil medida com o auxilio dos resultados provisórios 
do censo demográfico de 1940. Rev. do Servico Publico, March, 1942. Pp. 8. 


Morton, W. A. Taxes and loans in war finance. Bull. Nat. Tax Assoc., May, 1942. Pp. 6. 
Ponp, C. B. War finance and state tax revenue. Bull. Nat. Tax Assoc., April, 1942. Pp. 4. 


RANDALL, R. J. War finance and the South African war budgets, 1940-1941. So. African 
Jour. Econ., Dec., 1941. Pp. 13. 


RatcHrorD, B. U. New forms of state debts. So. Econ. Jour., April, 1942. Pp. 20. 
Rocco, A. M. Principios generales de finanzas. Rev. de Ciencias Econ., Feb., 1942. Pp. 19. 
Stmuons, H. C. Hansen on fiscal policy. Jour. Pol. Econ., April, 1942. Pp. 36. 


Txurston, T. G. Review of recommendations for revision of the internal revenue code. 
Jour. Accountancy, June, 1942. Pp. 16. 


British white paper: The text of a British Government White Paper (Cmd. 6347) presented 
to Parliament on April 14 last [1942] by the Financial Secretary to the British Treasury 
under the title: “An Analysts of the Sources of War Finance and an Estimate of the 
National Income and Expenditure in 1938, 1940, and 1941.” Fed. Res, Bull, June, 1942. 


Pp. 11. 
P Money and ‘Banking; Short-Term Credit - 
Arras, G. El valor de la moneda. El Trimestre Econ., April-June, 1942. Pp. 13. 
Hicxs, J. R. The monetary theory of D. H. Robertson. Economica, Feb., 1942. Pp. 5. 
Jacx, L. B. Germany as Europe’s banking centre. Canadian Banker, April, 1942. Pp. 9. 
Lucas, J. H. War's effects on consumer lending. Bankers Mag., May, 1942. Pp. 8. 


Reepman, J. N. Gold and post-war currency standards. So. African Jour. Econ, Dec., 
1941, Pp. 21. 


Ropxey, R. G. How the war affects bank investment policy. Bankers Mag., June, 1942. 
Pp. 9. 

Wasur, C. B. Bank factoring of accounts receivable. Bankers Mag., June, 1942. Pp. 6. 

Bank credit and war finance. Fed. Res. Bull., June, 1942. Pp. 7. 

Regulation of consumer credit. Fed. Res. Bull., May, 1942. Pp. 11. 


International Trade, Finance and Economic Policy 

ALARCÓN, A. Una nota a la obra del Dr. Gottfried Haberler “El Comercio Internacional.” 
El Trimestre Econ., April-May, 1942. Pp. 8. 

Braxety, R. J. The Midwest and the war. Foreign Affairs, July, 1942. Pp. 15. 

Conpurrre, J. B. The disposal of agricultural surpluses. Jour. Farm Econ., May, 1942. Pp. 
13. 

Dexter, L. A. Implications of supranational federation, Am. Sociological Rev., June, 1942. 
Pp. 7. 
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Exniotr, G. A. Price ceilings and international trade theory, Canadian Jour. Econ. and 
Pol. Sci, May, 1942. Pp, 11. 

GUERRA, R, Sugar: index of Cuban-American coöperation. Foreign Affairs, July, 1942. Pp. 14. 

Harası, A. International monetary coöperation. Soc. Research, May, 1942. Pp, 21. 


Intizcoz, D. L, Algunos aspectos económicos de Bolivia vinculados a la Argentina. Rev. de. 
Ciencias Econ., Feb., 1942. Pp. 17. 


Jounson, A. The coming organization for peace. Soc. Research, May, 1942. Pp. 10. 


MacBrivz, H. L. Export and import associations as instruments of national policy. Pol. 
Sci, Quart., June, 1942. Pp. 25. 


Marss, D. B. The scope of the theory of international trade under monopolistic competi- 
tion. Quart. Jour. Econ., May, 1942. Pp. 12. 


NATHAN, R. S. Geopolitics and Pacific strategy. Pacific Affairs, June, 1942. Pp. 10. 


Ormeno, A. L. Algunos aspectos de la balanza Mexicana de pagos. El Trimestre Econ., 
April-June, 1942. Pp. 38. 


PoLx, J. Future of frozen foreign funds. Am. Econ. Rev., June, 1942. Pp. 17. 
DE Los Rios, F. South American perplexities. Foreign Affairs, July, 1942. Pp. 13. 


Scurry, E. Dutch foreign-trade policy and the infant-industry argument for protection. 
Jour. Pol. Econ., April, 1942. Pp. 11. 


Urouips, V. L. Ensayo sobre el comercio exterior de Mexico. El Trimestre Econ., April- 
June, 1942. Pp. 34. 


Wik, K. International administrative regulation: the case of rubber. Am. Pol. Sci. Rev., 
April, 1942. Pp. 15, 
Business Finance; Insurance; Investments; Securities Markets 


Batpwin, W. H. The McKesson & Robbins reorganization. Harvard Bus. Rev., Summer, 
1942, Pp. 9. 


BENJAMIN, H. S. The Dow theory of stock prices. Soc. Research, May, 1942. Pp. 21. 


Carson, R. M. Current phases of derivative actions against directors, Michigan Law Rev., 
June, 1942. Pp. 36, 


Epwarps, G., W. The myth of the security affiliate. Jour. Am. Stat. Assoc., June, 1942. Pp. 8. 


Harorp, G. The savings and loan association as a refuge for trust funds. Jour. Bus. Univ. 
Chicago, April, 1942. Pp. 18. 


Karran, M. A method of analyzing the elements of foreclosure risk. Jour. Am. Stat. Assoc., 
June, 1942. Pp. 9. 


Morrone, S. G. Organización de la contabilidad patrimonial en la gran empresa. Rev. de 
Ciencias Econ., Feb., 1942. Pp. 14. 


WACATEL, S. B. Certain observations on seasonal movements in stock prices. Jour. Bus. 
Univ. Chicago, April, 1942. Pp. 10. 


WEISSMAN, R. L, A plan for financing small business. Bankers Mag., June, 1942. Pp. 4. 
SEC interpretation of “holding company” and “afiliate” under the public utility holding 
company act. Yale Law Jour., April, 1942. Pp. 10. 


Public Control of Business; Public Administration; 
National Defense and War 


BENHAM, F. Wartime control of prices. Economica, Feb., 1942. Pp. 6. 


Boswortu, K. A. Federal-state administrative relations in the regulation of public service 
enterprises, Am. Pol. Sci. Rev., April, 1942. Pp, 26. 
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Cuv, C. H. The price-fixing policy of wartime China. China Quart., Summer, 1941. Pp. 11. 


Commons, J. R. Legislative and administrative reasoning in economics, Jour. Farm Econ., 
May, 1942. Pp. 23. 


CourTAvuLD, S. An industrialist’s reflections on the future relations of government and 
industry. Econ. Jour., April, 1942. Pp. 17. 


CUSHMAN, R. E, Constitutional law in 1940-41. Am. Pol. Sci. Rev., April, 1942. Pp. 27. 


Ditton, M. E. American government and politics: pressure groups. Am. Pol. Sci. Rev., 
June, 1942. Pp. 11. 


Farranp, G. N. The production requirements plan. Jour. Accountancy, June, 1942. Pp. 7. 


FisHEr, T. K. Antitrust during national emergencies. I. Michigan Law Rev., May, 1942. 
Pp. 36. 


. Antitrust during national emergencies. IJ. Michigan Law Rev., June, 1942. Pp. 39. 





Franke, H. Esboco histórico do desenvolvimento das corpora coes governamentais nos 
E. E. U. U. Rev. do Servico Publico, March, 1942. Pp, 4. 


Gustin, R. P. and Horme, S. A. An approach to postwar planning. Harvard Bus. Rev., 
Summer, 1942. Pp. 14. 


Hates, C. G. The legal and social philosophy of Justice Brandeis. Jour, Soc. Philos., 
July, 1942. Pp. 19. 


Kavecxi, M. General rationing. Bull., Inst. of Stat., Oxford, Jan. 11, 1941. Pp. 6. 


KerrsteaD, B. S. The effects of the war on the concept of national interest. Canadian Jour. 
Econ. and Pol. Sci., May, 1942. Pp. 16. 


LEWINSOHN, R. O racionamento. Rev. do Servico Publico, Feb., 1942. Pp. 6. 
Lioyp, E. M. H. Some notes on point rationing. Rev. Econ. Stat., May, 1942. Pp. 4. 


Lorenzen, E. G. Developments in the conflict of laws, 1902-1942. Michigan Law Rev., 
April, 1942. Pp. 25, 


Martin, J. H. Priorities and allocation. Harvard Bus. Rev., Summer, 1942. Pp. 9. 


Paz, L. R. Lacontaduria general de la nación como tribunal de cuentas, Rev. de Ciencias 
Econ., Jan., 1942. Pp. 30. ; 


Prax, G. W. Administration of the Montana unfair practices act. Jour. Bus. Univ. Chicago, 
April, 1942. Pp. 20. , 


Rava, P. B. Procedure in emergency price fixing. Michigan Law Rev., May 1942. Pp. 32. 


Rosensaum, E. M. War economics: a bibliographical approach. Economica, Feb., 1942. 
Pp. 31. 


ScHMECKEBIER, L. F. American government and politics; organization of the executive 
branch of the national government; changes between November 15, 1941 and March 31, 
1942, Am. Pol. Sci. Rev., June, 1942. Pp. 10. 


Srtva, B. O “processus” do estado moderno. Rev. do Servico Publico, Feb., 1942. Pp. 6. 


Smite, R. War-time control of prices in South Africa. So. African Jour. Econ., Dec., 1941. 
Pp. 16. 


Soprinno, E. P. P. Promocao por eficiência. Rev. do Servico Publico, Feb., 1942. Pp. 20. 


Sreap, W. H. Democracy and social controls in industry. Am. Sociological Rev., April, 
1942. Pp. 9. 


STEINDL, J. Rationing and surplus goods. Bull., Inst. of Stat., Oxford, Nov. 1, 1941. Pp. 3. 


Water, E. R. and Linrorp, R. J. War-time price control and price movements in an 
open economy: Australia, 1914-20 and 1939-40, Rev. Econ. Stat., May, 1942. Pp. 12. 
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Marketing; Domestic Trade 
Dameron, K. Information in advertising. Harvard Bus. Rev., Summer, 1942. Pp. 14. 


Martin, C. Injunctive relief against false advertising. Am. Law. School Rev., May, 1942. 
Pp. 15. 


Reep, V. D. Business uses of data by census tracts and blocks. Jour. Am. Stat. Assoc., 
June, 1942. Pp. 7. 


RoruscHitp, K. W. A note on advertising. Econ. Jour., April, 1942. Pp. 10. 


Wore, H. D. Dispersion of consumer purchases among competing retail outlets. Jour. 
Bus. Univ. Chicago, April, 1942. Pp. 6. 


Worswicx, G. D. N. Rational retailing in war-time. Bull., Inst. of Stat., Oxford, Sept. 20, 
1941. Pp. 8. 


Mining; Manufacturing; Construction 


Boser, W. C. The construction industry after the war. Harvard Bus. Rev., Summer, 1942. 
Pp, 10. 


Dicxerman, A. B. Wastepaper, Harvard Bus. Rev., Summer, 1942. Pp, 13. 
Gorman, W. J. The mineral industry of Canada. Canadian Banker, April, 1942. Pp. 9. 
MacManon, A. W. and Dirrmar, W. R. The Mexican oil industry since expropriation. 
II. Pol. Sci. Quart., June, 1942. Pp. 28. 
Transportation; Communication; Public Utilities 


Bonsricut, J. C, Power aspects of the St. Lawrence waterway. Canadian Jour. Econ. and 
Pol, Sci., May, 1942. Pp. 10. 


CHIANELLI, P. El precio y costo de transporte automotor en la Argentina. I. Rev. de 
Ciencias Econ., Nov., 1941. Pp. 25. 


. El precio y costo de transporte automotor en la Argentina. IT. Rev. de Ciencias 
Econ., Dec., 1941. Pp. 10. 


Gates, J. E. Forecasting the demand for electric energy, Jour. Land and Pub, Util. Econ., 
Feb., 1942. Pp. 5. 


Harseson, R. S. Public utility regulation: a new chapter. Harvard Bus. Rev., Summer, 
1942. Pp. 12. 


Jones, H. F. The relation of large scale production to certain costs of electric utilities in 
the United States. Jour. Land and Pub. Util. Econ., Feb., 1942. Pp, 11. 


Kerso, H. Inland waterway carriers. Jour. Land and Pub. Util. Econ., Feb., 1942. Pp. 9. 


Public utility rate regulation: the end of the rule of Smyth v. Ames. Yale Law Jour., 
April, 1942. Pp. 7. 





Agriculture; Forestry; Fisheries 


Benepict, M. R. Schisms in agricultural policy: agriculture as a commercial industry com- 
parable to other branches of the economy, Jour. Farm Econ., May, 1942. Pp. 21. 


CANNING, J. B. Schisms in agricultural policy: rescue programs and managed agricultural 
progress, Jour. Farm Econ., May, 1942. Pp. 16. 


EZEKIEL, M. Schisms in agricultural policy: the shift in agricultural policy toward human 
welfare. Jour. Farm Econ., May, 1942. Pp. 14. 


FULMER, |. L. Relationship of the cycle in yields of cotton and apples to solar and sky 
radiation, Quart. Jour, Econ., May, 1942. Pp. 21. 


Honores, J. A. Forty years of farm management research. Jour. Farm Econ., May, 1942. 
Pp. 10. 
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Hurrman, R. E. and Pascua, J. L. Integrating the use of irrigated and grazing land in 
the northern Great Plains. Jour. Land and Pub. Util. Econ., Feb., 1942. Pp. 11. 


Moos, S. The effect of war on the sugar industry, Bull., Inst. of Stat., Oxford, Nov. 1, 1941. 
Pp. 8. 


Rup, R. W. and MacFarrane, D. L. The scale of operations in agriculture. Jour. Farm 
Econ., May, 1942. Pp. 14. 


ScHICKELE, R. Obstacles to agricultural production expansion, Jour. Farm Econ., May, 
1942. Pp. 16. 


UHLMANN, R. The war and the wheat market. Jour. Bus. Univ. Chicago, April, 1942. Pp. 9. 


Economic Geography; Regional Planning; Urban Land; Housing 


DYKSTRA, C. A. A quarter century of land economics. Jour. Land and Pub. Util. Econ., 
Feb., 1942, Pp. 3. 


Maver, H. M. Patterns and recent trends of Chicago’s outlying business centers. Jour. 
Land and Pub. Util. Econ., Feb., 1942. Pp. 13. 


NaIcLEs, M. H, Housing and the increase in population. Mo. Lab. Rev., April, 1942. Pp. 12. 


Ovum, H. W. A sociological approach to the study and practice of American regionalism. 
Social Forces, May, 1942. Pp. 12. 


WEHRWEIN, G. S. and Jounson, H. A. Zoning land for recreation. Jour. Land and Pub. 
Util. Econ., Feb., 1942. Pp. 11. 
Labor and Industrial Relations 


Apams, J. C. The adjudication of collective labor disputes in Italy. Quart. Jour. Econ., 
May, 1942, Pp. 19. 


Bowven, W. Labor in transition to a war economy. Mo. Lab. Rev., April, 1942. Pp. 26. 


Bow .ey, A. L. Relative wages and earnings in different occupations. 1: Wage rates. Bull, 
Inst. of Stat., Oxford, Dec. 13, 1941. Pp. 7. 


Cracer, B. Company unions under the national labor relations act. Michigan Law Rev., 
April, 1942. Pp. 25. 


CrowTHeER, D. Q. Strikes in 1941. Mo. Lab. Rev., May, 1942. Pp. 22. 


FRANKLIN, N. N. and YAmevy, B. S. An enquiry into some effects of a wage determination 
in Grahamstown. So. African Jour. Econ., Dec., 1941. Pp. 7. 


Goren, C. S. and Rutrenserc, H. J. Union participation: key to greater productivity. 
Advanced Manag., April-June, 1942. Pp. 6. 


Katz, I., Garr, J. C. and Ramsvecx, R. Labor law symposium. Am. Law School Rev., 
April, 1942. Pp. 25, 


McNart, E. B. Wage policy in the defense program. So. Econ. Jour., April, 1942. Pp. 9. 


Juvenile employment in Germany; the policy of government. Internat. Lab, Rev., May, 
1942. Pp. 9. 


The war and merchant seamen, I. Internat. Lab. Rev., May, 1942. Pp. 9. 
Wartime regulation of labor in New Zealand. Mo. Lab. Rev., April, 1942. Pp. 10. 


Social Insurance; Relief; Pensions; Public Welfare 


Bur, T. C. Social security and the soldier—a problem in national defense. Am. Law. 
School Rev., May, 1942. Pp. 6. 


Garé, J. G. The problems and prospects of social security in Argentina. Internat. Lab. 
Rev., May, 1942. Pp. 11. 
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Rapzinowicz, L. The influence of economic conditions on crime. II. Sociological Rev., 
July-October, 1941. Pp. 15. 


Social security in the United States, 1940-41. Internat. Lab. Rev., May, 1942. Pp. 8. 


Consumption; Income Distribution; Codperation 


Apamson, W. M. Measurement of income in small geographic areas. So. Econ. Jour., 
April, 1942. Pp. 14. 


Bercson, A. Distribution of the earnings bill among industrial workers in the Soviet Union: 
March, 1928; October, 1934. Jour. Pol. Econ., April, 1942. Pp. 23. 


GREEN, R. Social reconstruction by the regulation of incomes. Econ. Jour., April, 1942. 


Pp. 8. 


Harpern, D. B. The co-operative movement since the outbreak of war. Bull., Inst. of Stat., 
Oxford, Oct. 11, 1941. Pp. 7. 


NaTHAN, O. Consumption in Germany during the period of rearmament. Quart. Jour. 
Econ., May, 1942. Pp. 36. 


Rice, F. R. and Hosss, E. C. Analysis of increases in living costs, August, 1939 to Decem- 
ber, 1941. Mo. Lab. Rev., April, 1942. Pp. 10. 
Population; Migration; Vital Statistics 


CHARLES, E. The trend of fertility in Prince Edward Island. Canadian Jour. Econ. and 
Pol. Sci., May, 1942. Pp. 34. 


Duncombe, H. L., Jr. Population changes and their effects. Harvard Bus. Rev., Summer, 
1942. Pp. 9. 


FRAENKEL, M. The importance of hospital morbidity data for the community. Jour. Am. 
Stat. Assoc., June, 1942. Pp. 7. 


Hirt, H. L. and Smirre, T. L. Population redistribution in Louisiana. Social Forces, May, 
1942. Pp. 8. 


LiveLy, C. E. Adjustment of population to rural resources in Missouri. Jour. Land and 
Pub. Util. Econ., Feb., 1942. Pp. 10. 


SHAUL, J. R. H. Southern Rhodesia life tables, No. 1 (European). So. African Jour. Econ., 
Dec., 1941. Pp. 13. 


Sistey, E. Some demographic clues to stratification, Am. Sociological Rev., June, 1942. 
Pp. 9. 


WacHenuerm, H. Hitlers transfers of population in eastern Europe. Foreign Affairs, July, 
1942. Pp. 14. 
Unclassified Items 


Matinowsxy, B. Un analisis antropologico de la guerra. Rev. Mexicana de Soc., Fourth 
Quarter, 1941. Pp. 31. 


Ntwez, L. M. yv. The integration of social research in the Americas. Am. Sociological 
Rev., April, 1942. Pp. 10. 


Peake, C. H., compiler, War and peace in the Pacific: a classified and annotated bibliog- 
raphy of selected books. Far East. Quart., May, 1942. Pp. 24. 


Prircoarp, E. H. Outstanding books on the Far East published in 1941. Far East. Quart., 
May, 1942. Pp. 6. 


NOTES 


Some doubt was raised as to the possibility of holding the Fifty-fifth Annual Meeting of 
the American Economic Association owing to restrictions on travel. After consulting officials 
of the Office of Defense Transportation and conferring with officers of other associations in 
the Allied Social Sciences group, decision has been taken to hold the December meetings as 
scheduled. The place of the meetings is Cleveland, Ohio, and the time from Monday eve- 
ning, December 28, through Thursday afternoon, December 31. 


The following names have recently been added to the membership of the American 
Economic ASSOCIATION: 


Adams, I. G., F. E. No. 263, College Station, Texas. 

Baker, E. R., Jr., 3264 Van Hazen St., N.W., Washington, D.C. 

Baran, P. A., Division of Research, Office of Price Administration, Washington, D.C. 

Bedell, C. O., The Fair, Chicago, Til. 

Bond, E. A., Chesapeake and Potomac Telephone Co., 725 13th St., N.W., Washington, D.C. 

Bovet, E. D., 2960 Newark St., N.W., Washington, D.C. 

Bowler, J. F., 4821 Jackson Blvd., Chicago, Ill. 

Buechel, H. T., College of Econ. and Bus., University of Washington, Seattle, Wash. 

Bullock, P., Jr., 1623A Fremont Ave., South Pasadena, Calif. 

Chau, Y. P., 706 Jackson St., San Francisco, Calif, 

Chlepner, B. S., 2407 15th St., N.W., Washington, D.C. 

Colin, D. H., Department of Economics, New York University, Washington Square, New 
York City. 

Davis, R. M., College of Bus. Admin., Lehigh University, Bethlehem, Pa. 

Degler, C. M., Department of Economics, University of New Hampshire, Durham, N.H. 

Dirlam, J. B., 1909 Ringgold Pl, Philadelphia, Pa. 

Domashevitsky, J., Department of Economics, Harvard University, Cambridge, Mass. 

Doody, F. S., 81 East St., Claremont, N.H. 

Dugan, J. E., School of Bus. Admin., University of Minnesota, Minneapolis, Minn. 

Edmiston, H. H., Federal Reserve Bank, St. Louis, Mo. 

Fitch, H. J., Apt. 304, 2801 15th St., N.W., Washington, D.C, 

Goldwater, M., Department of Economics, Brown University, Providence, R.I. 

Gordon, M. J., 1555 Grand Concourse, Bronx, New York City. 

Greenway, J. C., 30 Vesey St., New York City. 

Hartkemeier, H. P., 114 Business and Public Admin. Bldg., University of Missouri, Co- 
lumbia, Mo. 

Hines, L. G., Apt. D-21, 2024 Commonwealth Ave., St. Paul, Minn. 

Hochwald, W., Department of Economics, Washington University, St. Louis, Mo. 

Hollander, Mrs. L. R., 1615 Kenyon St., N.W., Washington, D.C. 

Hough, L. S., 5400 Greenwood, Chicago, Il. 

Jacobs, G. R., 2201 Massachusetts Ave., N.W., Washington, D.C. 

Jansson, R. E., 731 Melrose St., Chicago, Tl. 

Kamarck, A. M., 2317 25th St, S.E., Washington, D.C. 

Kelley, J. W., 236 Bay State Rd., Boston, Mass. 

Kenely, M. L., Bradley Hills C. C., Bethesda, Md. 

Koller, E. F., University Farm, University of Minnesota, St. Paul, Minn. 

Kozlik, A., Office of Population Research, 20 Nassau St., Princeton, N.J. 

Larrabee, R. A., Tax Commission, Olympia, Wash. 

Levitan, Pvt. S., M. P. Det. Stat. Com., Camp Livingston, La. 

Master, M. H., 2052 N. 6th St., Philadelphia, Pa. 
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Mateyo, G. K., Columbia Broadcasting System, 485 Madison Ave., New York City. 

Miller, A. R., Division of Research, Federal Reserve Bank of San Francisco, San Francisco, 
‘Calif. 

Minsky, H. P., 40 Kirkland St., Cambridge, Mass. 

Nelson, G. N., 229 W. 43rd St., New York City. 

Nichols, L. D., Holly Hill, South Carolina. 

Ouchterlony of Kellie, Baron, 211 Piccadilly, London, W.1, England. 

Pechman, J., 120 C St., N.E., Washington, D.C. 

Perring, K., Bureau of Urban Research, Princeton University, Princeton, N.J. 

Petersen, K., Statistical Department, Norwegian Shipping and Trade Mission, 80 Broad 
St., New York City. 

Plonsky, A., Palatine, Ilinois. 

Rosen, G., 781 Fulton St., New York City. 

Serrano, E. E., Calle 8 No. 456, Vista Alegre, Santiago de Cuba, Cuba. 

Smith, A. H., 235 Grand Ave., Rochester, N.Y. 

Snyder, B. J., 304 Old Lane, Dayton, Ohio. 

Soltar, E. B., 1329 Fort Stevens Dr., N.W., Washington, D.C. 

Still, R. R., 1611 5th St., S., Nampa, Idaho. 

Sumberg, T. A., Board of Economic Warfare, Washington, D.C. 

Taylor, V. W., 131 5. Hanover St., Cape Girardeau, Mo. 

Vance, L. L., 119 South Hall, University of California, Berkeley, Calif. 

, Wald, H. P., 1432 Girard St., N.W., Washington, D.C. 

Waples, E. O., 304 Agriculture Hall, Madison, Wis. 

Weiner, C. M., 1417 N St, N.W., Washington, D.C. 

Wood, R. H., 36 Edwards PI., Princeton, N.J. 


The National Research Council has recently issued the fourth edition of a Handbook of 
Scientific and Technical Societies and Institutions of the United States and Canada. The 
United States section contains information on 1,269 societies, associations, and similar or- 
ganizations in the natural sciences and related fields, a number of more general organiza- 
tions and special institutions supporting scientific research, as well as the constituent or 
affiliated societies of the three other national research councils of the United States-—the 
American Council of Learned Societies, the American Council on Education, and the Social 
Science Research Council. The Canadian section, compiled through the coöperation of the 
National Research Council of Canada, contains information concerning 143 organizations. 
The volume is for sale by the National Research Council, 2101 Constitution Avenue, Wash- 
ington, D.C., at $4.00 a copy. 


Worthy P. Stevens, of Washington, D.C., died May 17, 1942. 
Wendell Melville Strong, of New York, died March 30, 1942. 


Resignations and Appoiniments 


Ralph S. Alexander of the School of Business, Columbia University, is on leave of absence 
for the year 1942-43, serving with the War Production Board. 

Clark Lee Allen, instructor in economics at Duke University, is with the Textile Division 
of the Office of Price Administration in Atlanta. 

J. Ellwood Amos of the department of finance at the University of Pittsburgh, has 
been promoted to associate professor. 

William C. Arther, instructor in advertising at the University of Pittsburgh, has been 
commissioned a Captain in the Army Air Corps and is stationed at Miami. 

Roy Ashmen, instructor in accounting and business administration at the Louisiana State 
University, is now a Lieutenant (j.g.) in the Naval Reserve, stationed at Jacksonville, 
Florida. 

Jules Backman, instructor in the department of economics, New York University, has 
accepted a position as consultant with the Office of Price Administration. 

D. M. Beights, professor of accounting at the University of Florida, served as accountant 
for the Civil Service Commission in Washington during the past summer. 
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Rollin F. Bennett of the School of Business, Columbia University, has been granted 
leave of absence to continue his work with the War Production Board, Washington. 

T. C. Bigham has resigned as secretary and director of research of the Board of In- 
vestigation and Research, Washington, and will return to the University of Florida in 
September, 

Robert Bingham, teaching fellow in economics at the University of Michigan, has joined 
the Industries Section of the National Resources Planning Board. 

Richard M. Bissell has been appointed associate professor of economics at Massachusetts 
Institute of Technology. - 

Arend E. Boer of the department of commerce at the University of Pittsburgh, has 
been promoted to associate professor. 

Samuel E. Braden, assistant professor of economics at Indiana University, has been given 
leave of absence and is now on the staff of the Combined Raw Materials Assignment Board. 

Harry G. Brainard, head of the department of economics at Southern Illinois Normal 
University, has been granted a leave of absence to accept a position as senior business 
analyst in the Rubber Products Branch, Industrial Manufacturing Price Division, of the 
Office of Price Administration. 

Victor Z. Brink of the Columbia University School of Business has been called into 
service as a Captain in the Army. 

Henry Brodie, senior assistant and part-time instructor in the department of economics, 
New York University, has accepted a position as economist with the Office of Strategic 
Services. 

Henry Buechel, who has served as lecturer in economics at the University of Washington 
during part of last year, has been reappointed for the year 1942-43. 

William F. Butler, instructor in economics at the University of Virginia, is associate 
economist in the Division of Research and Statistics of the War Production Board. 

Alexander E. Cance has resigned as head of the department of economics at Massachusetts 
State College, but will remain during the duration of war as professor of economics. 

H. Peter Carstensen, instructor in marketing and public utilities at the University of 
Pittsburgh, is with the Bureau of Ships, Navy Department, Washington. 

C. Lawrence Christenson of Indiana University is serving as regional price executive in 
the Office of Price Administration, in Chicago. 

William C. Cleveland has been granted leave of absence from Indiana University to 
accept a position as principal economist with the National Resources Planning Board. 

R. S. Cornish, formerly at Waynesburg College, has been appointed professor of finance 
for one year in the College of Business Administration of the University of Georgia. 

Mary M. Crawford has been promoted to assistant professor of economics at Indiana 
University. 

James Cross is now with the Office of Price Administration, Washington. 

Carl T. Crumrine, instructor in business administration at Louisiana State University, 
has resigned to accept a position with the Office of Price Administration, New Orleans. 

Sidney Davidson has left his work as teaching fellow in accounting at the University of 
Michigan to become an Ensign in the Naval Ordnance Department. 

Harvey Deinzer, teaching fellow in economics at the University of Michigan, has taken 
a position in the Fiscal Division of the Bureau of the Budget. 

Russell A, Dixon of the department of economics at the University of Pittsburgh 
has been promoted to associate professor. 

C. H. Donovan, associate professor of economics at the University of Florida, is on leave 
while serving as a Lieutenant (j.g.) in the Navy. 

Helen Dorsey has been appointed instructor in the department of economics and business 
administration at West Virginia University. 
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George A. Douglas has been appointed professor of economics and sociology at Sterling 
College. 


C. F. Dunham, professor of accounting at the University of Mississippi, taught account- 
ing at Louisiana State University during the 1942 summer session. 


Cecil Dunn has been appointed instructor in economics at Occidental College. 


Robert H. S. Eakens is now an economist with the Petroleum Branch in the Fuels Divi- 
sion of the Office of Price Administration. 


James S. Earley, associate professor of economics at the University of Wisconsin, has 
been granted a year’s leave of absence to work with the Office of Price Administration, 
Washington. 


Herman A. Ellis, assistant professor in the College of Business Administration, University 
of Georgia, has been given a leave of absence to take a teaching position on the staff of the 
United States Naval Training School at Indiana University. 


Paul T. Ellsworth, professor of economics at the University of Wisconsin, has been 
granted an indefinite leave of absence to serve with the Board of Economic Warfare, Wash- 
ington. 

Elmer D. Fagan of Stanford University taught courses in economics and public finance 
at the University of Washington summer session. 


Allan J. Fisher has resigned as assistant professor of business administration at the Uni- 
versity of Maryland to accept a position at the Securities and Exchange Commission. 


Leo Fishman, junior assistant in the department of economics at New York University, 
has accepted a position as economist with the War Production Board. 


Dorsey Forrest has been appointed an instructor in business organization at the Ohio 
State University. 


Louis O. Foster, assistant professor of economics at Western Reserve University, has 
joined the Office of Price Administration, Washington, as senior business analyst in the 
Rubber Products Division. 


Robert W. French, assistant professor of business administration and assistant director 
of the Bureau of Business Research of Louisiana State University, has been promoted to 
associate professor and continues as assistant director of the Bureau. 


Morris Friedberg has been appointed professor of economics and chairman of the 
department of economics and sociology at Simmons College. 


Philip L. Gamble has been promoted to professor of economics and has been ap- 
pointed head of the department of economics at Massachusetts State College. 

E. A. Gaumitz, associate professor of insurance at the University of Wisconsin, has 
been granted a leave of absence to serve as chief economist of the Chicago Regional 
Office of the Office of Price Administration and also as State Price Officer for Minnesota, 
with headquarters at St. Paul. 

Henry Glass, junior assistant in the department of economics at New York University, 
has accepted a position as associate economist with the Office of Price Administration. 

Robert E. Graham, acting associate professor of economics at the University of Vir- 
ginia, has been called to service in the Army as Lieutenant of Infantry. 

Harold M. Groves, professor of economics is returning to the University of Wisconsin 
this fall after serving as a consultant to the Treasury Department, Washington. 

William Haber, professor of economics at the University of Michigan, who has been 
assisting the Director of the Budget on problems of compensation and pensions, is now 
director of the Division of Planning of the War Manpower Commission. 

Morrison Handsaker, acting chairman of the department of economics at Occidental 
College, has been serving part-time as a mediation officer for the War Labor Board. 

Clifford Hardin, formerly extension specialist in agricultural marketing at the Uni- 
versity of Wisconsin, has been promoted to assistant professor of agricultural economics. 


Robert D. Haun, professor of accounting at the University of Kentucky, has been 
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granted a year’s leave of absence to serve as Price Executive with the Office of Price 
Administration, in Louisville. 


Michael A. Heilperin has been appointed associate professor of economics at Hamilton 
College, for the year 1942-43. 


Robert Henderson of Ohio State University has been appointed to an instructorship 
in marketing at the University of Kansas. 


W. Braddock Hickman, who has been a member of the Institute for Advanced Study, 
Princeton, during the past year, will become a research associate for the National Bureau 
of Economic Research in the fail. 


J. Richard Huber has been promoted to associate professor of economics in the Col- 
lege of Economics and Business at the University of Washington. 


Stanley F. Jablonski, assistant professor of accounting at the Erie Center, University of 
Pittsburgh, will come to the Pittsburgh campus as assistant professor in accounting for 
the year 1942-43. 


Keith W. Johnson resigned his position as instructor in economics at Franklin and 
Marshall College to become an assistant economic analyst with the Construction Staff 
of the Bureau of Foreign and Domestic Commerce, Washington. 


Lloyd Johnson has reigned as instructor at the University of Florida to accept a posi- 
tion with the Atlanta regional office of the Office of Price Administration. 


Robert H. Johnson is on leave of absence from the department of economics and 
business administration of West Virginia University and has accepted a position as econo- 
mist with the War Production Board, Washington. 


Karl W. Kapp, instructor in the department of economics at New York University, has 
accepted a position as consultant with the Office of Strategic Services. 


Forrest E. Keller, associate professor of economics at West Virginia University is on 
leave of absence, serving aS economist with the War Production Board, Washington. 


Arthur Kemp, formerly senior assistant and part-time instructor in the department 
of economics of New York University, has accepted an instructorship in economics at 
Yale University. 


Fred O. Kiel has returned to his position as assistant professor of marketing at the 
University of New Mexico. 


Charles C. Killingsworth has been appointed instructor in economics at the Johns 
Hopkins University. 


Paul A. Kohler taught accounting at Louisiana State University during the 1942 
summer session. 


Richard Landry, formerly of Amherst College and the University of Chicago, has been 
appointed instructor in economics at Beloit College. 


Richard A. Lester will resume his teaching duties at Duke University in September after 
a year’s leave of absence for service in the government. 


Thomas A. Leyden, instructor in accounting at the College of Business Administration 
University of Georgia, has resigned to take a position at Rider College. 


Victor M, Longstreet has been granted military leave by the Board of Governors of 
the Federal Reserve System, where he was chief of the banking section of the Division of 
Research and Statistics, to accept a commission as Captain in the Army Air Forces, with 
the Analysis and Plans Branch of the Matériel Command. 


A. N. Larig of the University of Washington taught accounting in the summer session 
of the School of Business Administration at the University of Texas. 

David W. Lusher has been advanced to the rank of assistant professor at Bowdoin 
College. 


Mrs, Marion T. Lyndon, associate professor of distributive education in the School 
of Business Administration, University of Tennessee, has resigned to accept a posi- 
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tion as chief of the Consumer Division of the Office of Price Administration in Nash- 
ville. 

Edmund F. Macdonald of the University of Virginia has been commissioned in the 
Navy. 


Patrick M. Malin of Swarthmore College is serving as associate director of the Ex- 
port Price Control Office of the Office of Price Administration. 


Charlotte Martin of Louisiana State University has been promoted to instructor in 
secretarial science and will continue to supervise the practice office of the secretarial 
science department. 


Edgar Martin has resigned as instructor in economics at Beloit College to enter 
the Army. 


James W. Martin, director of the Bureau of Business Research, University of Ken- 
tucky, was granted a leave of absence for the summer to work on tax problems with the 
Division of Tax Research, Treasury Department. 


Carl A. Marzani, senior assistant and part-time instructor in the department of eco- 
nomics, New York University, has accepted a position as economist with the Office of 
Strategic Services. 


John E. Mason, formerly with the Bureau of Agricultural Economics in a field posi- 
tion in Louisiana, is now an agricultural economist with the Agricultural Adjustment 
Agency, Washington. 


H. H. Maynard of Ohio State University is serving as chairman of the War Price and 
Rationing Board, 25-6. 


O. J. McDiarmid, on leave of absence from the College of William and Mary for 
the second semester of the academic year 1941-42, has accepted a position as senior 
economic analyst with the joint War Production Committee for the United States and 
Canada. 


Marvin C, McFeaters has transferred from the Farm Credit Administration to the 
Office of Price Administration as a business economist. 


Clarence H. McGregor, formerly associate professor of commerce and industry at 
Western Reserve University in Cleveland, is now chief of the Industry Relations Unit 
of the Office of Price Administration, Washington. 


Francis E. McIntyre, recently promoted from assistant to associate professor, is on 
leave from Indiana University to serve as principal economist in the Requirements Section 
of the Lease-Lend Administration. 


Thomas F. McManus, who has been a lecturer in the department of economics at 
New York University, has accepted a position as principal economist with the Office of 
Price Administration. 

Francisco A. Mendieta is dean of the recently organized School of Economics at the 
Central University of Nicaragua, where he is also professor of money, credit and 
banking. 

Robert Minor is now an economist in the Office of Price Administration for Ohio. 

Royal E. Montgomery of Cornell University served as chairman of the arbitration 
board which met in New York during May to hear the issues of a wage dispute be- 
tween the freight handlers and the freight-forwarding companies. 

Bruce A. Morris has resigned as assistant professor of economics at Washington and 
Jefferson to accept a position with the Office of Price Administration. 

W. P. Mortenson of the agricultural economics department of the University of Wis- 
consin is on leave of absence to work with the War Production Board. 

J. E. Morton, associate professor of statistics and economics at Knox College, spent 
the summer as a research associate with the National Bureau of Economic Research. 

Paul Nichols has been appointed instructor of economics at Denison University for 
the year 1942-43. 
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H, C. Nolen of Ohio State University is giving part-time service as a specialist in drug 
merchandising in the Office of Price Administration. 


Frank C. Pierson of Swarthmore College is serving as chairman of the hosiery dyeing 
and finishing industry and as special arbitrator for the National War Labor Board. 

W. Harold Read, associate professor of accounting at the University of Tennessee, 
has entered the Army as a Lieutenant. 

L. B. Raisty, professor of public administration, College of Business Administration 
at the University of Georgia, has resigned to accept a position in the Federal Reserve 
Bank of Atlanta. 

Roy L. Reierson, who has been a lecturer in the department of economics at New York 
University, has been commissioned a Lieutenant in the Naval Air Corps and is sta- 
_ tioned at Washington. 

Warren A. Roberts, associate professor of economics at Western Reserve University, is 
now on leave while serving as a senior retailing merchandising price specialist with the 
Office of Price Administration, located in Cleveland. 

George F. Rohrlich has been appointed instructor in the division of social studies 
of Sweet Briar College beginning this fall. 

Leonard Salter, assistant professor of agricultural economics at the University of 
Wisconsin, is on leave of absence for the current academic year. 


Edwin R. Van Sant is with the Food Section of the War Production Board. 

Oliver Sarosi has accepted an appointment as associate professor of economics at Hart- 
wick College. 

Arthur Schenkel is now teaching blind-flying in the Army Air Force. 

Emerson P. Schmidt of the University of Minnesota is serving as chairman of the 
Manitoba Electrification Enquiry Commission, appointed by Premier John Bracken to 
develop a post-war employment program and at the same time bring electric power 
to Manitoba farmers. 

Charles H. Sheldon, instructor in transportation at the University of Washington, has 
accepted a position as economist with the United States Maritime Commission, Wash- 
ington. 

Leonard Silk, part-time instructor in economics at Duke University, has been in- 
ducted into the Army. 


Lillian Silver, junior assistant in the department of economics, New York University, 
has accepted a position with the Office of Price Administration. 


Reuben Slesinger, instructor in economics at the University of Pittsburgh, has been 
inducted into the Army. 


Arthur Smithies, associate professor of economics at the University of Michigan, has 
been acting as consultant with the British Empire Division of the Board of Economic 
Warfare. 

Tipton R. Snavely of the University of Virginia was recently appointed chairman of 
the State Milk Commission of Virginia. Professor Snavely served as a member of the 
Commission from 1934-39 and as chairman in 1938-39, 

Joseph J. Spengler of Duke University has been named Price Executive for the 
Southeastern States, Office of Price Administration, and will be located at Atlanta. 

Henry W. Spiegel has been promoted to associate professor of economics at Duquesne 
University. 

John Y. Springer of Duke University has received a commission as Lieutenant in the 
Naval Reserve and is now in active service. 

George D. Stevens has been given a leave of absence from his position as instructor 
at Flint Junior College and is employed by General Motors. 

Sara Stites has retired from the position as chairman of the department of economics 
and sociology at Simmons College and has become professor emerita. 
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Paul Studenski of the department of economics, New York University, has accepted 
a position as consultant with the Board of Economic Warfare. 


Glenn W. Sutton, professor of finance in the College of Business Administration of the 
University of Georgia, has been given a leave of absence while serving as a Lieutenant 
in the Naval Reserve. 


James H. Symons, formerly an instructor in the department of economics at New 
York University, has accepted a position with the College of New Rochelle. 


Philip E. Taylor, acting head of the department of economics at Trinity College, 
Hartford, has been given a leave of absence to accept a position with the Bureau of Labor 
Statistics as state price economist for Connecticut. 


W. Bayard Taylor, professor of finance at the University of Wisconsin, has been 
granted a leave of absence to serve as state price officer for Wisconsin, with headquarters 
at Milwaukee. 


Lawrence W. Towle, formerly associate professor of economics at Lawrence College has 


_ accepted a position as professor of economics and head of the department of economics at 
Trinity College, Hartford. 


John G. Turnbull, instructor in economics at Denison University, has been granted 


a leave of absence for the academic year 1942-43, to enable him to accept a fellowship 
at Massachusetts Institute of Technology. 


Sidney Wachtel, junior assistant in the department of economics at New York Uni- 
versity, has accepted a position as economist with the Office of Price Administration. 

Eliot Waples has been appointed an instructor in agricultural economics at Purdue 
University. 

R. L. Weissman is now with the Public Utilities Division of the Securities and 
Exchange Commission. 

James M. Whittsett, formerly assistant professor of banking and finance at Cleveland 
College, Western Reserve University, is now a Lieutenant, stationed at Wright Field, 
Dayton. | 

Claire Wilcox is on leave from Swarthmore College to serve as director of the Industrial 
Materials Price Division of the Office of Price Administration. 


J. W. Wiley, instructor in economics at Purdue University, has been given leave of 
absence to serve in the Chicago office of the Office of Price Administration. 


THIRTY-NINTH LIST OF DOCTORAL DISSERTATIONS 
IN POLITICAL ECONOMY IN PROGRESS 
IN AMERICAN UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all members, 
but not regularly bound in the publications. A notation as to the earlier lists, extending 
from 1905 to 1927, may be found in the Review for September, 1927, page 574. Annual 
lists thereafter are to be found in the September number of the Review for each year. 

The present list specifies doctoral degrees conferred, doctoral dissertations completed and 
accepted by the various universities, and the theses still in preparation. The last date 
given is the probable date of completion. In cases where the publishers of completed 
dissertations were given, this information has been reported. 

The list represents the status of the several theses on May 1, 1942, except for a few 
items Jater reported as completed or published. 


Economic Theory; General Works 


Degrees Conferred 
Mortimer ANpDroN, Ph.D., Illinois, 1942. Economic theory in the light of modern psy- 
chology. 
Davin W. LusHer, Ph.D., Harvard, 1942. The structure of interest rates; a theoretical 
and empirical analysis of its characteristics and cyclical behavior. 


Josera Lawrence McConnetz, Ph.D., Iowa, 1941. The contribution of John A. Hobson 
to economic thought, 


Lroyp A. MeEtzter, Ph.D., Harvard, 1942. Interregional income generation. 

Harotp Mitton Somers, Ph.D., California, 1942. National income: a statistical and the- 
oretical analysis. 

Leranp Expripce Traywicx, Ph.D., Illinois, 1942. Parallelisms in the economic ideas 
of Karl Marx and Thorstein Veblen. 

GrorceE WILLIAM ZinxeE, Ph.D., California, 1941. The problem of Malthus: an attempted 


reconciliation of the rigidity of the “principle of population” with the flexibility of the 
short-period analysis. 


Theses Accepted and Completed 


GEORGE HERBERT HILDEBRAND, Jr, A.B., California, 1934. The theory of markets and 
the problem of economic crises, from Quesnay to Marx: a study in the history of 
economic thought. 1942. Cornell. 


Theses in Preparation 


Stoney S. ALEXANDER, S.B., Harvard, 1936; A.M., 1938. Theory of resource utilization. 
1943. Harvard. 

Amos L. ARCHIBALD, A.B., California, 1936. The Ricardian socialists: economic doctrines 
and programs of reform. 1942. California. 

Ivar Axetson, A.B., Yale, 1919; A.M., Oklahoma, 1928. Process of savings and investment. 
1943, Columbia. 

ALBERT R. Betset, JR., A.B., Dartmouth, 1931; LL.B., Yale, 1934. Legal and economic 
aspects of the theory of depreciation. 1943. Columbia. 
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Jurio N. BERRETTONI, B.Com., British Columbia, 1937; M.S., Iowa State, 1938. Criticisms 
of empirical studies in the theories of production and distribution. 1945. Minnesota. 

Roserr MITCHELL Biccs, A.B., Wayne, 1939; A.M., Michigan, 1940. The historical aspects 
of the development of the concept of capital. 1943. Michigan. 

YALE Brozen, A.B., Chicago, 1939. Some economic aspects of technological change. 1942. 
Chicago. 

Avery B. Coman, A.B., Cornell, 1934; A.M., Columbia, 1942. The nature of competition. 
1943. Columbia. ' 

RicHarp M. Davs. The concept of profits in contemporary economic literature. 1943. 
Cornell. 

James Dincwa Lt, A.B., Queens, 1938; A.M., 1939. A history of English theories of the 
economic rôle of the state. 1942. Chicago. 

J. Facc Foster, B.S., East Texas State Teachers, 1935; M. Ed., Texas, 1938. Theory of 
institutional adjustment. 1943. Texas. 

RICHARD SEBASTIAN Howey, S.B., Harvard, 1926; A.M., Southern California, 1929. A 
history of the utility concept in economic theory. 1942, Chicago. ; 

LAWRENCE Kecan, A.B., College of the City of New York, 1935; M.A., Columbia, 1938. 
Problems related to the theory of production and capital. 1943. Columbia. 

J. L. Love, B.S. Ed., North Eastern State Teachers College of Missouri, 1932; M.A., Texas, 
1937. History of incremental cost-price theory. 1943. Texas. 

ArTHuR Epwarp Mac, Jr., A.B., Amherst, 1938. Economics of wage differentials. 1942. 
Chicago. 

Grorce T. Marrgews, A.B., Columbia, 1939; A.M., 1940. Economic ideas of the French 
philosophers. 1943. Columbia. 

HERBERT CARPENTER Morse, A.B., Oberlin, 1932; A.M., Columbia, 1941. Essays in the 
theory of trade. 1943. Columbia. 

RUSSELL TouLMiIn NicHors, A.B., DePauw, 1929, Theory and measurement of national 
income, 1942. Chicago. 

ALBERT RICHARD OXENFELDT, B.S., Pennsylvania, 1937; Columbia, 1938. New firms and 
free enterprise. 1942. Columbia. 

GEORGE SCHULLER, B.S., New York, 1931. Bargaining power in relation to the determina- 
tion of prices and incomes. 1942. Columbia. 
Wittram H. SuHaw, A.B., Columbia, 1930; A.M., 1931. Commodity flow and capital 

- formation, 1879-1919. 1943. Columbia, 

ALLEN M. Srevers, A.B., Chicago, 1939; A.M., Columbia, 1941. Nomics and economics. 
1943. Columbia. 

WILLIAM JORDAN JOSEPH SMITH, A.B., Texas. Theories of capital formation between the 
two World Wars. 1943. Duke. 

JamMEs Hartmann Stauss, A.B., Grinnell, 1936; S.M., Iowa State, 1937. History and 
criticism of American theories of profit. 1942. Wisconsin. 

James H. Symons, A.B., Seton Hall, 1930; A.M., Columbia, 1937. The mature economy in 
economic theory. 1944. New York. 

R. H. Van Vooruis. Borrowing your way into socialism: the economics of Pierre Joseph 
Proudhon. 1943. Duke. 

CHARLES S5. WyaAnp, A.B., Pennsylvania State, 1929; A.M., 1934. The economics of re- 
placement demand, 1943. Columbia. 


Economic History 


Degrees Conferred 


Miron Burcin, Ph.D., Harvard, 1941. The economic aspects of Argentine federalism, 
1820-1852. 
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Sera Hammond, Ph.D., Harvard, 1941. Cotton industry of this century. 
Rares: Murray Havens, Ph.D., Duke, 1941. Laissez-faire in the United States during 
nineteenth century depressions. 
Taomas WALTER JoHNson, Ph.D., Chicago, 1941. William Allen White defends America. 
Josera Tseopore Morcan, Ph.D., Harvard, 1941. Development of the Hawaiian econo- 
my, 1778-1876. 
Theses Accepted and Completed 


Wirrram: C. Bacev, A.B., Yale, 1930, Soil exhaustion, slavery, and the Civil War. 
Columbia, j 

Punir A. Crow, A.B., Swarthmore, 1936; A.M., Iowa, 1939, The critical period in Mary- 
land, 1782-1787. 1942. Jokns Hopkins. 

Wirtiam Dramonp, A.B., Johns Hopkins, 1937. President Wilson’s concept of American 
economy, 1942. Johns Hopkins. 

Rosert Lorenz, Dip. Agric, Breslau. The essential features of Germany’s agricultural 
policy from 1870 to 1937. 1941. Columbia. (Privately printed.) 

Marcaret E. Martin, A.B., Barnard, 1933; AM., Columbia, 1934. Merchants and trade 
of the Connecticut River valley, 1750-1820. Columbia. (Published as a Smith College 
Study in History.) 

Marcarer Ricaarps Parst, A.B., Vassar, 1931; A.M., Chicago, 1932. Some trends in 
agriculture in the Connecticut River valley region of Massachusetts during the nineteenth 
century, Columbia. 


Theses in Preparation 


Voytece E. Anpic, Com. Engineer, Prague, 1934. Czechoslovak contributions to America’s 
making, 1934. Columbia. 

Paur H. Berx, A.B., Union, 1935; A.M., New York Teachers College, 1938; AM. 
Columbia, 1939. Public finance in Provence before the French Revolution. 1943. 
Columbia. 

Wvatr W. BELCHER, A.B., Oklahoma, 1932; A.M., 1932. Economic rivalry between St. 
Louis and Chicago, 1850-1880. 1943. Columbia. 

Maron D, Bonzi, A.B., Rockford, 1928; A.M., Illinois, 1929. George M. Pullman and the 
Pullman Company, 1942. Chicago. 

FRANKLIN W. Burton, B.A., Toronto, 1930; A.M., Harvard, 1933. The Canadian grain 
trade. Toronto. 

Rosert F. CAMPBELL, A.B., Yale, 1939; A.M., Columbia, 1940. The New York business 
community and politics. 1943. Columbia. 

Grace CHINN, A.B., Washington, 1940; A.M., 1942. Waterworks for public control in 
Chinese history. 1943. Columbia. 

Taropvore Conen, B.S.S., College of the City of New York, 1938; A.M., Columbia, 1939. 
Merchant capital in feudal Japan. 1943. Columbia. 

JoeL G. Cotton, A.B., College of the City of New York, 1937; M.S. in Ed., 1938; M.A., 
Columbia, 1940. Position of the laborer in French mercantilist thought, 1700-1750. 
1943. Columbia. 

Peter H. Deraney, H, A.B., Yale, 1937; A.M., 1939. Economic readjustments in Rhode 
Island, 1783-1800. 1943. Columbia. 

James H. Easrersy, A.B., Charleston, 1920; A.M., Harvard, 1922. The South Carolina rice 
plantation as revealed in the papers of Robert F. W. Allston. 1942. Chicago. 

Joas Wum Frepricxson, S.B., Northwestern, 1938. The American Merchant Marine, 
1820-1860. 1942. Chicago. 

Ruporr W. FreyHan. On reciprocal reactions and repercussions of the economic and 
political decay of the ruling class in the early Victorian age. 1942. Chicago. 


` 
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Wiırrram Byram GATES, JR., A.B., Williams, 1939. Government reorientation of social and 
economic life during the Civil War: a study of federal, state, and local controls over 
economic activity in the North, 1861-1865. 1942. Chicago. 

THEODORE GEIGER, B.S.S., College of the City of New York, 1935. The economic organiza- 
tion of slavery in ante-bellum Virginia. 1943. Columbia. 

Wurm HALLER, JR., A.B., Columbia, 1936; A.M., 1938. Frontier settlement in Puritan 
New England, 1620-1670. 1943. Columbia. 

CLYDE E. Hewitt, A.B., Aurora, 1937; A.M., Chicago, 1939. Venezuela and the origins of 
dollar diplomacy. 1942. Chicago. 

Dovcras JAMES, B.S., Princeton, 1929; A.M., Columbia, 1931. The commercial relations 
of the Levant with western Europe, 1815-1869. 1943. Columbia. 

Joan A. Levannis, B.S., Delaware, 1921; A.M., Columbia, 1922. The history of financial 
control in Greece. 1942. Columbia. 

D. E. McCown, A.B., California, 1932. An historical study of the material culture of Iran 
before the middle of the third millennium s.c. 1942. Chicago. 

CYRIL Nem McKinnon, A.B., Marquette, 1925; A.M., 1936. The breakdown of the guilds. 
1942. Chicago. 

James W. Paur, B.S.S.T.C., Troy (Alabama), 1932; B.D., Southern Methodist, 1935; 
A.M., 1935. Trade and politics in Palestine during the Bronze Age. 1942. Chicago. 

ANDREW WARREN PIERPONT, A.B., Washington and Lee, 1928; M.B.A., Harvard, 1931. The 
economic history of Burlington, North Carolina. 1943. North Carolina. 

Joan Prrer, A.B., Vassar, 1935; A.M., Columbia, 1936. The Kingdom of Piedmont, 1815- 
1830: an economic and social study. 1943. Columbia. 

RAYMOND ADRIEN DE Roover, L.S.C.F., Institut Sup. de Commerce, 1924; M.B.A., 
Harvard, 1938. Banking, money, and credit in medieval Bruges: merchant-bankers, 
lombards, money-changers, and usurers. 1942. Chicago. 

WALTER SANDERLIN, A.B., American, 1940. The impact of the international economic 
crisis of 1837-1840 in England. 1944. Johns Hopkins. 

Harran Scorr Wuite, A.B., DePauw, 1935; A.M., Indiana, 1942. Western banking ideas 
and practices before 1840. 1943. Indiana. 

Wrt1am C. Wrzor, Jr., A.B., Washington and Lee, 1937. The influence of Fabian social- 
ism on the Liberal party. 1943. Columbia. 

Epwarp B. Wurms, A.B., Morehouse, 1927; A.M., Atlanta, 1937. The Negro in industry 
in the ante-bellum South. 1943. Columbia. 


Economic Systems; National Economics 


Theses in Preparation 


Meumet Kotsr Bepces, A.B., Robert College (Istanbul), 1938; A.M., Indiana, 1940. 
Economic reorganization of the Balkan states. 1943. Indiana. 

Rortanp Burorp Branpis, JR, A.B., Richmond, 1937; A.M., Duke, 1939. British war 
economy, September 1939-September 1941. 1942. Duke. 

Grorce Hay Brown, A.B., Oberlin, 1929; M.B.A., Harvard, 1931. The economic position 
of New Zealand. 1942. Chicago. 

. KENNETE K. KURIHARA, B.A., Ohio Wesleyan, 1935; M.A., Oberlin, 1936. A critical 
analysis of Philippine national economy with special reference to labor problems under 
the American regime to 1941. 1943. Iowa. 

Harris Loewy, B.A., New York, 1935; AM., 1937. Brazil: from monoculture to indus- 
trialization—an analysis of certain phases of Brazilian economy. 1942. New School for 
Social Research, 
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Statistics; Economic Mathematics; Accounting 


Degrees Conferred 


Louis M. Court, Ph.D., Columbia, 1942. Entrepreneurial and consumer demand theories 
for commodity spectra. 


EVERETT HERSHELL JoHnson, Ph.D., Michigan, 1942. The time factor in correlation with 
reference to certain forecasting problems in business. 

James SAMUEL Lanwam, Ph.D., Texas, 1942. Accounting for depreciation and depletion 
in the petroleum industry. 

Wrt1Am Lioyp Leavirr, Ph.D., Illinois, 1942. Weight bias in value weighted indexes of 
physical production. 

JENNINGS BLAND Pope, Ph.D., Texas, 1942. Evolution of the systems of accounts prescribed 
for public utilities by state and federal regulatory commissions. 

Joun Henry Smıra, Ph.D., Chicago, 1941. Statistical deflation in the analysis of economic 
series. 


FLADGER FREEMAN TANNERY, Ph.D., Texas, 1941. Accounting for state governments. 


Theses Accepted and Completed 


Joan Wapsworta GUNTER, B.S., North Carolina, 1935; A.M., 1939. Factor analysis of 
commodity prices. 1942. Nortk Carolina. 
Joan Younc SPRINGER, A.B., Stanford, 1927; M.B.A., 1929. An analysis of seven leading 


index numbers of prices of industrial stocks on the New York Stock Exchange. 1942. 
Stanford. 


Theses in Preparation 


KENNETH J. Arrow, B.S., College of the City of New York, 1940. Analysis of economic 
time series. 1943. Columbia. 

Pamir Wurm BisHop, B.Com., London, 1927. A history of accounting in United States 
and Great Britain since 1900. 1942. Yale. 

Tuomas GREGORY CHARTERS, A.B., Manhattan, 1927; M.S., Canisius, 1929. Financial 
statements. 1943. Columbia. 

LEE Grover, B.S., Alabama, 1922; A.M., Chicago, 1928. Fixed and variable costs and their 
application in cost analysis. 1942. Columbia. 
ALEXANDER L. Hart, A.B., Pennsylvania State, 1936; M.A., 1937. Estimation of the 
sampling error for a stratified sample of farm incomes in Minnesota, 1942. Minnesota. 
Frank S. Kaursack, B.S., Virginia, 1934. Accounting aspects of the excess profits tax. 
1943, Virginia. 

Henry Aucust KRIEBEL, B.S., Lehigh, 1932; A.M., 1937. Special purpose financial state- 
ments. 1943. Columbia. ; 

CHARLES WILLIAM LAMDEN, A.B., California, 1937; M.A., 1939. Legal problems in corpo- 
rate accounting. 1943. California. 

Dantet Lirsxy, A.B., Columbia, 1931; M.S., 1934. A reéxamination of accounting principles 
and some applications, with particular reference to published reports. Columbia. 

JosrpH A. Maurietto, B.S., New York, 1939; M.B.A., 1940. Analysis of variations in 
standard costs, sales and profits. 1944. New York. 

Irvine H. Srecet, B.S., College of the City of New York, 1934; M.A., New York, 1935. 
The measurement of production and related concepts. 1943. Columbia. 

WasuHincton SyCip, B.S.C., Univ. Santo Tomas (Manila), 1939; M.S.C., 1940. Relation- 
ship between economic and accounting theory. 1944. Columbia. 


G. MaxweLt Ute, M.B.A., Chicago, 1937. The statistical allocation of advertising appro- 
priations for a durable consumer good. 1942. Chicago. 
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WittiAm Josera VATTER, B.S., Miami, 1934; M.B.A., Chicago, 1937. An application of 
measurement theory to accounting procedures. 1942. Chicago. 

Herscuet Lez Warpron, A.B., Hendrix, 1924; S.M., Oklahoma Agricultural and Mechani- 
cal, 1932; S.B., Central State Teachers (Oklahoma), 1938. State supervision of municipal 
accounting. 1942. Chicago. 

Harotp H. Wein, B.S.S., College of the City of New York, 1936; A.M., Columbia, 1939. 
Reliability of statistical formulas. 1943. Columbia. 

Cart Ricwarn Youncpam, B.A., Augustana, 1937; M.A., Fletcher School of Law and 

Diplomacy, 1938. The theory of inventories. 1944. Minnesota. 


Business Cycles and Fluctuations 
Degrees Conferred 


Saan-Kwet Fonc, Ph.D., Harvard, 1941. An application of period analysis to the theory 
of international money mechanism. 

Svenp Laursen, Ph.D., Harvard, 1941. International propagation of business cycles. 

Maurice Moonirz, Ph.D., California, 1941. Obsolescence, industrial policy, and the prob- 
lem of economic stability. 

Davin ROCKEFELLER, Ph.D., Chicago, 1940. Unused resources and economic waste. (Pub- 
lished by University of Chicago Press.) 

ALBERT Rose, Ph.D., Illinois, 1942. Cyclical problems in Canadian post-war readjustment. 

Ricsard Ruccres, Ph.D., Harvard, 1942. Price structure and distribution over the cycle. 

Josera CHARLES SEIBERT, Ph.D., Northwestern, 1941. Price behavior and industrial ac- 
tivity. 

Grorce W, Van VLECK, Ph.D., Columbia, 1942. The panic of 1857. (Published by Colum- 
bia University Press.) 


Theses in Preparation 


Janet AUSTRIAN, A.B., Bennington, 1939. Acceleration and retardation in rates of expan- 
sion during the upswing of the business cycle. 1943. Columbia. 

Harotp Burxe Horton, B.B.A., Texas, 1937; M.B.A., 1938. The relationship between 
agricultural commodity price fluctuations and business cycles in the United States, 1918- 
1939. 1944. Columbia. 

Martin V. Jones, M.B.A., Chicago, 1940. Unemployment and cyclical fluctuations. 1942. 
Chicago. 

Frank L. Kiopner, A.B., California, 1938. California business cycles, 1918-1938. 1942. 
Columbia. 

THomas Haves Moorg, B.S., Roanoke, 1938. The position of economists concerning wage 
changes at various stages of conjuncture. 1943. Duke. 

James Newton Morcan, A.B., Northwestern, 1939; A.M., Harvard, 1941. Inventories 
and industrial fluctuations: a statistical and theoretical study, 1943. Harvard. 

. Ernest L, Osporne, Ph.B., Yale, 1912; B.S., in C.E., Massachusetts Institute of Tech- 

nology, 1914. South American trade cycles. Columbia. 

` ALAN L. RITTER, A.B., DePauw, 1935. A study of the flow of capital required to main- 
tain the proper balance in our economic organization. 1943. Wisconsin. 

Haroro W. Sasse, B.S., New York, 1924; A.M., Columbia, 1938. Toward an under- 
standing of business forecasting. 1943. Columbia. 

Davin Scuwartz, A.B., Columbia, 1938; A.M., California, 1941. Secular changes in 
American business cycle history. 1943. Columbia. 

Jutrus Saisuxin, A.B., Rutgers, 1934; A.M., 1936. The relation between seasonal and 
cyclical movements. 1943. Columbia. 


i 
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Wuram Water Toncur, A.B., Dartmouth, 1937; M.C.S., Amos Tuck, 1938. Capital, 
money and the business cycle. 1942. Chicago. 


Dan Ruttepce Vinune, B.B.A., Texas, 1931; A.M., 1935. The regional transmission of - 
economic disturbances. 1942. Chicago. 


Public Finance; Fiscal Policy; Taxation 


Degrees Conferred 


Marvin Aucustus Bacon, Ph.D., Michigan, 1941. The shifting of the gasoline tax and 
its effect on gasoline consumption: an inductive study. 

Pamir D. Braptey, Ph.D., Harvard, 1942. Some aspects of corporate income taxation. 

Joun A. Bryson, Ph.D., New York, 1942. The economic effects of undistributed profits 
tax of 1936, 

Jesse VERLYN BuRKHEAD, Ph.D., Wisconsin, 1942, The fiscal control of inflation. 

Joan Keira Burrers, Ph.D., Harvard, 1941. Federal taxation of corporate profits. 

Cart J. Forxertrs, Ph.D., Iowa, 1941. The effect of public expenditure upon national 
income. 

HERBERT WALTER HARGREAVES, Ph.D., Duke, 1941. Federal fiscal policy and the guaranteed 
debt, 1932-1940. 

WALTER WotrcanGc Herrer, Ph.D., Wisconsin, 1941. State income tax administration. 

(ALFRED) Norman Nysroren, Ph.D., Wisconsin, 1941. Tax assessment and equalization 
with special reference to the Wisconsin system. 

J. Ricwrarps Petrie, Ph.D., McGill, 1941. The tax systems of Canada. 


Atonzo Smite: Ponp, Ph.D., Northwestern, 1942. Urban special assessments in down state 
Tilinois, 1925-1937, 


Theses Accepted and Completed 


Frep A, CrarensBusH. The problem of reorganizing the finances of local government 
in Ozark landuse adjustment areas. 1941. Cornell. 

Rooman Merrett SULLIVAN, A.B., Georgetown, 1923; AM., Kentucky, 1929. The in- 
heritance tax in Kentucky: its history and operating results as indicated by an analysis 
of the inheritance tax returns. North Carolina. 

Vernon L. Israeison, S.B., Utah State Agricultural, 1929; A.M., Brigham Young, 1937. 
Social and economic aspects of homestead tax exemption. 1942. Wisconsin. 


Theses in Preparation 

Martin ATLAS, A.B., New York, 1934; A.M., Columbia, 1935. Collection of income tax at 
source, 1943. Columbia, 

Dorotuy Brar, A.B., Chicago, 1937. Federal lending, 1916-40. 1943. Columbia. 

Lours Konr Branpt, A.B., Whitewater State Teachers College, 1936; A.M., Wisconsin, 
1941. Shifting and incidence of real property taxes. 1942. Wisconsin. oe 

Harry C. Burow, B.S., New York, 1937; M.B.A., 1938. Analysis of municipal revenue o 
bonds. 1944, New York. PE 

Jogan CmaLmers, A.B., Middlebury, 1938. New York state personal income tax, 1919- 
1942. 1943. Cornell. 

Yau Pik Cav, A.B. Lingnan, 1929; A.M., Michigan, 1938. The taxation reform of 
Chinese national government in decade, 1927-37. 1942. Chicago. 

SSIN-ESIN Crou, A.B., Yenching, 1935; A.M., California, 1940. The capital levy. 1943. 
Columbia. 

Jerome B. Cowen, B.S.S., College of the City of New York, 1934; A.M., Columbia, 1935. 
The finances of the City of New York, 1929-1941. 1943. Columbia. 
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James B. Ecxert, A.B., Oberlin, 1934; M.A., Cincinnati, 1936. The Reconstruction 
Finance Corporation. 1942. Cornell. 

Pavut W. Erus, A.B., Willamette, 1931; A.M., Oregon, 1933. Taxation in relation to the 
policies and motives of business management. 1943. Columbia. 

Racra H. Farmer, A.B., Oberlin, 1916. Public finance theory in the United States before 
1900. 1942. Minnesota. 

Lyre C. Fircg, B.S., Nebraska State Teachers College, 1935; M.A., Nebraska, 1938. 
War finance and government debt. 1943. Columbia. 

Marion Hamitton Grim, A.B., Mt. Holyoke, 1930; A.M. Columbia, 1938. The 
incidence of excess profits taxation. 1943. Columbia. 

RicHarp BENJAMIN GoopE, A.B., Baylor, 1937; AM., Kentucky, 1939. The corporate 
institution and the tax problem. 1943, Wisconsin. 

Arca Bristor Goopman, S.B., Oklahoma Agricultural and Mechanical, 1936; A.M. 
Wisconsin, 1939. Property tax administration in Wisconsin. 1942. Wisconsin. 

ANDREW Grajpanzey, M. of Econ, Harbin, 1932; M.A., Columbia, 1938. Financing of 
war by Japan. 1943. Columbia. 

Crara Grey, A.B., Mt. Holyoke, 1936. The remission of consumption taxes during a 
cyclical depression. 1943. Columbia. 

Franku P. Harr, A.B., Oregon, 1929. Indiana gross income tax. 1942. Wisconsin. 

Lioyp C. Harvorson, B.S., Minnesota, 1939. The concept of normal value of land for 
appraisal programs. 1943. Minnesota. 

LAWRENCE BENNET Jack, B.A., British Columbia, 1932; B.A., Oxford, 1935. Control of 
local government finance in the United States, Canada, and Australia. 1943. McGill. 

James Ruporrs Kay, B.A., Birmingham-Southern, 1938. Administrative a of sales 
taxes with special reference to the state of Alabama. 1943. Virginia. 

Hersert Ertas Krarman, A.B., Columbia, 1939; A.M., 1941. Excess and war proiit taxes. 
1943. Wisconsin. 

Aucust W. Knauser, B.S., College of the City of New York, 1939; M.S., 1940, Economic 
consequences of deficit financing. 1942. Fordham. 

Georce E, LENT, A.B., Renssalaer Polytechnic, 1943; M.B.A., 1935. Wartime borrowing 
methods. 1943. Columbia. 

Ricwarp WapswortH LinpHotm, B.A., Gustavus Adolphus, 1935; M.A., Minnesota, 1938. 
Franchise as the basis of taxing the corporation. 1943. Texas. 

Oscar FREDERICK LITTERER, A.B., Cornell College, 1929; A.M., Minnesota, 1932. The 
treatment of capital gains and losses in the income tax. 1942. Wisconsin. 

Matpa L. Mine, A.B., Wellesley, 1928; M.B.A., New York, 1931. Defense borrowing 
and the control of credit. 1944. New York. 

Grenn D. Morrow, M.A., Peabody, 1940. Some problems of Kentucky state-local fiscal 
relations, 1944. Kentucky. 

Rex J. MortHLAND, A.B., California, 1933; A.M., 1934. Bonded indebtedness of local 
governments, 1927-1940. 1942. Chicago. 

Peme Nerr, A.B., California, 1939. Government finance and interest rates. 1943. Cali- 
fornia, 

Enpmunp ANTHONY NIGHTINGALE, B.B.A,, Minnesota, 1933; M.A., 1936. Taxation in 
Great Britain: an economic analysis of national and local taxation in the twentieth 
century with special reference to problems of administration and organization. 1942. 

. Minnesota. 

Jomn Pacant, A.B., Santa Clara, 1932. An enquiry into Italian fiscal theory. 1943. Stanford. 

Wiitram W. REMINGTON, A.B., Dartmouth, 1939. The economic effects of deficit spending. 
1943. Columbia. 
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Robert A. Renni, A.B., Wesleyan, 1939; A.M., Harvard, 1942. Federal-provincial aspects 
of the Argentine fiscal policy. 1943. Harvard, 

Hart FENTON SHEPARD, A.B., Colorado, 1936; A.M., 1938. Taxation and monetary control. 
1944, Michigan. 

Janet Racor Sunperson, B.S., Columbia, 1936; M.A., 1938. Ownership of public debt. 
1943. Columbia. 

FRANK CAMBRIDGE Trssets, B.S., Southwest Missouri, 1928; M.B.A., Northwestern, 1929. 
The concept of excess profits in taxation. 1943. Nortk Carolina, 

ORBA F. TRAYLOR, M.A., Kentucky, 1932; LL.B., Northwestern, 1936. Distilled spirits and 
wine taxation. 1943. Kentucky. 

Anprew M. Tutty, A.B., Manhattan, 1940; A.M., Columbia; 1941. The tax credit and 
fiscal contro] in the United States. 1943. Columbia. 

Wiıram Newron Watson, B.Sc., Alberta, 1933; B.A., 1937. The federal estate tax of the 
United States. 1943. Columbia. 


Viota Wycxorr, B.S., New York, 1930; A.M., 1933. Federal grants for public works 
programs. 1943. Columbia. 


Money and Banking; Short-Term Credit 


Degrees Conferred 


Epwarp G. Bennion, Ph.D., Harvard, 1942. Changing member-bank reserve requirements. 

Ernst Aucusr Daver, Ph.D, Northwestern, 1942. Comparative operating experience 
of consumer instalment financing agencies and commercial banks, 1929-40. 

Marton Rozerts DaucHerty, Ph.D., Chicago, 1941. The currency-banking controversy. 

FREDERICK Lewis Demine, Ph.D., Washington University, 1942. The Boatmen’s National 
Bank, 1874-1941. 

Purr S. Eckert, Ph.D., Ohio State, 1941. Short-term farm credit in Ohio, 

Ricwarp MurpHey Goopwiy, Ph.D., Harvard, 1941. Studies in money: England and 
Wales, 1919-1938. 

Joun Grirsert McGrew, Ph.D., Illinois, 1942. The scope and significance of monetary 
and banking investigations in the United States and Great Britain since 1900. 

FrepeRick Witriam Mvuetter, Jr, Ph.D., Northwestern, 1942. Management of the 
earning asset portfolios of forty-one Chicago state banks. 

James Jonn O'Leary, Ph.D., Duke, 1941. Federal deposit insurance. _ 

Grorce Leroy PETERSON, Ph.D., Minnesota, 1941. A study of agricultural financing of 
country banks. 

Rosert Vincent Rosa, Ph.D., Michigan, 1942. The monetary powers of some federal 
agencies outside the Federal Reserve System. 


Theses Accepted and Completed 


Epwarp H. Bisuara, B.C.S., New York, 1930; M. C.S., 1932. Credit analysis in theory and 
practice, 1942. New York. 

ARTAUR E. Braser, Ph.B., Yale, 1929; M.B.A., Harvard, 1932. Federal Reserve Bank of 
Cleveland. 1942. Columbia. (Published by Columbia University Press.) 

J. Russert Boner, B.A., Colorado, 1928; A.M, Illinois, 1937. Background, extent and 
consequences of “federalization” of savings and loan associations. 1943. IMMinois. 

Branr Bonner, Ph.B., Chicago, 1931. An analysis of the banking statistics of the south- 
eastern states, 1920-1940. 1942. North Carolina. 

Davin Durann, A.B., Cornell, 1934; A.M., Columbia, 1938. Risk’ elements in consumer 
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instalment financing. 1941. Columbia. (Published by National Bureau of Economic 
Research.) 

Rev. Bernarp Atoystus McLavcutin, O.P., A.B., Holy Cross, 1916; A.M., Catholic, 1924. 
Financial trends of commercial banks of the state of Rhode Island, 1915-1937, Catholic. 
(Published by Catholic University of America Press.) 

HELEN J. Merrow (Coox), A.B., Brooklyn, 1935; A.M., Columbia, 1936. Credit control— 
a study of the genesis of the qualitative approach to credit problems. 1941. Columbia. 
(Published by American Council on Public Affairs.) 

EstHer Rocorr (Tous), A.B., Hunter, 1934; A.M., 1936. An historical evolution of central 
banking functions of the U. S. Treasury. 1942. Columbia. (Published by Columbia Uni- 
versity Press.) 

Donarp Smam, A.B., Redlands, 1927; M.A., California, 1930. The origin and develop- 
ment of the United States Postal Savings System. 1942. California. 

J. Brooxe Wits, A.B., Dartmouth, 1930; B.S., Columbia, 1932; M.S., 1933. The func- 
tions of the commercial banking system—with particular attention to its use as a source 
of credit for capital purposes. Columbia. 


Theses in Preparation 


Paur ARNOLDS-Patron, B.S., New York, 1926; M.B.A., New York, 1937. The theory and 
practice of commercial bank reserves in the United States. 1943. New York. 

WyYLLIsS BANDLER, A.B., Columbia, 1937. The nature, operation, and overall control of the 
modern money economy. 1943. Columbia. 

Wurm Groane, Credit facilities for farmers’ codperatives. 1942. Johns Hopkins. 

WEsLEy C. Haranpson, B.A., Jamestown, 1935; M.A., Iowa, 1940. The flow of funds into 
and out of the Ninth Federal Reserve District, 1944. Minnesota. 

GABRIEL SyLFest Hauer, A.B., Concordia, 1935; A.M., Harvard, 1938. Deficit financing 
and the banking system. H arvard. 

Hervey D, Horcrxiss, B.S., Buffalo, 1934; M.A., Cornell, 1936. The guaranty of bank 
deposits. 1943. New York. 

Ercrın Fraser Hunt, A.B., Oberlin, 1917. A study of the textbook literature on money and 
banking. 1942. Chicago. 

` ARTHUR Kemp, B.S., Buffalo, 1939; M.B.A., Northwestern, 1940. Lawful money, legal 

_. tender and money receivable for specified purposes. 1944. New York. 
Rev. Bryan A. Kirn, O.F.M., A.B., St. Joseph’s, 1935; A.M., Catholic, 1941. Annual 
reports of commercial banks. 1943. Catholic. 

Joserx E. Lorrus, A.B., Notre Dame, 1937. Bank capital ratio regulation. 1942. Johns 
Hopkins. 

Joan BotHwett McConaucny, A.B., Alabama, 1933; A.M., 1935. The American bankers 
and Latin American public loans, 1919-1929. 1942. Chicago. 

BERNARD NortMan, B.S.S., College of the City of New York, 1934; A.M., Columbia, 1935. 
Interest rates. 1943. Columbia. 

Lioner C. Perera, B.S., Haverford, 1929; M.B.A., Harvard, 1931. Current banking 
developments in Great Britain and the United States, 1944. New York. 

Wurm Harorp Poorer, A.B., Alberta, 1932; A.M., 1934. The supply and control of money 
in Canada. 1942, Chicago. 

Hersert V. Procuwow, B.A., Wisconsin, 1921; M.A., 1922. The place of term loans in 

` the American banking system. 1943. Northwestern. 

ALEXANDER Moses Rosenson, B.S., California, 1937; A.M., 1938. The Argentine banking 
system since 1935, 1942: Chicago. 

Err SHAPIRO, A.B., Brooklyn, 1936; A.M., Columbia, 1937. Credit union movement in 
Wisconsin, a statistical study, 1942. Columbia. 
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Loutse Sissman, A.B., Cornell, 1928. Development of the Postal Saving System. 1943. 
Columbia. 

KENNETH M. Spanc, A.B., Dartmouth, 1933; A.M., Columbia, 1936. Money—~as a store 
of value. 1943. Columbia. 

Saur R. Srore, S.B., Harvard, 1936. The liquidity problem in American commercial bank- 
ing. Harvard. 

GUNTHER STEINBERG, A.B., Iowa State Teachers, 1936; M.B.A., Chicago, 1938. The eco- 
nomic significance of the ‘behavior of the assets and liabilities of banks, 1942, Chicago. 
Wiuirtam Joann Sripravy, A.B., Columbia, 1939; A.M., 1940. The place of the central bank 

in the modern economy. 1944. Columbia. 

FRANK J. Tampy, B.C.C, in Econ., New York, 1931. The Federal Reserve Bank of Phila- 
delphia. 1943. Columbia. 

ALBERT Stetson Tomas, B.S., Massachusetts State, 1937; A.M., Wesleyan, 1938. Gold and 
the Federal Reserve System. 1942. Columbia. 

Rosert C. Weems, Jr, B.S., Mississippi State, 1931; M.B.A., Northwestern, 1934. Prin- 
ciples and practice followed by small banks in utilizing funds available for investment. 
1943. Columbia. 

CHARLES ASHLEY WRIGHT, A.B., Princeton, 1928; A.M., 1929, The limitations 9r. monetary 
policy. 1943. Columbia. 


International Trade, Finance, and Economic Policy 


Degrees Conferred 


Ivan M. Ercmmecorr, D.S.S., New School for Social Research, 1942. United States inter- 
national timber trade with the Pacific countries. 

Kraus Eucen Knorr, Ph.D., Chicago, 1941. British colonial theories: 1570-1850. 

WILFRED MaLensaum, Ph.D., Harvard, 1941, Equilibrating tendencies in the world wheat 
market, 

Jacos Lours Mosax, Ph.D., Chicago, 1941. General equilibrium theory in international 
trade. 


CHARLES STUART SHELDON, H, Ph.D., Harvard, 1942. The Japanese shipping industry: 
an analysis of some phases of the industry in relation to international rivalries. 


Theses Accepted and Compleied 


B. H. Brown, A.B., Columbia, 1937; Cambridge, 1939. A history of the fair trade move-°. 
ment. 1942. Columbia, 

ALFRED Epwarp Kamn, B.A., New York, 1936; M.A., 1937. Effects of the international 
position of Great Britain, 1919-1939. 1942. Yale. 

Virort Sarera, B.S., California, 1935; M.A., 1936, Exchange control and the Argentine 
market. 1941. Columbia. (Published as study no. 485 of Columbia Studies in History, 
Economics and Public Law.) 

Rogert Paure TERRILL, A.B., Stanford, 1931; M.A., 1933, The interregional balance of 
payments of southern California, 1920-34. 1942. Stanford, 


Theses in Preparation 


(ae Hans Apter, J.-D., Prague, 1937; M.A., Yale, 1940. The determinants of the volume 
of foreign trade of the United States, 1920-1938, 1943. Yale. 


Nataan A. Bary, B.S.S., College of the City of New York; A: M. » Columbia, 1941. The 
economists and the tariff controversy. 1943. Columbia. 
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Joan S. pe Beers, A.B., Cornell, 1937; A.M., American, 1939. Commercial relations be- 
tween Germany and the United Kingdom, 1930-1939. 1942. Chicago. 

Cuartes B. Bream, A.B., Midland, 1936; A.M., Chicago, 1939. Relations of the United 
States and Latin America in respect to the munitions trade. 1942. Chicago. 

Josera RANDALL BURCHARD, JR., A.B., Southeast Missouri State Teachers, 1940. Foreign 
policy of the British Labor party since 1933, 1942. Chicago. 

James L. Frrzcerarp, B.A., Union, 1915; M.A., Fordham, 1924. A comparative study of the 
type of trade relations between the United States and Brazil and the United States and 
Argentina. 1943. Fordham. 

Joun Freperick Garpner, B.S., Duquesne, 1934; A.M., Pittsburgh, 1937. Economic 
aspects of the Lend-Lease act. 1943. Pittsburgh. 

Jonn Ernest Lawrence GRAHAM, B.A., Toronto, 1936; B.A., Oxford, 1938; B.Litt., 
1939, Basis of Canadian international exchange. Toronto. 

Burton Crospy HALLOWELL, A.B., Wesleyan, 1936; AM., 1938. International capital 
movements and business fluctuations. 1943. Princeton. 

Micuart Linpsay Horraan, A.B., Oberlin, 1935. International trade under fluctuating 
exchanges, 1942. Chicago. 

Henry Irvin Jorcensen, A.B., Stanford, 1937; AM. Columbia, 1940. German trade 
rivalries in Latin America, 1930-1940. 1943. Columbia. 

A, LOWELL KIRKPATRICK, A.B., Illinois, 1935; M.A., 1937. Clearing agreements in inter- 
national trade, Brown. 

Joserine Krucxavur, Dr. Civil Laws, Prague. The match trust. 1943. Columbia. 

WALTER ZDENKO Kivucxavr, Dr, Civil Laws, Prague. The wire cartel. 1944. Columbia. 

RICHARD SABOURIN LANDRY, A.B., Amherst, 1938; A.M., Chicago, 1941. Unfair competi- 
tion in foreign trade. 1942. Chicago. 

J. Epwarp Lunpy, A.B., Iowa, 1936. The theory of international values. 1942. Princeton. 

Hersert KennetTa May, A.B., Michigan, 1938; A.M., 1941. Stabilization funds. 1944. 
Michigan. 

Watrace J. Parxe, A.B., Williams, 1932; LL.B., George Washington, 1937. Federal im- 
port control, 1944. Columbia, 

Juuius S. Perrstein, A.B., Columbia, 1936. Europe’s food supply: the trend toward self- 
sufficiency and the integration of agriculture in Europe. 1943. New School for Social 
Research. 

NicHotas MICHAEL Perruzzeru, A.B., Portland 1937; A.M., Catholic, 1939, Economic 
and social aspects of the inter-American coffee agreement. 1943. Catkolic. 

C. Witson Ranpte, M.A., Duke, as Latin American international trade. 1943. Ken- 
tucky, 

RarpH Exvserton Smirx, A.B., Wooster, 1935. The valuation of imports in the United 
States: a study in tariff administration. 1942. Chicago. 

Marvin Mever Van Stock, 'M.B.A., Chicago, 1939. German methods in international 
trade and the structure of American foreign commerce. 1942, Chicago. 

Marcus Vosx, B.S., College of the City of New York, 1929; M.A., Columbia, 1931. World 
trade problems of the machine tool industry. 1943. New School for Social Research. 

F. J. Westcorr, B.A., Brandon, 1925. The tariff in the Canadian economy. Toronto. 

Joun C. oe Wabe, A.B., Harvard, 1930. The commercial policy of national socialist 
Germany, 1933-39. 1944. Columbia. 


Business Finance; Insurance; Investments; Securities Markets 


Degrees Conferred 


CHARLES Converse Center, Ph.D., Wisconsin, 1941. Private and social insurance; a com- 
parative analysis of their theories and methods. 
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WALTER ALEXANDER Caupson, Ph.D., Columbia, 1942. The financial structure of American 
corporations, 1910-1940. : 

Orner J. Curry, Ph.D., Michigan, 1939. The utilization of corporate earnings, 1922-36. 
(Published as vol. IX, no. 4 of Michigan Business Studies.) ` 

PauL Francis Geren, Ph.D., Harvard, 1941, An analysis of life insurance savings in the 
American economy. 

Tuomas Keneta Haven, Ph.D., Michigan, 1940, Investment banking under the Securi- 
ties and Exchange Commission. (Published as vol. IX, no. 3 of Michigan Business 
Studies.) 


Cuartes E. Houston, D.C.S., New York, 1941. An investment study of corporate income 
bonds. 

Louis F. Kacmarynsxi, Ph.D., New York. 1941. The securities act of 1933 in theory 
and practice. 

Epwarp THEeopore McCormick, Ph.D., Duke, 1941. An analysis of the Securities act of 
1933, 

Greorce Wittiam McCurrey, Ph.D., Texas, 1942. Secondary distribution of securities. 

Francis Epcar McIntyre, Ph.D., Chicago, 1941. The economic pattern of corporate 
earnings: a Statistical analysis. 

Pav F. Wenont, Ph.D., Columbia, 1942. The classification and financial experience of the 
customers of a typical New York Stock Exchange firm from 1933-1938. Columbia. 
(Privately printed.) 


Theses Accepted and Completed 


Norman S. Heaney, B.S. in Econ., Johns Hopkins, 1934. Public trusteeship. 1942. Johns 
Hopkins, 

ALBERT Raren Kocs, A.B., Oberlin, 1936; A.M., Columbia, 1937. Financial requirements 
of large business corporations. Columbia. 

Joun Tarsor Masten, B.S., Illinois, 1936; M.S., 1937. The financial development of the 
Commonwealth and Southern Corporation. North Carolina. 

Rocer F. Murray, 2nd, A.B., Yale. 1932; M.B.A., New York, 1938. Preferred stocks in 
industrial corporations. 1942. New York. 

Henry T. Owen, A.B., Furman, 1929; A.M., Louisiana State, 1931. The rate of interest 
on life insurance company policy loans. 1942. New York. 

Lro F. Purtiips, B.S. in Econ., Washington and Jefferson, 1938. Investment practice: a 
study of the estates probated in the Orphans Court of Baltimore. 1942. Johns Hopkins. 

Witsur Kent Prerpont, A.B., Central Michigan College of Education, 1934; M.B.A., 
Michigan, 1938. Accounting for investors by the Securities and Exchange Commission— 
with special preference to industrial and commercial corporations. Michigan. 

Cuartes MANN WINKLER, B.S., College of the City of New York, 1911; C.E., Brooklyn 
Polytechnic, 1913. Replacement of life insurance. 1942. Columbia. 


Theses in Preparation 


Harotp A, Barer, B.S., New York, 1930; M.A., Fordham, 1939, An inquiry into the 
differences in behavior of stock market prices in London and in New York during the 
Second World War. 1942. Fordham. 

Ona Brerocursxas, Licenciée en Droit et en Sciences Economiques, Strasbourg, 1937; 
Diplomée d’Etudes Supérieures Economiques, Paris, 1940. The business corporation in 
France. 1943. Johns Hopkins. 

Epwarp C. Burris, S.B., Oklahoma Agricultural and Mechanical, 1924; S.M., 1927. A 
historical and statistical analysis of Oklahoma building and loan associations. 1943. 
Wisconsin. 

Francis J. Catxins, A.B., Notre Dame, 1932; A.M., Loyola, 1933. Rates of capitalization 
by the securities market in selected fields. 1943. Northwestern. 
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Joan Epwarp Canpexet, B.S., Colby, 1927; M.A., 1928; M.B.A., Pennsylvania, 1929. 
A study of the development and control of investment portfolios of legal reserve life 
insurance companies, New School for Social Research. 

SHING Leune CuHavu. A study of operating profits and of profits resulting from price 
changes. 1942. Chicago. 

Lucus Derrick, B.S., Eastern Kentucky State Teachers, 1931; A.M., Peabody, 1934. 
Tax exemption and the yields from investment. 1942. Chicago. 

Jacx P. Donis, A.B., Chicago, 1938; M.B.A., Peabody, 1939. Corporate promotion and 
reorganization in subnormal business. 1942. Chicago. 

ALLEN B. Epwarps, B.A, Centre, 1935; M.A., Duke, 1939. Investment policies of major 
life insurance companies. 1942. Virginia. . 

Donatp J. Emsren, A.B., Ohio, 1932; M.B.A., Pennsylvania, 1935. Competitive bidding 
for corporate securities. 1942. Columbia. 

EARL Stmson Garver, B.A., Manchester, 1933. Mortgage insurance. 1943. Fale. 

Mortmer J. Gieeson, B.B.A., College of the City of New York, 1932: M.B.A., New 
York, 1936. Securities of air transport companies. 1944. New York, 

Epwin EucENE GROSSNICKLE, B.A., Manchester, 1935; M.A., Iowa, 1939. An investiga- 
tion of legal investments. 1943. Okio State. 

Harry ArtHuR Horr, B.C.S., New York, 1906; M.B.S., 1914; M.B.A., 1924. Manage- 
ment of insurance companies. Columbia. 

Witrarp BourerTe Van Houten, B.A., Cornell, 1924; M.B.A., Harvard, 1926. The merit 
of preferred stocks of the United States railroads as investments. 1943. Vale. 

CLIFFORD Doucras Jacoss, Ph.B., Chicago, 1921. Recent tendencies in long-term corporate 
finance. 1942. Chicage. 

Anwa Jacopson (ScHwartz), A.B., Barnard, 1934; A.M., Columbia, 1935. British share 
prices and joint stock enterprise. 1943. Columbia. 

RicHarp B. Jomwson, B.A., Texas, 1934; M.A., 1936. The life insurance reserve and its 
effect upon the community. 1943. Texas. 

GrorcE Kocet, B.S., Columbia, 1936; M.S., 1937. Corporate reorganization and the finan- 
cial plan. 1943. Columbia. 

GEORGE BERNARD Komnen, B.S. in Ed., Dayton, 1929; MLA., Catholic, 1933. Regulation of 
security issues by the Securities and Exchange Commission. 1943. Northwestern. 

Arnotp R. LeForce, B.S., Middlebury, 1935; M.B.A., New York, 1938. Operation of 
syndicates in the distribution of securities. 1944. New York. 

Apert H. Marvic, B.S., Pennsylvania, 1922. Priorities in corporate reorganization, 1942. 
New York. 

Tuomas A. McKay, B.S., Columbia, 1933; M.B.A., New York, 1937, Federal regulation 
of national securities exchanges. 1943, New York. 

Joan Hormes Myers, B.S.C., Northwestern, 1937; M.B.A., 1938. Short-run effect on 
common stock prices of issuing securities to finance corporate expansion. 1943. North- 
western. 

James J, O’Brien, B.S., New York, 1935; M.B.A., 1937. Securities of fire insurance com- 
panies. 1943. New York. 

Martin Duprey Parm, B.A. Oklahoma, 1936; M.A., 1938. Some aspects of government 
financial policy. 1943. Texas. 

Benyamin Pin, D. és L., Paris, 1939. United States investments in Venezuela. 1943. 
Columbia. 

Sipney Rossins, B.S., College of the City of New York, 1933; M.B.A., 1933. Dissenting 
bondholders in voluntary adjustments of bond and indenture contracts. 1942. New York. 

Harvey J. Sartes, A.B., Hamilton, 1930; A.M., Columbia, 1934. Life insurance companies’ 
investments and bonds. 1943, Columbia. 
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Crarence W. Tow, B.A., Iowa, 1928; M.A., 1929. The government bond market, 1931- 
1941. 1944. Minnesota. 

E. THORNTON WEILER, A.B., DePauw, 1937; M.A., Minnesota, 1939. The measurement of 
cash flows in American corporations as a tool of economic analysis (with particular 
application to the subject of monopoly price). 1944. Minnesota. 


Public Control of Business; Public Administration; 
National Defense and War 


Degrees Conferred 


Maur: Leonarp Goroscamior, Ph.D., Chicago, 1941. The management of public rela- 
tions in municipal administration. 

ALBERT Gustav Kerm, Ph.D., Washington University, 1942. Economic aspects of the 
Socony-Vacuum Oil decision in relation to the price-fixing problem. 

Dunsar Simms McLaurin, Ph.D., Illinois. An examination of the genesis and nature of 
the recent reform-recovery movement. 

SIDNEY WeEinrrAusB, Ph.D., New York, 1941. Monopoly and the economic system. 


Theses Accepted and Completed, 


Epwarp G. Danzer, A.B., Oregon, 1929; A.M., 1931. United States postal service and 
postal policy, 1789-1860. Harvard. 

Eomund F. Macponatp, B.S. in Commerce, Virginia, 1934. An economic analysis of the 
Virginia state corporation law. 1942. Virginia. 

Jum E. Reese, B.A, Texas, 1933; M.A., 1935. Economic implications of the United 
States patent system. 1942. Texas. 


Theses in Preparation 


Henry Bropre, B.S., New York, 1937; M.A., 1940. Price control in Canada, World War 
Il. 1942. New York. 

Wurm Wacer Coorer, A.B., Chicago, 1938. The economics of government corporations 
(administrative aspects of finance and accounting). Columbia. 

Harvey T. Deinzer, A.B., Michigan, 1932; M.B.A., 1933. Aims and standards of war- 
time price control. 1943. Michigan. 

Isaran Frank, B.S.S., College of the City of New York, 1936; A.M., Columbia, 1935. 
War and the growth of industry. 1943. Columbia. 

Sotomon Jacosson, B.S.S., College of the City of New York, 1930; LL.B., Columbia, 
1931; A.M., Brooklyn, 1938, Patent practices and the antitrust laws. 1942. Columbia. 

Rozert W. Jury, A.B., Columbia, 1938; A.M., 1939. Government regulation of the beef 
trust. 1943. Columbia. 

Witt1am Donarp Knicut, A.B., Beloit, 1938; M.B.A., Michigan, 1940. The concept of 
capital and public control. 1945. Michigan. 

Even Currstian Lorentrzen, B.S., Utah Agricultural, 1921; M.A., California, 1923. Effects 
of state price regulations with special emphasis on food distribution. 1942. Northwestern. 

Davin Lyncu, B.S., Northern State Teachers, 1924; M.A., Michigan, 1931. The Tempo- 
rary National Economic Committee. 1943, Iowa. 

SELMA J. Muszxin, A.B., Brooklyn, 1934; M.A., Columbia, 1935. The future of patents. 
New School for Social Research. 

Eastin Netson, B.A., Stephen F. Austin State Teachers College, 1928; M.A., Texas, 1929. 
Social control of business in Panama. 1943. Texas. 

Epwin Hartzex Stryron, B.A., Texas, 1939; M.A., 1940. Government in business. 1943. 
Texas. 
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Industrial Organization; Price and Production Policies; 


Business Methods 


Degrees Conferred 


PETER J. Crarx, Ph.D., New nore 1941. Monopoly and competition in the American 
paper industry. 

THEODORE Francis Marsurc, Ph.D., Clark, 1942. Management problems and procedures 
of a manufacturing enterprise, 1802- 1852; a case study of the origin of the Scovill 
Manufacturing Company. 

Bayardo O. WHEELER, Ph.D., California, 1942. An analysis of Douglas fir lumber prices 
and factors contributing to their structure and behavior. 


Theses in Preparation 


Rosert Hucum Bincuam, A.B., Ohio Wesleyan, 1939; A.M., Michigan, 1941. Basing point 
systems and public policy. 1944. Michigan. 

EDMUND DE ScHWEINITZ Brunner, A.B., Dartmouth, 1935. Price policies in the meat- 
packing industry. 1943. Columbia. 

Poirier Hatt Coomss, A.B., Amherst, 1937. The causes, nature, and future of the price 
maintenance movement. 1942, Chicago. 

FELICIA Jonson Deyrup, A.B., Barnard, 1938; A.M., Columbia, 1939, Small arms 
manufacture in the Connecticut ‘valley. 1943. Columbia. 

Ropert Henry SEALE Eaxrns, A.B., Texas, 1933; A.M., 1937. Price determination in the 
petroleum industry. 1943. Columbia. 

SIEGFRIED GARBUNY, Diplomvolkswirt, Berlin, 1936. The large corporation in democratic 
and fascist society, with particular reference to the German corporation. 1943. Co- 
lumbia. 

MAYNARD GERTLER, B.A., Queens (Canada), 1939. Problems of Canadian industrial organi- 
zation. 1943. C olümbia: 

RicHarp J. L. Herson, B.S., College of the City of New York, 1938; M.S., Gomba, , 
1939. Factoring—its development and functions. Columbia. 

WALTER Evans Hoaptey, Jr, A-B., California, 1938; M.A., 1940. The Pacific Coast 
petroleum industry: market structure and pattern of competition for refined products. 
1943. California, 

Joun Exton Hopces, B.B.A., Texas, 1935; M.B.A., 1937. Overhead cost, price policy, 
and the determination of output. 1943. California. 

ARTHUR Cort Horney, Litt.B., Princeton, 1912; B. Arch., Columbia, 1915; A.M., 1915. 
Evidences of change in the theory of rent--trends toward reorganization of real estate. 
1943. Columbia. 

WILIAM ORVILLE Jones, A. B., Nebraska, 1932, An analysis of product competition in 
the electric appliance industry, 1944. Stanford. 

Leonarp Kamsky, B.S. in Bus. Admin., Richmond, 1939. Economic control in the mo- 
tion picture industry. 1943. Johns Hopkins. 

Frank Josera Korrxe, A.B., Northwestern, 1937; A.M., 1938. Technological progress 
and industrial organization: their relation in the manufacture of electrical apparatus. 
1942. Columbia. 

ARTHUR Lesser, JR, M.E. Stevens Institute of Technology, 1931; M.B.A., New York, 
1935. Stockholders’ representation in corporate management. 1942. New York. l 

Metvin CHarLES Lusar, B.S., College of the City of New York, 1936; M.B.A, Michigan, 
1940. The decentralization of business in Detroit. 1943. Michigan. 

Henry Jiınorica Marxary, Royal Hungarian University, 1919; M.B.A., New York, 1929. 
Some economic implications of idle and excess production facilities in the control of 
overhead costs. 1944. Columbia. 
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Franco Monican, D.J., Rome, 1939. Monopoly and unemployment. 1943. New School 
for Social Research. 

SAMUEL NaxasiAn, A.B., New York, 1940; A.M., Columbia, 1941. The New York milk 
industry—a study in market organization and price control. 1943. Columbia. 

RoyaL H. Ray, A.B., DePauw, 1927; A.M., Wisconsin, 1935. Integration in the American 
newspaper industry. 1943. Columbia, 

Jurrius ABRAHAM Roxrer, B.B.A., Washington, 1934. Wholesale principle in pricing. 
1944. Michigan. - i 

Mark N. RosenrELT, A.B., Harvard, 1933. The theory of corporate enterprise. Harvard. 

Danzer B. Suits, A.B., Michigan, 1940; A.M., 1941. The laundry industry. 1945. Michi- 
gan. 

GrorcE Rosert Terry, C.E., Cincinnati, 1930; M.B.A., Northwestern, 1939. Marketing 
activities in the petroleum industry of the United States, with particular reference to the 
subject of price stabilization. 1943. Northwestern. 


MELVILLE J. ULMER, B.S., New York, 1937; M.A., 1938. The behavior and control of 
prices in the nonferrous metals industries. 1943. Columbia. 


Marketing; Domestic Trade 


Degrees Conferred 


Josera Lours Aropaca, Ph.D., Northwestern, 1942. Some aspects of advertising and of 
the advertisability of fruits and vegetables. 

Greorce Max Brat, Ph.D., Wisconsin, 1942. Contractual relations between growers and 
processors of cash crops in the United States. 

Horace BRIGHTBERRY Brown, JR., Ph.D., Northwestern, 1941. The development and 
present status of the codperative marketing of cotton in the state of. Mississippi. 

WILLIAM Francis Brown, Ph.D., Northwestern, 1941. Department store market analysis. 

Ermo L. Jackson, Ph.D., Harvard, 1942. The consumption of tobacco products; a de- 
scriptive economic analysis, United States, 1900-1940. 

ALAN Grover MacLeop, Ph.D., Harvard, 1941. The supply side of the New Hampshire 
milk markets. 

CARROLL D. Putrrips, Ph.D., Minnesota, 1941. The organization of the wholesale fruit 
and vegetable market of Louisville, Kentucky. 

WENDELL R. SMITE, Ph.D., Iowa, 1941. Iowa as a merchandise market. 


Theses Accepted and Completed 


Epwarp EUGENE GALLAHUE, A.B., St. Viator, 1927; A.M., Catholic, 1933. Some factors 
in the development of market standards with special reference to food, drugs, and 
certain other household wares. Catholic. 

WALTER A. Gaw, Ph.B., Brown, 1929; A.M., Columbia, 1932. Some important trends 
in the development of magazines in the United States as an advertising medium. 1942. 
New York. 


Theses in Preparation 


Ricwarp M. Art, A.B., Harvard, 1932; A.M., 1940, Retail price policies and the con- 
sumer. Harvard. 

Carr T. ARLT, A.B., Colgate, 1933. State and local restrictions on intrastate trade. 1942. 
Cornell. 

Roy ASHMEN, B.S. in Commerce, Drexel Institute, 1935; M.S., Columbia, 1936. A survey 
of market news with special reference to the price of butter. 1943. Northwestern. 

Epwarp K. Austin, A.B., Alabama, 1925; M.S., Columbia, 1927. Pre-testing of advertise- 
ments. Columbia. 
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GEORGE A. BALLENTINE, A.B., Colgate, 1922; M.B.A., Harvard, 1924. Quotas—their use 
in planning and controlling selling activities. Columbia. 

Leon A. Bosca, A.B., Hope, 1929; A.M., Dlinois, 1930. Analysis of methods of determin- 
ing salesman training program materials. 1943. Northwestern. 

WALTER KENNETH Brypen, B.A., Toronto, 1937; Oxford, 1939; M.A., Toronto, 1940. 
Development of wholesale trade in Toronto, Toronto. 

Jay G. Harr, A.B., Western Ontario, 1934. A history of Marshall Field and Company. 
1942. Chicago. 

Letanp Hess, A.B., Ripon, 1938. A study of the mail order business. 1942. Chicago. 

GrorcE Louis Menren, A.B., California, 1938, Voluntary orange marketing control pro- 
grams in California. 1942. California. 

Greorce M. Porrarp, A.B., George Washington, 1934; A.M., 1939. Cottonseed oil in the 
industrial complex. 1942. Columbia. 

WarrEN Crype Prance, B.S., Georgia, 1938; M.S., Virginia, 1939. An analysis of spot 
cotton and cotton textile prices, 1943. Virginia. 

Davin ALLEN Revzan, Ph.B., Chicago, 1930; A.M., 1935. The wholesale price structure 
for oranges with special reference to the Chicago auction market. 1942. Chicago. 

Husert F. Stepp, A.B., Berea, 1938; M.A., Virginia, 1940. Economic and administrative 
aspects of milk marketing in Virginia under the state milk commission. 1943. Vir- 
ginia. 

Boone D. Trrzet, M. Agr., North Carolina State College, 1930; D.J.S., St. Lawrence, 
1939, Marketing leaf tobacco. 1943. Fordham. 

Raysurn Dean Tousrtry, B.A. in Bus. Admin., Missouri, 1931; M.A., 1933. Methods 
of marketing fruits and vegetables with their application to Washington apples. 1943. 
Northwestern. 

Hucre Grecory Wares, A.B., Washburn, 1932; M.B.A., Harvard, 1934. Kansas City fruit 
and vegetable market. 1943. Northwestern. 

Wairam C. WELpEN, B.S., Alabama Polytechnic, 1930; M.S., North Carolina State, 
1934, The marketing of dairy products in the southern states. Harvard. 

Joan Howarp Westinc, A.B., Calvin, 1932; M.B.A., Michigan, 1935. Marketing prob- 
lems in the sugar refining industry. 1943. Michigan. 

Arors Franz Woxr, Diplom.—Kaufmann, Handels-Hochschule, Berlin, 1925. Essays in 
economic forecasting, with special reference to fruit trade. 1942. New School for Social 
Research, 


Mining; Manufacturing; Construction 


Degrees Conferred 


Crarkx Lee ALLEN, Ph.D., Duke, 1942. Effects of the utilization of synthetic fibers upon 
the organization of the southern textile industry. 


Theses Accepted and Completed 


Donatp Fraser Martin, A.B., Davidson, 1929; A.M., North Carolina, 1932. An his- 
torical and analytical approach to the current problems of the American gum naval 
stores industry. North Carolina. 

Merrit A. Watson, B.B.A., Boston, 1926; M.B.A., Harvard, 1928. The history and eco- 
nomics of the cattlehide leather industry. 1942. New York. 


Theses in Preparation 


Evan Bonn Hannay, A.B., Washington, 1936; A.M., Stanford, 1937. The rôle of the 
machine-tool industry in business cycles, 1943. Princeton. 
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ARTHUR HIGCHEMAN, B.S., Armour Institute of Technology, 1935; M.B.A., Chicago, 1939. 
Mobilization of the chemical industry for the national defense. 1942. Chicago. 

Wurm Norris Leonarp, A.B., Virginia, 1936; A.M., Texas, 1938. Economics of air- 
craft production. 1943. Columbia. 

Coy Hoyr Price, B.S. in Commerce, Virginia, 1938. History and economic analysis of the 
aluminum industry in the South. 1944. Virginia. 

Sonra D. Risorr, A.M., Columbia, 1937. Problems of industrial stabilization with special 
reference to the bituminous coal industry. 1943. Columbia, 

Martua Van Horson TABER, A.B., Bryn Mawr, 1939; A.M., Columbia, 1941. History of 
the cutlery industry in the Connecticut valley, 1830-1939, 1943. Columbia. 

Danzer C. VANDERMEULEN, A.B., Hamilton, 1936. Effects of the introduction of rayon 
on the silk weaving industry. 1943. Harvard. 


Transportation; Communication; Public Utilities 


Degrees Conferred 


Cart Quimspy CHRISTOL, JR., PH.D., Chicago, 1941. Transit by air in international law. 

Rocer Corr Drxon, Ph.D., Princeton, 1942. Freight forwarders and their position in the 
field of transportation. 

HERSCHEL FepERMAN Jones, Ph.D., Wisconsin, 1942, The integration of electric utilities in 
the United States. 

Harotp Kerso, Ph.D., Wisconsin, 1942. Inland waterway policy of the United States. 

Jean DeCrire Neat, Ph.D., Texas, 1942. A history of interterritorial freight rate structures 
affecting the Southwest. 

Leonwarp W. THompson, Ph.D., Iowa, 1942. Railway construction and abandonment in 
Kansas. 


Theses Accepted and Completed 


Waram Wirtets Amos, B.S., College of the City of New York, 1932; M.B.A., Harvard, 
1934. Utility operating company financing under the holding company act, 1935-1941. 
1942. New Fork. 

Froyp ALDEN Bonn, A.B., Michigan, 1938; A.M., 1940. The Washtenaw Gas Company: a 
study in public utility regulation. 1942. Michigan. 

Henry H. C. Caen, B.S., Chiao Tung, 1935; M.B.A., New York, 1939. A study of the 
management and operating efficiency of motor transportation. 1942. New York. 

Josera S. RANSMEER, A.B., Oberlin, 1936. The theory of multiple-purpose enterprise 
in waterway development with particular reference to the TVA. 1942. Columbia. 


Theses in Preparation 


Georce RUDOLF ANDERSON, A.B., Northern ‘Michigan College of Education, 1928; A.M. 
Michigan, 1934. Effects of rigid public utility rates in depression. 1943. Michigan. 

Wurm Bray, A.B., Oberlin, 1938; A.M., 1939. The regulatory activities of the Ohio 
Public Utilities Commission. 1943. Cornell, 

Jonn Mowsray Crawrorp, A.B., Reed, 1935. Railroad reorganization with special refer- 
ence to problems of valuation under the Chandler act. 1942. Cornell. 

Frepertcxk M. DANNENBERG, B.S., New York, 1936; M.B.A., 1937. The economic signif- 
cance of the evolution of public utility accounting. 1943. New York. 

Raymonp C. Dern, B.Sc, Nebraska, 1930; M.A., 1935. The intangibles of the public 
utility rate base and accounting theory. 1942. Minnesota, 

Ricwarp WILAM Dirrmer, B.A., Colgate, 1938. The public utility service company. 
1943. Yale. 
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Josera P. Gotpperc, B.S.S., College of the City of New York, 1937; A.M., Columbia, 
1938. Railroad rates: their basis and nature, 1830-61. 1943. Columbia, 

ANATOLE R. GrureuR, Massachusetts Institute of Technology, 1924; M.B.A., New York, 
1932. History of the treatment of depreciation in public utility rate making. 1943. 
New York. 

CLARENCE EDGAR HEFFELFINGER, A.B., Ursinus, 1920; M.S., Columbia, 1931. Transporta- 
tion and development of modern China. Columbia. 

Henry WerLDon Hewerson, A.B., Toronto, 1924; A.M., British Columbia, 1925. The 
financial history of the Canadian National Railway. 1942. Chicago. 

REGINALD Vyvyan Hossam, B.S., Pittsburgh, 1931. The legal and economic aspects of 
railroad transit privileges. 1942. Chicago. 

Epwin HucuHes, AB., Williams, 1919; A.M., 1934. The Ontario hydro-electric develop- 
ment. 1943. Columbia, 

Anna Hutse, B.S., New York, 1926; A.M., 1927, Niagara-Hudson and New York State— 
financial, historical, and social aspects of development. 1943. Columbia. 

Josera Jemine, B.S., College of the City of New York, 1929. The reproduction cost-of- 
service principle of public utility rate making. 1943. Columbia, 

Wurm Harry Jousert, B.S., Florida, 1933; M.S., 1935. The history of the freight 
rate structure of the southern territory, 1943. North Carolina. 

Marion S. Lewis, A.B., Trinity, 1918; A.M., 1921. An evaluation of the holding com- 
pany abuses alleged in the public utilities act of 1935. 1942. Chicago. 

DANIEL Marx, Jr., A.B., Dartmouth, 1929. United States Maritime Commission, 1936-40. 
1942. California, 

WILLIAM Parpripce, The development of commercial aviation in Latin America. 1942. 
Chicago. 

Epwarp J. Peterson, B.B.A., Minnesota, 1938; M.A., 1940. The flow of funds in the 
railway industry. 1944. Minnesota. 

Joan J. Rerranan, A.B., Wisconsin, 1923; A.M. 1927. Economic and legal problems in 
the codrdination of petroleum pipe line transportation. 1943. New York. 

W. C. Risse, B.A, Hardin Simmons, 1927; M.A., Texas, 1931. Discriminatory freight 
rates in the southwest territory. 1943. Texas. 

Froyp R. Srupson, B.A., Minnesota, 1933; M.A., 1938. Monopoly and competition in the 
development of rates and service in the telephone industry. 1943. Minnesota. 

Mrs. IRENE M. Spry, B.A., Cambridge, 1928; M.A., Bryn Mawr, 1929. The development 
of electrical power in Canada. Toronto. 

Epwin R. THELLE, A.B., Emmanuel Missionary, 1918; A.M., Chicago, 1937. Land trans- 
portation in ancient Mesopotamia. 1942. Chicago. 


Agriculture; Forestry; Fisheries 


Degrees Conferred 


Franx Victor Becx, Ph.D., Wisconsin, 1942. An economic analysis of the grass seed 
industry. i 

Rosert Henry Encore, Ph.D., Chicago, 1941. The trends of agriculture in the Chicago 
region. 

Wiii1ram MICHAEL GLMARTIN, Ph.D., California, 1942. Truck farming in the United States: 
a study of the industrialization of agriculture. 

Ropert EDWARD GRAHAM, JR, Ph.D., Virginia, 1941. Improving low incomes on tobacco 
farms, Caswell County, North Carolina. 

CHARLES M. Harorn, Ph.D., Harvard, 1941. Soil conservation service, with special reference 
to soil conservation districts. 
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Davin L, MacFartane, Ph.D., Minnesota, 1942. A study of selected poles in sampling 
for crop and livestock estimating. 


Jonn Fremont Metsy, Ph.D., Chicago, 1941. Rubber river: being an account of the rise 
and collapse of the Amazon boom. 


Dovucras Gray Mitey, Ph.D., Virginia, 1941. An evaluation of farm management research 
in the South. 


LEONARD Frep Muter, Ph.D., Wisconsin, 1942. Dairying as an economic enterprise in 
West Virginia. 

PAUL P. WALLRABENSTEIN, Ph.D., Ohio State, 1941. The accountancy of district and county 
estimates of yield per acre in Ohio, 1929-1934, 


Lawrence W. Wirt, Ph.D., Iowa State, 1941. Farm organization and management prac- 
tices on low income Iowa farms. 


Theses Accepted and Completed 


AMANDO M. Darrsay, S.B., Philippines, 1937; A.M., Harvard, 1942. Supervised credit for 
low-income farm groups in the United States. Harvard. 

VERNON Crirrorp Fowxe, B.A., Saskatchewan; M.A., 1929. Governmental aid to Canadian 
agriculture: an historical introduction. 1942. Washington. 

Rara C. Lowser; A.B., Allegheny, 1922; A.M., Wisconsin, 1923. Economic and techno- 


logical change in American agriculture in relation to crop land requirements. 1942. New 
York. 


Theses in Preparation 


Norris J. Anperson, M.A., Colorado, 1931. Land classification as an aid to assessment. 
1944. Minnesota, 

Warnm Derrick Barns, A.B., Pennsylvania State, 1939; M.A., 1940. History of West 
Virginia agriculture. 1943. West Virginia. 

STEWART Berr, Jr., B.A., Hampton-Sydney, 1931; M.A., Virginia, 1940. Industrial-farm 
relationships in Henry County, Virginia. 1943. Virginia. 

H. Wayne Birtine, B.S., Illinois, 1933; M.S., Iowa State, 1937. The livestock market 
structure and its relation to price. 1943. Minnesota. 

Frank Bucxtey, B.S., Agricultural and Mechanical College of Texas, 1928; M.S., Iowa 
State, 1933. A study of the land use of the San Jacinto watershed of Texas. 1943. Agri- 
cultural and Mechanical College of Texas. 

EucENIO Casruto. The banana industry. 1943. Johns Hopkins, 

WALTER P. Cotron, B.S.A., Tennessee, 1932; M.S., 1933. A study of subsidies to agriculture 
provided by governmental credit agencies. 1943. Minnesota. 

Grapy Brum Crowe, B.S., Georgia, 1939. An economic study of land use in Pulaski 
County, Virginia. 1943. Virginia. 

Joun H. Davis, B.S., Iowa State, 1928; M.A., Minnesota, 1935. An analysis of the policies 
of insurance companies in the management and resale of farms in Iowa since 1920. 1943. 
Minnesota. 

GERALD ENGLEMAN, B.S., Iowa State, 1937. Problems involved in the sale of slaughter live- 
stock on the basis of carcass weight and grade. 1943. Minnesota. 

Asram W. Epp, B.S., Nebraska, 1933; M.A., 1937. An economic study of the place of 
forage production in the southeast grain and livestock area of Nebraska. 1943. Minnesota. 

E. Branp Famcrors, B.S., Virginia, 1939; A.M., Chicago, 1939. A history of the stock- 
yards of Chicago. 1942. Chicago. 


Wirtram, H. Fisuer, B.S. in Chemistry, Richmond, 1934. The economics of bright-leaf 
tobacco. 1944. Virginia, 
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Jacos Barnard Giesss, B.S., Agr., Missouri, 1924; A.M., Columbia, 1930. Tobacco pro- 
duction and consumption in Asia. 1943. Columbia. 

Percy Love Guyton, B.S., Mississippi State, 1927; M.B.A., Northwestern, 1932. Federal 
aid to American agriculture. 1943. Duke. 

Harotp Grawam Hatcrow, B.S., North Dakota Agricultural, 1937; M.S., Montana State, 
1938. The demand for beef in the United States. 1942. Chicago. 

Wiitram Kune, B.S., College of the City of New York, 1937; M.S., Massachusetts State, 
1938. Some factors affecting northeastern tomato prices. 1943. Clark. 

Harotp C. Larson, S.B., South Dakota State, 1929; S.M., Kansas State, 1930. A critique of 
farm credit policies. 1943. Wisconsin. 

FRANK MLER, M.A., Nebraska, 1937. Analysis of the use of and experience with agri- 
cultural credit in representative Nebraska counties. 1944. Minnesota. 

Truman Nopranp, B.S., Minnesota, 1934. A study of management factors affecting vari- 
ations in returns from livestock in southeastern Minnesota. 1942. Minnesota. 

Atvan D. Operxrex, B.S., North Dakota State, 1926; M.S., Iowa State, 1928. A study of 
frozen and dried eggs as a market outlet for midwest poultry producers. 1944. Minnesota. 

Ors T. Oscoop, B.A., Arkansas, 1931; M.S., Minnesota, 1938. Farm organization for upland 
areas in the eastern Ozarks. 1942. Minnesota. 

CLARENCE Epwarp PHILBROOK, A.B., Chicago, 1936. The economics of conservation of 
natural resources, 1942. Chicago. 

Roy Esres Proctor, B.S., Kentucky, 1927; M.S., 1930. Factors affecting ne in farm 
organization in a seneral livestock area in Kentucky. 1943. Minnesota. 

Panir Martin Raup, A.B., Kansas, 1939; A.M., Wisconsin, 1942, Public land manage- 
ment in the United States, 1943, Wisconsin. 

CHARLES FELDER REYNOLDS, JR., B.S., Mississippi State, 1939; M.S., Virginia, 1942. Changes 
in the agricultural economy of the Yazoo-Mississippi delta in the past twenty years. 1944. 
Virginia. 

Joun H. SITTERLEY, B.S., Ohio State, 1928; M.S., 1933. ee in farming in mar- 
ginal land areas in Ohio. 1943. Ohio State. 

- J. Lroyp Spaurpine, B.S., Iowa State, 1936; Ph.M., Wisconsin, 1938. Inheritance as a 
function of the agricultural ladder. 1944. Mi neod, 

Joun Francis Timmons, S.B., Missouri, 1937; A.M., Missouri, 1938. The inheritance of 
agricultural land. 1943. Wisconsin. 

Haprey Van Vreer, B.S.A., Saskatchewan, 1934; S.M., 1936. An analysis of agricultural 
land tenure in Saskatchewan. 1943. Wisconsin. 

Joen W. Warre, B.S., Arkansas, 1935; M.S., Minnesota, 1939. Economic changes in cotton 
production from 1929 to 1939, with particular reference to the Pine Bluff area in 
. Arkansas. 1943, Minnesota. 

; taai Tare Warman, AB., Duke, 1929; A.M., 1933. The potential volume of em- 
ployment on forest industries of the Southeast under conditions of optimum utilization. 
1943. Duke. 

Ramey C. Wurrney, B.S., Nebraska, 1931; M.A., 1936. An economic study of possible im- 
provements in farming on the dry land plains of Colorado. 1943. Minnesota. 

SHu-Curta Yano, Central Political Institute (Nanking), 1933; M.S., Minnesota, 1939. A 
study of a satisfactory farm credit system for China. 1942. Minnesota. 


T nome Geography; Regional Planning; Urban Land; Housing 


Degrees Conferred 


TE D. Bryant, Ph.D., New York, 1941. A city planning objective. 
Paut MICHAEL GREGORY, Ph .D., Clark, 1942. Strategic factors affecting land utilization in 


Worcester, Massachusetts, 1900-1940; a study in urban economics. 
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EARL SHEPARD Jounson, Ph.D., Chicago, 1941. The natural history of the central business 
district with particular referente to Chicago. 

C. Appison Rickman, Ph.D., Iowa, 1942. Economic ugiat and repercussions of the 
development of Western Hemisphere sources of strategic raw materials. 

Mary CHRISTINE SCHAUFFLER, Ph.D., Chicago, 1941. The suburbs of Cleveland: a field 
study of the metropolitan district outside the administrative area of the city. 

GEORGE CLINE Smir, JR., Ph.D., Washington University, 1942. Industrial decentralization : 
theory and measurement. 

Paur Emmett Sweeney, Ph.D., Buffalo, 1942. Locational economics and the, grain trade 
and flour milling industry of Buffalo. i 


Roy Wenzricx, Ph.D., St. Louis, 1942. Urban rénts, their fluctuations and implications. 


Theses Accepted and Completed 


Wr1iAM Marvin Hoap, A.B., Michigan, 1927; A.M., 1930. Real estate prices: a study of 
residential real estate transfers in Lucas County, Ohio. Michigan. 

Isaper T. Kersay, A.B., Tennessee, 1927; A.M., Wisconsin, 1928. Anti-rent movement in 
New York. Columbia, 


Seymour L. WoLrBEIN, M.A., Columbia, 1937. The New Bedford depressed area. 1942. 
Columbia. 


Theses in Preparation 


ELEANOR SAVER Bacrey, A.B., Mt. Holyoke, 1936; A.M., Columbia, 1937. Federal Housing 
Administration. 1943. Columbia. . 

Dean Wirrram Bracxsurn, S.B., Arkansas, 1930; S.M., Iowa State, 1931. The economic 
regions of Arkansas. 1942. Wisconsin, 

FRANK Bovurorn, A.B., Minnesota, 1930; A.M., Claremont, 1932. The history of regional 
planning in the United States. 1942. Chicago. 

Mirar Crark Faucut, A.B., Columbia, 1938; M.S., 1939. The problems of a resort 
community: a socio-economic study of Falmouth, Massachusetts. 1942. Columbia. 

Howarp Naytor Firzemucn, B.S., Harvard, 1930; M.B.A., 1933. Improved housing for 
New York City’s middle-class Negro families. 1942. Columbia. 

C. J. HYNNING, A.B., Chicago, 1934; J.D., Kent Law, 1934. Trends in state resources 
planning. 1942. Chicago. 

Tsornton W. MITCHELL, A.B., Stanford, 1937; A.M., 1939. Growth of American cities 
as affected by railroad rate practices. 1943. Columbia. 

ARTHUR TxeEopore Mosner, S.B., Illinois, 1932; M.S., 1941. The place of the Indo- 
Gangetic plain in world agriculture. 1942. Chicago. : 

Donaro W. O'CONNELL, A.B., Columbia, 1937; A.M., 1930. The scope and applicability `. 
of the theory of industrial location. 1943. Columbia. l 

KATHERINE PerrincG, A.B., Grinnell, 1932; M.B.A., New York, 1940. Comparative costs 
and deurbanization. 1944. New York. 

Wim K. SCHMELZLE, B.S. in Econ., Juniata, 1930; M.B.A., Pennsylvania, 1931. The 
tax factor and the localization of industry in the Pacific Coast states. 1943. Calzfornia. 

REGINALD CHARLES STEWART SHEPPARD, A.B., Wales, 1939; M.B.A., New York, 1940. The 
depressed areas of South Wales. 1943. Columbia. 

Anprew H, Trice, A.B., San Francisco State, 1936. Branch plant location in theory and 
practice with particular application to the Los Angeles industrial area, 1943. California. 

Everett Cari Werrzert, S.B., Maryland, 1934; S.M., 1935. The economics of soil ton- 
servation in West Virginia. 1943. Wisconsin. 
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Labor and Industrial Relations 


Degrees Conferred 
Guapys Boone, Ph.D.; Columbia, 1942. Women’s trade union leagues. (Published as study 
no. 489 in Colunibia Studies in History, Economics and Public Law.) 


Dean Ortanpo Bowman, ’Ph.D., Michigan, 1941. Public control of labor relations: a 
study of the National Labor Relations Board. 


CHartes Epwarp Kiireen, Ph.D., Wisconsin, 1942. John Siney, a pioneer in industrial 
unionism and industrial government. 

Epwarp R. LIVERNASH, Ph.D., Harvard, 1941. An analysis of job evaluation procedures. 

Dan Harrison Marer, Ph.D., Chicago, 1941. The railroad seniority system: history, 
description, and’ evaluation. 


Oris E. Mutiixen, Ph.D., Harvard, 1942. The Massachusetts Board of Conciliation and 
Arbitration. 


Hersert R. Norrarur, Ph.D., Harvard, 1942. Negro labor and union policies in the 
South. 1942. Harvard. 


Davin: RENSHAW Roberts, Ph.D., Harvard, 1941. The Independent Textile Union of 
America. . 
‘ -ArtHUR Max Ross, Ph.D., California, 1941. Agricultural labor and social legislation. 


Murray Ross, Ph.D., Columbia, 1942. Stars and strikes. (Published by Columbia Uni- 
versity Press.) 


Maser Murray Smytue, Ph.D., Wisconsin, 1942. Tipping occupations as a problem 
in the administration of protective labor legislation. 

SAMUEL ENDERS Warren, Ph.D., Wisconsin, 1942. The Negro in the American labor move- 
ment. 

FRANCES WHITEHEAD, Ph.D., Illinois, 1942. Hours and wages of clerks in retail trade 
in Illinois, 1939 (outside Chicago). 


` Ruporr W. Wissmann, Ph.D., Columbia, 1942. Federal regulation of working and safety 
conditions in the American Merchant Marine. i 


‘ Joun AppIson Worrarn, Ph.D., Wisconsin, 1942. Stabilization of employment and earnings. 
James Earr Woop, Ph.D., California, 1941. History of labor in the broad-silk industry of 
Paterson, New Jersey, 1872-1940. 


James S. Youtster, Ph.D., Iowa, 1942. Labor in wartime with reference to the United 
States. 


Theses Accepted and Completed 


REv. oe IcnatIus Breen, A.B., St. Patrick’s Seminary, 1932. The United States 
Conciliation Service. Catholic. (Published by Catholic University of America Press.) 

Keira Wairaxer Jonnson, A.B., Kansas, 1934; A.M., Duke, 1937. Racial division of 
labor in the United States. 1942. Duke. 

Rrcgaro ALAN LiesEs, B.S., California, 1934; M.A, Hawaii, 1938. Longshore labor 
relations on the Pacific Coast, 1934-42, 1942. California. 

Jacos Lort, B.S., College of the City of New York, 1937; A.M., Columbia, 1938. Twentieth 
century printing labor. 1942. Columbia. 

Joun Lomparnl, B.S, in Soc. Sc., College of the City of New York, 1919; A.M., Columbia, 
1935. Labor’s voice in the cabinet: a history of the Department of Labor from its origin 
in 1921. 1942. Columbia. 

Parmer C. Newman, A.B., Columbia, 1938; A.M., 1940. The labor legislation of New 
Jersey. Columbia. 
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Rev. Jerome Lro Tower, O.S.B., A.B., Washington, 1931; A.M., Catholic, 1935. The closed 
shop in American labor movement. Catholic, (Published by Catholic University of 
America Press.) 


Apert WESTEFELD, A.B., Columbia, 1935. Setting started: urban Sauk in the labor 
market, 1942. Columbia. 


Theses in Preparation 


Dante, J. AHEARN, A.B., Fordham, 1930; LL.B., 1933; J.S.D., New York, 1934. The 
wages of farm laborers and factory laborers: 1914-1939. 1943. Columbia. 

ROBERT J. ALEXANDER, A.B., Columbia, 1940; A.M., 1941. The labor and socialist move- 
ments in Latin America. 1943. Columbia. j 

SAMUEL BERGER, A.B., Wisconsin, 1934. The Civil War in the American labor movement. 
1943. Wisconsin. 

RUDOLF FRIEDRICH BERTRAM, A.B., Chicago, 1935; A.M., 1936. Labor relations in the 
Tennessee Valley Authority. 1942. Chicago. 

CHARLES T. BropericK, A.B., Fordham, 1932; M.A., Fordham, 1940. A systematic ap- 
proach to wage-rate determination. 1944. Fordham. 

Germar Bry, Faculty of Law, Berlin and Heidelberg. Wages in Germany. 1943. Columbia. 

Henry THeEopore Burcuer, A.B., Washington State, 1929; A.M., 1937. The Australian 
way in industrial relations. 1943. Wisconsin, 

Everett JoHNSon Burtt, JR., A.B. , Berea, 1935; A.M., Duke, 1937. Collective bargaining 
among the paper and pulp workers i in Maine. 1942. Duke. 

Raymonp R, Corton, B.S., College of the City of New York, 1931; M.A., Columbia, 1932. 
Management and the National Labor Relations act. 1943. Columbia. ° 

Rey. Bernarp Cornetius Cronin, A.B., St. Patrick’s Semnary, 1936. Peter C. Yorke and 
the labor movement in San Francisco, 1900-1910. 1943. Catholic. 


Lucien Srmincton Curtis, A.B., Howard, 1916; A.B., Harvard, 1919; A.M., Columbia, 
1925. A critical examination of criteria for determining the salaries o teachers. 1942. 
Chicago. 


FRANCIS STEPHEN Doopy, A. B., Tufts, 1938; A.M., Harvard, 1940. Labor relations in the N 


paper industry in Massachusetts, Connecticut, and New Hampshire. 1943. Harvard. 

James STEMBLE DUESENBERRY, A.B., Michigan, 1939; A.M., 1941. Wages in the automobile 
industry, 1944. Michigan. 

GERALD JoHn Fiscuer, A.B., Rutgers, 1939. A study of the cyclical behavior of labor pro- 
ductivity and unit labor cost in selected American industries. 1943. Princeton. 

ELBERT Courts Fiora, A.B., North Dakota State Teachers, 1932; M.B.A., Chicago, 1940. 
Recent developments toward a more effective employment market. 1942. Chicago. 


Rotanp Grsson, A.B., Dartmouth, 1935. A comparison of cotton textile wages in Great 
Britain and the United States, 1860-1938. 1943. Columbia. 


Hips Kesster GILBERT, A.B., California, 1936; A.M., 1938. The Department of Labor in 
the New Deal period. 1942. Wisconsin. 


Asranam Louis Girtow, A.B., Pennsylvania, 1939; A.M., Columbia, 1940. Labor relations 
in the power laundry industry. 1943. Columbia. 


Josera Gratr, Licencie, Brussels, 1934 and 1937, The labor situation in Palestine. 1943. 
Columbia, 


Sonta STEINMAN Gorp, A.B., Hunter, 1938. The process of readjustment after World War I, 
with special emphasis on shifts in the labor market. 1943. Columbia. 


W. Grtrrirus, A.B., Worcester, 1928; B.D., Union Theological, 1931; A.M., Wisconsin, 
1939. The relation of the American churches to organized labor, 1877-96. 1942. Chicago. 
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JonatHan: Grossman, B.S.S., College of the City of New York, 1936; A.M., Columbia, 
1937. Sylvis and the labor market. 1943. Columbia. 

Epiraa Hancock, A.B., Mt. Holyoke, 1927; A.M., Brown, 1931. Labor problems in the 
textile industry of Rhode Island. 1942. Brown. 

LANGSTON THACKER Haw ey, B.S., Alabama, 1932; M.S., 1933. The theory and practice of 
wage standardization. 1943. North Carolina. 

James CurisTrAn Hur, A.B., Swarthmore, 1935. Emergence of an agricultural labor 
problem with special reference to the cotton Jabor situation. 1943. Columbia. 

RANDALL Weston Hinsuaw, A.B., Occidental, 187 A.M., 1939. Wages and employment. 
1943. Princeton, 

- Rev. CHARLES EDWARD ioci A.B., St. Mary’ s, 1030. Collective bargaining in steel. 1943. 
‘Catholic. | 

E. Jay, HOWENSTINE, A. B., Miani, 1936; A.M., Ohio State, 1938. The economics of de- 
mobilization following ` World War I. 1942. Ohio State. ; 

Howar L. Hurwitz, A.B., Brooklyn, 1936; A.M., Columbia, 1937. Theodore Roosevelt 
and labor. 1943. Columbia. 

STUART MARSHALL Jamieson, A.B., British Columbia, 1932; M.A., McGill, 1938. History 
of agricultural labor organization in California. 1942. California. 

l BARBARA ANNA JarzeMBowsxI,‘A.M., Columbia, 1941. Labor problems in the Republic 

of Poland. 1943. C olumbia. : 

- GERALD P. Jonson, B.A.,; College of the City of New York, ee The Negro woman in 
industry. 1942. New School for Social Research. 

Howarp STANLEY KALTENBORN; A.B., Nebraska, I A.M., 1938. Mediation in labor 
disputes. 1942. Wisconsin, : 

Matraew Arnorp KELLY, A.B., Amherst, 1936; A. M. , Princeton, 1940. The niet regu- 
lation of the hours of work of laborers and mechanics in the employ of the federal 

. government. 1943. Princeton. 

Van Dusen Kennepy, A.B., Swarthmore, 1935. Some as of union participation in 
wage incentive methods. 1943. Columbia. 

Joserx A. KERSHAW, A.B., Princeton, 1935; A.M., 1938. Sawant of American railroad 

s disputes since 1926. 1943, Columbia. 

CHARLES CLINTON KILLINGSWORTE, A.B., Southwest Missouri State Teachers, 1938; A.M., 
Oklahoma Agricultural and Mechanical, 1939. State labor relations oN 1943. Wis- 
consin. 

Mary Kriemm, A.B. Oregon, 1930; A.M., Wisconsin, 1940. Company and independent 
uhionism. 1943. Wisconsin. ` 

Herpert Jay Lanne, B.B.A., College of the City of New York, 1936; M.A., Columbia, 
1937, Labor in the cotton mill. 1942. Columbia. 

Lester Herman Leiser, Ph.B., Chicago, 1928; M.A., Columbia, 1932. Teachers’ wages 
and standards of living in the United States. 1943. Columbia. 

Frank ANTHONY Mancina, A.B., Chicago, 1936; M.B.A., 1938. The labor philosophy of 
the Catholic Church. 1942. Chicago. 

Jesse MARKHAM, A.B., Richmond, 1941. North-South wage differentials in manufacturing 
industries. 1944, Johns Hopkins. 

Maurice P. Morratr, B.S., Pennsylvania Teachers, 1934; A.M., Pennsylvania State, 1935. 
Collective bargaining in the northern anthracite field of Penneyivanin: 1943, Columbia. 

Rev. Josera Davin Mounter, A.B., California, 1931. Occupational groups in American 
practice. 1943, Catholic. 

LAWRENCE PALMINTERI, A.B., New York, 1924; A.M. 1925. The organizability of agri- 
cultural labor in the United States. 1943, Columbia. 
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Wooprow Witson Parte, A.B., Henderson Brown, 1936; A.M., Louisiana State, 1938. Labor 
and social insurance in the South. 1943. North Carolina. 

Kurr PerscHex, D.J., Vienna, 1936; A.M., Harvard, 1940. The economics of industry-wide 
collective bargaining. Harvard. 

Jupp Pork, A.B., Michigan, 1935; LL.B., 1935. Public control of wages. 1944. Michigan. 

Horis S Price, A.B., Amherst, 1927; A.M., Columbia, 1933. Negro factory labor 
in Memphis. 1944. Columbia. 

GEORGE STERN Quicx, A.B., Michigan, 1938; A M, 1939. The historical development of 
labor in Sao Paulo, 1888- 1930. 1943. Michigan. i 

ArTHUR Haram REEDE, A.B., Pennsylvania, 1931; a M., 1932. Adcay of workmen’s 
compensation. 1942. Colunibia: 

Harorp §. Roperts, B.S.5S., College of the City of New York; M. N » Columbia, 1938., 
Labor organization and collective bargaining in the. rubber industry. 1943. Columbia. 

CHARLES RoverTA, Ph.B., Chicago, 1930; M.B.A., 1937. Study of hospital costs of nurses’ 
education and. value ae services rendered. 1942. Chicago, w a 

Mar KATZEN SALZER, A.B., Brooklyn, 1934; A.M., Columbia, 1935. The hours question. 
1943. Columbia. 


SISTER Mary YOLANDE ScHULTE, O.S.F., A.B., College of Saint Teresa, 1931; A.M., Catho- N: 


lic, 1940. Wage theories in the Fair Labor Standards: act, 1943. Catholic. l 

Harry SCHWARTZ, A.B., Columbia, 1940; AM., 1941: ‘Agriculfural labor in the twentieth 
century. 1943. Columbia. 

JoserH SHISTER, Lic. és. Sciences Commerciales, Montreal’ 1939; AM. Harvard, 1941, 
Trade union wage policy in prosperity and depression. Hervard. eony 

MYRNA SIEGENDORF, A.B. New Jersey College for Women, 1939; A.M., Wisconsin, 1940. 
Women in war industries. 1943. Wisconsin. 


SMITH Sımrson, B.S., Virginia, 1927; M.S., 1928; LL.B., Cornell, 1931. termon 
movement for the limitation of hours of work undertaken by the International Labor , 
Office. 1942. Columbia. 7 

ROBERT SNIDER, A.B., Harvard, 1933; M.B.A., 1934. The management functions of labor > se 
unions—a case study i in employee-employer coBperation. 1943. Columbia. ` Le cae 


Ben Sotomon STEPHANSKY, A.B., Wisconsin, 1939; A.M., 1942, The interrelation of trade |'. 


unionism and government. 1944, Wisconsin. 
Marie STREUVER, A.B., Brooklyn, 1935; A.M., Columbia, 1936. Labor relations in the milk 
distribution industry: 1943. Columbia. 


ROBERT TANNENBAUM, A.B., Chicago, 1937; M.B.A., 1938. A study of collective bargaining 
in the meat packing industry. 1942. Chicago. 


BroTHER Warton Tosse, A.B., Catholic, 1933; M.A., Fordham, 1941. Recent bir legis- 
lation in the United States and the labor eacydicalk. 1944. Fordham. 


Puitie H. Trezrse, A.B., Michigan, 1936; A.M. 1939. Union-management coöperation, 
1944. Michigan. 


Tuomas P. WHITNEY, A.B., Amherst, 1937; A.M., Columbia, 1939. Russian legislation on 
industrial labor. 1943. Columbia. 


Constance WILLIAMS, A.B., Vassar, 1930; M.S., Simmons, 1931. Some recent employment 
programs in four Massachusetts cities. 1942. Chicago. y 


Joan Harvey Wis, B.S., Massachusetts Institute of Technology, 1926; AM., Princeton, 
1940. Studies of the New Jersey labor market. Princeton. 


RicHarp Harvey Woop, A.B., Princeton, 1930. Recent developments affecting the profit- 
sharing plans of the Eastman Kodak Company, the Procter and Gamble Company, and 
Sears, Roebuck and Company. Princeton. ta 
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Degrees Conferred 


Donato Stevenson Howarp, Ph.D., Chicago, 1941. Federal work programs and relief 
policies, 1935-41. 

Frep RitcHte, Ph.D., Princeton, 1942. An appraisal of workmen’s compensation legislation 
in New Jersey. ` 

Irvino SweErRvLow, Ph.D., Wisconsin, 1942. The National Youth Administration as an 

, agency for social security. 


Theses Accepted and Completed 


Cec Lerts Dunn, B.A., Southern California, 1930; M.A., Claremont College, 1932. A 
history and appraisal ap the California state relief administration, Claremont. 

Louis Reep Tripp, B.A., Union, 1934. The relation of unemployment compensaron to other 
forms of assistance to the unemployed. 1942. Fale. 


ty 


Theses in Preparation 


Jurrus B. Bearnson, B.S., Utah Agricultural, 1914; A.M., Stanford, 1918. An economic 
interpretation of certain welfare agencies, 1943. Virginia. 

Henry Gavens, B.C.S., New York, 1931; M.CS., 1932. Factors which influence official 
expenditures for the conservation of health in large cities. 1943. New York. 
HERBERT GOLDHAMER, A.B., Toronto, 1929; A.M., 1931. Non-profit ae organizations 
in Chicago. 1942. Chicago. 
BEATRICE GomBerc, A.B., Brooklyn; A.M. Columbia. The war and economic insecurity in 
Great Britain. 1943, Columbia. 

ARTHUR Gwynn GRIFFITH, A.B., North Carolina, 1921; A .M., 1923. Financing old-age 
annuities and assistance under social security legislation. 1943. ‘North Carolina. 

Crrrton Rarer Jones, B.A., Virginia Union, 1935; M.A., Iowa, 1939. Social stratification 
in the Negro population: a study of social classes in South Boston, Virginia. 1942. Iowa. 


HENRIETTA LIEBMAN, A.B., Cornell, 1932; A.M., Columbia, 1933. Relief and changes in 
national income. 1943. Columbia. 


TautmMan A. Mirer, B.A., Amherst, 1931; M.A., Yale, 1934. The economic effects of the 
operation of merit rating in Indiana. 1943. Yale, 


Grorce Frieprich Rosrucs, D.J., Vienna, 1937; Dip. Consular Academy of Vienna, 
1938. Problems of a federal equalization and re-insurance fund in unemployment com- 
pensation. 1943. Harvard. 


DANIEL ScHEINMAN, A.B., Wisconsin, 1933. The division of the costs of unemployment 
relief in Massachusetts, Illinois and Pennsylvania. 1942. Chicago. 


James M. SLBERMAN, A.B., Wisconsin, 1938. History of unemployment compensation 
in the United States. 1943. Wisconsin. 


E. H. Sprcer, A.B., Arizona, 1932; A.M., 1933. A study of the relationship between the 
economic life and the social organization of a group of Yaqui Indians near Pascua, 
Arizona, with the purpose of discerning the basis of their social integration. 1942. 
Chicago. 


Wayne Harorp STACKHOUSE, B.S., Indiana, 1930; MBA. , Northwestern, 1937. A current 
measure of salary and wage income. 1943. N ori huetern. 


Leo WALTZ, B.S.S., College of the City ‘of New York, 1928; A.M., Columbia, 1932. Family 
allowances as a post-war measure. 1943, Columbia. 


` a 
+ 


f 
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Consumption; Income Distribution; Codperation 


Degrees Conferred 


HARoLp ALFRED Frey, Ph.D. wee 1942. The buying habits aaa attitudes of Toledo 
consumers, 

Josera Aaron Pecuman, Ph.D., Wisconsin, 1942. Relation between the distributions of 
income by size and by type of receipt. 

PAuL Vincent SBELEHAN, Ph.D., Southern California, 1942. Consumer preferences in 
American capitalistic society. 


Catia Van Sycxte, Ph.D., Iowa State, 1941. Changes in food E in the United , 
States and certain factors affecting it. 


Theses Accepted and Completed | at 


Mary Mezerra CRAWFORD, A.B., Wellesley, 1922; A.M., Columbia, 1930. Student spending 
at Indiana University : a study i in consumption. Columbia. 


Heren Porrer, A.B., Vassar, 1933. Federal . protection = the consumer. 1942. Jokns . 
Hopkins. 


` 


Theses in Preparation 


WENDELL ADAMSON, A. B, Indiana, 1928; A.M., 1937. ‘The management of income in small 
geographic areas. Columbia. 

DONALD FREDERIC BLANKERTZ, A.B., Michigan, 1935; M.B.A., 1935. Consumer codperatives. 
1943. Michigan. 

MARGUERITE C. Burx, B.A., Kansas, 1937; M.A., 1938. Analysis of some roiieni in the | 
theory of consumption economics as related to governmental policy. 1945. Minnesota. 

ESTHER PELTON BURNETT, AB., Stanford, 1937; A.M., Columbia, 1940. A national policy 
of food distribution. 1943. Columbia. ; 

ELISABETH Armour Curtiss,.A.B., Wellesley, 1928; A.M., Columbia, 1930. The protection 
of consumer interests as the östénsible basis for, market-restricting legislation. 1942. 
Chicago. 

James E. Ducan, B.A., Minnesota, 1936;-M.A., 1938. Income and the demand for housing. 
1944, Minnesota. . 
Cyartes Moore Exvxincron, S.B., Wisconsin, 1932; S.M., 1933. An economic analysis of 
some factors in determining the distribution of Iowa farm incomes. 1943. Wisconsin. 
Maxine Entow, A.B., Missouri, 1938. An appraisal of food consumption subsidies. 1943. 

Radcliffe. 1 

WALTER DUMMER FISHER, A.B., Harvard, 1937. The demand for citrus fruits in enon to 
consumer income. 1942. Chicago. 

GERTRUD Berta Greic, B.S., New York, 1931; A.M., Bryn Mawr, 1933. A study of con- 
sumer choice. 1943. Columbia, 

HARLOW HALVORSON, B.S., Minnesota, 1938; M.S., 1940. Relations between national and 
agricultural incomes. 1943. Minnesota. 

Joun Horr, Il, A.B., Morehouse, 1930; A.M., Brown, 1932. Credit problems of low- 
income groups. 1942. Chicago. 

SipNgEy M. Lerner, A.B., Wisconsin,. 1936; A.M., , 1938. Geographic distribution of income 
in Wisconsin. 1942. Wisconsin. ; 

Joan Vincent MACHELL, Jr., B.S., Temple, 1935; A.M., Illinois, 1938. The economics 
of producers’ coöperation in agriculture. 1942. Ilinois: 

Rıcmaro L. Morse, 'A.B., Wisconsin, 1938. Egg grading practices and consumer egg pref- 
erences in Iowa—a study of demand and of market standards. 1942. Chicago. 


ef, 


- 
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Donato J. O'CONNOR, AB. Sii; 1933; A.M., 1937. The consumer ide the United 

- Sfates Food Administration. 1942, Columbia. 

Guy HENDERSON Orcutt, B o Michigan, 1939; A. M, 1940. Consumer behavior. 1945. 
Michigan. 

FRANCES WELLS Quantus, A.B. » Wisconsin, 1937; A.M., 1938. The propensity to consume. 
1942. Wisconsin, 

HORACE HANSON WasasurN, B.S.C., Wyoming, 1930. Coöperative credit for the consumer. 
1943. Wisconsin. 

Dean A. Worcester, B.A., Nebraska, 1939; MA. 1940. An inquiry into the motivation 


of consumers as determined empirically compared to that assumed in demand theory. 
1943, Mi innesota. . 


ire Dupileton, Migration; Vital Statistics 


Degrees Conferred 
Dae Moopy HARRISON, Ph.D., Duke, 1941. A survey of English population theory, 1800- 
1860. ¢ 
Haroto Wurram Saunpers, Ph. D., Towa, 1942, Population pressure: 2 sae in social 
equilibrium. 
Theses in Preparation 
WILIAM AVENER Faucut,-B.S., Arkansas, 1940; M.A., Virginia, 1942. Composition and 
recent changes of the Mississippi delta population. 1944. Virginia. 


Writiam A. Hance, A B., Columbia, 1938; M.S., 1941. Population problems of Quebec 
Province. 1944. Columbia.. 


HARLAN ELLIOTT McGrecor, B.A., Iowa, 1934; M.A. 1935. A declining population and 
economic stability, 1943. Iowa. 


Don W. Panen, B.A., Iowa, 1934; M.A., 1935. The economic consequences of a declining 
rate of population growth. ne lowe. 


i Unclassified Items, P 


i Degrees C onferred 


LovisE payed WALKER, Ph.D., Chicago, 1941. The Association of Commerce: its history 
and Policies. 


Theses in Preparation 


B. L. Smarta, Ph.B., Chicago, 1933. A apa Pee study of the American social scientists. 
1942, Chicago, 
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PURPOSES OF THE 
AMERICAN ECONOMIC ASSOCIATION 


The American Economic Association is an organization composed of persons inter- 
ested in the study of political economy or the economic phases of political and social 
questions. As may be seen by examining the list of members printed in this supple- 
ment, not only are all the universities and the most prominent colleges in the country 
represented in the Association by their teachers of economics and related subjects, 
but a large number of members come from among businessmen, journalists, lawyers, 
men in public life, and others interested in economic principles, or, more often, in 
their applications to social life. The Association has, besides, a growing representation 
in foreign countries. 

The annual meetings, held during the Christmas holidays, are arranged as forums. 
for the discussion of scientific questions and problems of social and economic policy. 
They give opportunity for contact and general understanding among teachers, stu- 
dents and businessmen interested in such questions. The meetings aim to counteract 
any tendency to particularism which geographical separation and diverse interests 
might otherwise foster. 

The publications of the Association were begun in March, 1886. The first series of 
eleven volumes was completed by a general index in 1897. The second series, com- 
prising two volumes, was published in 1897-99, and in addition thereto the Associ- 
ation issued during 1896-99 four volumes of Economic Studies. In 1900 a third 
series of quarterly publications was begun with the Papers and Proceedings of the 
Twelfth Annual Meeting, and was continued through 1910. The Economic Bulletin, 
issued quarterly and devoted to bibliography and current notes, was also published 
by the Association during the three years, 1908, 1909, and 1910. 

In 1911 the Association began publishing the American Economic Review, a 
quarterly journal devoted to articles on economic subjects, reviews, abstracts of 
articles in current journals, and a classified bibliography of economic publications. 
During the twenty-nine years of its existence, the Review has made a place for itself 
among the scientific journals of the country, | 

The American Economic Association is the organ of no party, sect, or institution. 
It has no creed. Persons of all shades of economic opinion are found among its 
members, and widely different views are given a hearing in its annual meetings and 
through its publications. 

With the exception of the editor of the American Economic Review and the Secre- 
tary-Treasurer, the officers of the Association receive no remuneration for their 
services. Its entire receipts are expended for the editing, printing, and circulation 
of the publications and for the annual meetings. 


CHARTER AND BYLAWS OF THE AMERICAN 
- ECONOMIC ASSOCIATION 


The charter of incorporation of the American Economic Association, incorporated in the District 
of Columbia, February 3, 1923, provides as follows: 
I. The name or title by which the society shall be known is the American Economic Asso- 
ciation. 
II. The time for which it is organized is perpetual. 
III. The particular business and object of the society are as follows: 

1, The encouragement of economic research, especially the historical study of the actual 
conditions of industrial life; 

2. The issue of publications on economic subjects; 

3. The encouragement of perfect freedom of economic discussion. The Association as such 
will take no partisan attitude, nor will it commit its members to any position on practical eco- 
nomic questions. 

IV. The number of its trustees for the first year of its existence shall be fourteen. 
The following bylaws have been adopted for the government of the Association: 


I. MEMBERSHIP 


1. Any person interested in economic inquiry may, on the nomination of a member, be enrolled 
in this Association. 

2. There shall be six classes of members other than honorary; members paying an annual fee 
of $5.00; family members (two or more living at the same address, second membership without 
subscription to the publications of the Association) paying an annual fee of $1.00; junior mem- 
bers (available to graduate students for three consecutive years only) paying an annual fee of 
$3.00; subscribing members paying an annual fee of $10.00; contributing members paying an 
annual fee of $25.00 or more; and life members comprising those members who contribute $200.00 
or more in a single payment. Life members shall be exempt from annual fees. Members shall have 
each year the privilege of designating the class of membership they choose for that year.’ 

3. Foreign economists of distinction, not exceeding ie ea in number, may be elected hon- 
orary members of the Association. 

4, Every member is entitled to receive, as they appear, all reports and publications of the 
Association. 

II. TRUSTEES 


The trustees of this Association shall not be less than fourteen or more than fifteen in number, 
and the Board of Trustees shall be known as the Executive Committee. The Board of Trustees shall 
be composed of the persons elected as the Executive Committee at the time and place and in the 
manner set forth in the following bylaw providing for the election of officrs. 


III. OFFICERS? 


1. The Association shall have the following officers who shall be elective officers: A President, 
two Vice-Presidents, six elected members of the Executive Committee, three representatives on the 
Social Science Research Council and two representatives'on the American Council of Learned So- 
cieties. The terms of office of the President and Vice-Presidents shall each be one year. The terms 
of office of the six elected members of the Executive Committee and of the three representatives 
on the Social Science Research Council shall each be three years, two of the six terms of the six 
elected members of the Executive Committee and one of the three terms of the three representa- 
tives on the Social Science Research Council to expire each year. The terms of office of the two 
representatives on the American Council of Learned Societies shall each be four years, and one of 


1 As amended at the December 28, 1940, annual meeting. 
? Amendment as adopted at the annual meeting, December 29, 1933. 


these terms shall expire each second year. Each regular term of office shall coincide with a 
calendar year or a multiple thereof. 

2. As early in each year as practicable, the President of the Association shall appoint a Nominat- 
ing Committee, consisting of a past officer, as chairman, and not less than five other members 
of the Association. The names of the Committee shall be published in the March or June issue of 
the American Economic Review with an invitation to the general membership that suggestions of 
nominees for the various offices be sent to the chairman of the Committee. The Nominating Com- 
mittee shall be instructed to present to the Secretary of the Association on or before September 1 
`of each year a nominee for the presidency and two or more nominations for each elective office 
to be filled, the nominees being members of the Association. The candidate for president shall 
be selected by an electoral college consisting of the members of the Nominating and the Executive 
Committees. Space shall be provided on the ballot for the individual voter’s alternative choice. 

3. Elective officers shall be chosen through elections to be held during the last three’ months 
of the term of office of his predecessor. Each member shall be given the opportunity to vote by 
mail. The results of the election shall be certified and announced by the Secretary at the annual 
business meeting. 

4. The Association shall have the following officers who shall be appointed by the Executive 
Committee: A Secretary, a Treasurer, a Managing Editor, and a Counsel. The terms of office of 
each of these officers shall be three calendar years. The Managing Editor shall, with the advice 
and consent of the Executive Committee, appoint members to an Editorial Board to assist him. The 
President may, at his discretion and with the advice and consent of the Executive Committee, ap- 
point a Program Committee. 

5. The Executive Committee shall consist of the President, the Vice-Presidents, the Secretary, 
the Treasurer, the Managing Editor, the three ex-Presidents who have last held office, and six 
elected members, provided that the Secretary, the Treasurer, and the Managing Editor shall not 
be entitled to vote in the Committee’s meetings. 


IV. DUTIES oF OFFICERS 


1. The President of the Association shall preside at all meetings of the Association and of the 
Executive Committee, and in consultation with the Program Committee, shall prepare the pro- 
grams for the annual meetings. In case of his disability, his duties shall devolve upon the Vice- 
Presidents in the order of their election, upon the Secretary, and upon the Treasurer. 

2. The Secretary shall keep the records of the Association and perform such other duties as the 
Executive Committee may assign to him. 

3. The Treasurer shall receive and have the custody of the funds of the Association, subject to 
the rules of the Executive Committee. 

4. The Executive Committee shall have the control and management of the funds of the cor- 
poration. It may fill vacancies in the list of officers, and may adopt any rules or regulations for the 
conduct of its business not inconsistent with this constitution or with rules adopted at the annual 
meeting. It shall act as a committee on time and place of meetings and perform such other duties 
as the Association shall delegate to it. A quorum shall consist of five members. 

5. The Editorial Board shall have charge of the publications of the Association. The Managing 
_ Editor shall be ex officio member and chairman of the Editorial Board. 

6. The office of the corporation for legal purposes shall be at the office of thea Counsel in the’ 
District of Columbia, and legal process against the corporation may be served on said Counsel. 


V. ANNUAL MEETING 


The annual meeting of this corporation shall be held at such time and place as may be determined 
by the Executive Committee. Notice of such time and place shall be given by publication in the 
regular journal of the corporation, now known as the American Economic Review, at least ten days 


3 As amended at the December 29, 1938, and December 29, 1941, annual meetings. 


prior to such meeting. The first annual meeting shall be held at Providence, Rhode Island, on the 
27th of December, 1923, at nine o’clock A-M., unless otherwise ordered by the Executive Committee. 


VI. AMENDMENTS 


Amendments, after having been approved by a majority of the Executive Committee present at a 
meeting regularly called, may be adopted by a majority vote of the members present at any regular 
meeting of the Association or by a majority of votes cast in a mail ballot authorized by the 
Executive Committee.’ 


* As amended at the December 30, 1941, annual meeting. 
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EDITORIAL NOTE 


The 1942 directory of the Association again appears in the form of a special- 
purpose “who’s who” in economics. Like its precursor in 1938, it is designed pri- 
marily to enable those who are interested to learn “who is doing what and where.” 
The usefulness of that volume and the current demands of both government and 
private agencies for specialized information concerning the activities and interests 
of economists have prompted the Executive Committee of the Association to 
authorize the publication of the present enlarged guide. 

In addition to the usual material found in our biennial handbook, the present 
directory contains both temporary and permanent affiliations of our members and 
the nature of their activities, a classification of members according to their special 
fields of interest, cross references to other who’s who directories, a roster of past 
officers and members of important committees, as well as other reference material 
which should prove useful. This information should enable us to mobilize more 
effectively the research capacities of our members in making up our annual program 
and in locating articles for the American Economic Review; and it may aid us in 
the larger purpose of mobilizing man power in the war effort. 

Information concerning the interests and activities of 2,557 of our 3,645 (July 31) 
members was recelved—a very gratifying response. 

Our purpose in collecting information concerning both temporary and permanent 
affiliations and activities is twofold. In the first place, war influences have been 
very disrupting and have moved many economists to Washington and elsewhere 
“for the duration”—out of teaching into administration and from research into 
business, and the like. We want to know where our members are and what they 
are now doing. In the second place, we want to know their more permanent con- 
nections; i.e., the institutions or positions they leave and to which they plan to 
return. 

We can hardly keep up with the rapid changes taking place, but we plan to 
publish annual supplements to the present directory in the Proceedings to cover 
new members, and personal notes announcing changes will probably continue to 
appear in the Review. : 

After much preparation and experimentation of our own and in coöperation with 
the National Roster of Scientific and Specialized Personnel, a check list of twenty . 
subject matter fields was adopted, and our members have been classified on this 
basis. The reader should refer to the editorial note on page 127 for the description 
and use of this classification. 

Of the 2,400 members answering our 1938 questionnaire, one out of four was 
found to be in Who’s Who in America. This surprising count prompted us to cross 
reference other directories, so that those interested may find more complete bio- 
graphical sketches in Who’s Who in America, the Biographical Directory of Ameri- 
can Scholars, sponsored by the American Council of Learned Societies, Leaders in 
Education, sponsored by the American Council on Education, and the International 
Who’s Who (formerly Europa). 

The geographical distribution of our members and subscribers (with addresses) 
is listed by country, state, and city. A regional analysis for members and subscribers 
in the United States and, for selected dates, changes in all memberships and sub- 
scriptions are found in the statistical section. 


Also of interest to our members is the information concerning organizations with 
which our Association or its members are affiliated. 

The Editor takes this opportunity to include in this note the following brief 
description of the Association’s publications. 

1. The‘ American Economic Review—a quarterly publication containing main 
articles, book reviews, bibliographical and personal notes, records of special investi- 
gations by individuals and' public commissions. Occasional supplements are pub- 
lished on special subjects; e.g., papers relating to the TNEC appearing in the June, 
1942, number. Attention may be called to the series of photographs of past presi- 
dents being run in the Review. A limited number of reprints in a form suitable for 
framing will eventually be available for sale to our members. 

2. The Proceedings of the annual meetings of the Association (edited by the 
Secretary), published as a supplement to the March numbers of the Review— 
main papers, round table summaries, together with reports of the Secretary, the 
Treasurer, the Editor, Finance Committee, Auditor, standing and special committees, 
minutes of the Executive Committee and of the business meetings. The appendix 
contains a cumulative list of the contents of the proceedings from 1911 and the 
publications of the Association since 1886. 

3. The Handbook—a biennial publication, usually in the form of a directory 
containing names and addresses of members together with the year from which 
dates their continuous membership. The first specialized “who’s who” was issued in 
1938. The 1905 handbook contained brief biographical sketches of members. 

4, Information Booklet—describing the purposes, organization, and activities of 
the Association, designed to answer inquiries from prospective members. Sent free 
upon request. 

JAMES WASHINGTON BELL, Secretary 


HONORARY MEMBERS 


Note: The figures in italics indicate the 
year of election to honorary membership. 


Albert Aftalion 1938 Gaston Jéze 1926 

C. F. Bastable 1926 Sir Walter Thomas Layton 1932 
Arthur L. Bowley 1932 A. Loria 1926 

Gustav Cassel 1929 Arthur Cecil Pigou 1922 

David Davidson 1938 Charles Rist 1922 

L. Einaudi 1926 .  D.H. Robertson 1938 

Bèla Földes 1927 Arthur A, C. Spiethoff 1932 

Eli Heckscher 7 938 Sidney Webb (Lord Passfield) 1929 


John M. Keynes (Lord Keynes of Tilton) 1932 


ALPHABETICAL LIST OF MEMBERS 
(as of July 31, 1942) 


* Life Members f Contributing members 


§ Subscribing members 


tHonorary members 


A Institution or firm, rank or position, nature of activity (T for teaching, R for research, 
A for administration, B for business) Temporary status is indicated by bold-faced type 


B Degrees, with dates and institutions 


C Doctoral dissertation (publication date in parentheses) 
D Fields of major interest (numbers refer to subject matter fields, in order of expressed 


preference)* 


E Research projects under way (identifed by descriptive title) 

F Most significant publications (sample limited to three items) 

G Directories cross referenced (W for Who's Who in America, S for Biographical Direc- 
tory of American Scholars, I for International Whos Who (Europa), and E for 


Leaders in Education) 


* List of subject matter groups referred to in D: 


Economic theory; general works 

Economic history 

Economic systems; national economics 

Statistics; economic mathematics; ac- 

counting 

Business cycles and fluctuations 

Public finance; fiscal policy; taxation 

. Money and banking; short-term credit 

International trade, finance, and economic 

policy 

. Business fnance; insurance ; investments ; 
securities markets 

10. Public control of business; public ad- 

ministration; national defense and war 
11. Industrial organization; price and pro- 


ra a had 


+ 
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duction policies; business methods 

12. Marketing; domestic trade 

13. Mining; manufacturing: construction 

14, Transportation; communication; public 
utilities 

15. Agriculture; forestry; fisheries 

16. Economic geography; regional planning ;. 
urban land; housing 

17. Labor and industrial relations 

18. Social insurance; relief; pensions; pub- 
lic welfare 

19. Consumption; income distribution; co- 
operation 

20. Population; migration; vital statistics 


For descriptive subheads under main group titles, see editorial note, page 127. 


ABBOTT, Charles Cortez, Harvard Univ., Grad. 
School of Bus. Admin., Soldiers Field, Boston, 
Mass, (1928) f : 

ABBOTT, Edith, Univ. of Chicago, Soc. Sci, Res, 
Bldg., Chicago, Ill. (1905) 

ABBOTT, William Joseph, Jr., 438 S. Hanley 
Rd., St, Louis, Mo, (1939) A Washington Univ., 
instr, in econ. and fin., T. B A.B., 1926, Missouri; 
M.S.B.A., 1939, Ph.D., 1941, Washington Univ. 
C The evolution in the utility of banking. D 1, 7, 
8. E An economic analysis of the St. Louis power- 
laundry industry. 

ABELSON, Milton, 138 Lynhaven Dr., Alex- 
andria, Va. (1942) A U. S. Dept. of Com., econ., 
R. B B.C.S., 1933, M.C.S., 1934, New York. D 8, 
7, 4. E Foreign investments in the U.S. F Co- 
author, American direct investments abroad, 1940 
(U. S. Dept. of Com., 1942}; contributor, Foreign 
investments in the United States, 1937-39, and 
Balance of international payments of the United 
States (U. S. Dept. of Com., 1940). 

ABELSON, Olivia Israeli (Mrs, Milton), 138 
Lynhaven Dr., Alexandria, Va. (1942) A Social 
Security Bd., asst, econ., R. B B.A., 1933, Temple. 
D 18, 6, 17. E Current financing of public assistance 
in states; public expenditures for social security. 
F Financing public assistance in states (Social 
Security Bul, Dec.. 1939). 

ABRAHAMSON, Albert, 76 Federal St., Bruns- 
wick, Me. (1927) A National Refugee Service, 
exec, dir., A; Bowdoin Col., asso. prof., T. B A.B., 
1926, Bowdoin; A.M.. 1927, Columbia. D 10, 11, 16. 

Two chapters, Price and price policies, by W. 
Hamilton and associates (McGraw-Hill, 1938). 

ABRAMOVITZ, Moses, 6601 Mth St. N.W, 
Washington, D.C, (1936) A WPB, prin. econ. 
analyst, R. B A.B., 1932, Harvard; Ph.D., 1939, 


Va. (1938) A OPA, sr. bus. econ, RA; U 


Columbia. C An approach to a price theory for a 
changing economy (Columbia Univ. Press, 1939). 

5, 1, 11. E Cyclical fluctuations in commodity 
stocks. F ‘Monopolistic selling in a changing 
economy,” Q.J.E.. Feb., 1938. 

ABRAMSON, Adolph Graudan, 21 E. Oakdale 
Ave., Glenside, Pa. (1942) A SKE Industries, Inc., 
econ., B. B A.B., 1929. West Virginia; A.M., 1936, 
Ph.D., 1941, Brown. C Theories and measures of 
competition. D 11, 5, 1. F “Cost of Production and 
normal supply prices,” A.E.R., Sept., 1937. 

ABRAMSON, A. Victor, Brookings Inst., 744 
Jackson P1., Washington, D.C, (1939) 

ACHINSTEIN, Asher, 1030 Park P1., Brooklyn, 
N.Y. (1922) 

ACKLEY, Gardner, 2808 Lee Blvd., Arlington, 
niv. o 
Michigan, instr., T. B A.B., 1936, Western State 
Teachers Col, Kalamazoo; A.M., 1937, Ph.D., 1946, 
Michigan. C Spatial price relations and imperfect 
competition, D 1, 10, 11. E Relationship of monopo- 
listic influences and of price policies to industrial 
location. F “Spatial competition in a discontinuous 
market,” QO.J.E., Feb., 1942. 

ADAMS, Arthur Barto, Univ, of Oklahoma, Col. 
of Bus. Admin., Norman, Okla. (1923) A Univ. of 
Okla., dean, TA. B A.B., 1910, South Carolina; 
M.A., 1912, Ph.D., 1916, Columbia. C Marketing 
perishable food products (Columbia Univ. Press, 
1916). D 5, 1, 3. F Analyses of business cycles 
(McGraw-Hill, 1936); National economic securit 
(Univ. of Oklahoma Press, 1936); Our economic 
revolution (Univ. of Oklahoma Press, 1933). 
G WSIE 


ADAMS, George Plimpton, Jr., Cornel! Univ., 
Econ. Dept., Ithaca, N.Y. (1938) A Cornell Univ., 
instr.,.T. B A.B., 1929, Harvard; Ph.D., 1940, Cali- 


Z 7 American Economic Association 


fornia. C The scope and significance of American 
wartime price control. D 1, 3, 10, E A comparative 
study of national economics. F Wartime price con- 
trol (American Council on Public Affairs, 1942). G 


8. a 

ADAMS, Ira Gillispie, F. E. 263, College Sta- 
tion, Tex. (19 . 

ADAMS, James Pickwell, Brown Univ., Provi- 
dence, R.I, (1921) i 

ADAMS, Leonard Palmer, 96 S. Main St., Al- 
bany, N.Y. (1930) ; 

ADAMS, Leonard W., Syracuse Univ., School 
of Bus, Admin., Syracuse, N.Y. (1927) 

ADAMS, Quincy, 213 Elm St., Chevy Chase, 
Md.’ (1941) A WPB, Res. and Anal. Sec., Stat. 
Div., chief, R. B B.A., 1941, New York. D 12, 4, 16. 
E Research in supply-demand problems of stra- 
tegic and critical materials. F Editor, Dun’s Re- 
view, 1931-37; The Retail Survey (Dun and Brad- 
street, Inc., 1934 and 1935); editor, The Commodity 
Chart Book (WPB, 1942). 

ADAMS, Thomas Caldwell, 242 S. 12th East St., 
Salt Lake City, Utah. (1929) . . 

ADAMSON, Raymond King, Ohio Univ., Col. 
of Com., Athens, O. (1934) A Ohio Univ., instr., T. 
B B.A., 1932, Ph.D., 1941, Wisconsin. C A com- 
parison of the determinants of foreign exchange 
rates and their effects under free and managed 
foreign exchange systems. D 8, 1, 4. E Methadol- 
ogy “and research methods of the social sciences. 

ADAMSON, Wendell Mavity, 2067 Park Rd., 
N.W., Washington, D.C. (1941) A WPB, sr. ind. 
econ., R; Univ. of Alabama. asst. prof. of statis., 
Bur. of Bus. Res., statis.. TR. B A.B., 1928, M.A., 
1937, Indiana. D 16, 4, 19. E Measurement of income 
in small geographic areas (doctoral dissertation, 
Columbia); commodity production in the southeast. 
F Income in counties of Alabama, 1929 and 1935 
(1939), Industrial. activity in Alabama, 1913-32 
(1933), Cost of administration of criminal justice 
in Alabama cities (1931) (Univ. of Alabama, Bur. 
of Bus. Res.). ’ i 

ADLER, J(ohn) Hans, Spring Rock Rd., Pine 
Orchard, Conn. (1941) A Yale Univ., Inst. of Int. 
Studies, res. asst., instr., TR. B D.J., 1937, Univ. 
of Prague, Czech.; M.A., 1940, Yale. D 5, 1, 8. 
E Trade and production of South America; de- 
terminants of the volume of foreign trade in the 
U.S., 1920-38 (doctoral dissertation). 

tAFTALION,-. Albert, 14 Rue des Pyrenées, 
Toulouse, France. (1938) 

AGGER, Eugene Ewald, Rutgers Univ., New 
Brunswick, N.J. (1902) A Rutgers Univ., Dept. of 
Econ., Head, T; Commissioner of Banking and 
Insurance, N.J. B B.A., 1901, M.A., 1902, Cin- 
cinnati; Ph.D., 1907, Columbia. C The budget in 
the American Commonwealth, D 7, 9, 3. F Organ- 
ized banking (Holt, 1918); Utilizing the weekly 
Federal Reserve Statement (Amer. Inst. of Bank- 


B., 1902, 
State 
Huntington: LL.D., 


Home Econ., instr., TR. B B.S, 
1935, Colorado State Col. of A. and M. A.; M.A., 
1938, Michigan State Col. of A. and M. A.: Ph. D. 
1942, New York State Col. of Home Econ. 
Credit bureaus from the consumer’s point of view. 
r 19. 9, 6. E Bases for management analysis in 
omes. 

AIKIN, Newton Jesse, 2001 Monroe St., Pull- 
man, Wash. (1927) 
AITCHISON, Beatrice, 1929 S St, N.W., Wash- 


ington, D.C. (1940) A Interstate Commerce Com., 
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analysis; measurement of labor supplies and de- 
mands, Labor economics and labor problems 
(McGraw-Hill, rev. 1939); Personnel and labor 
relations (Prentice-Hall, rev, 1942), G WSE 

YOST, John W., Industry Service Bureaus, 53 
Park PI., New York City. (1940) 

YOUNG, Arthur Nichols, 1725 Chelsea Rd., San 
Marino, Calif. (1911) 

YOUNG, B. F, New York Tel. Co., 140 West 
St., New York City. (1924) 

YOUNG, Burton Owen, 317 N. Thomas St., 
Arlington, Va. (1942) A Nat. Housing Agency, sr. 
econ, anal., . B A.B., 1930, Oberlin; M.A., 1935, 
Univ. of Colorado; M.P.A., 1941, Harvard, D 16, 
10, 5. E Business cycle control in Sweden, 1929-39; 
cycles in housing, F The development of legal 
ay for investors (Univ. of Colorado Stud- 
ies, : 
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YOUNG, Elmer Richard, Brooklyn Col., Brook- 
lyn, N.Y. (1938) A Brooklyn Col, instr, T. B 
B.S., 1936, M.S., 1937, Utah. D 4, 14, L F An 
analysis of the salary practices of the state of 
Utah (Investigating Com. of Utah Gov. Units, 
Dec., 1936). 

YOUNG, Forrest Albert, Macalester Col, St. 
Paul, Minn. (1927) A Macalester Col., dept. chmn., 
prof., T. B B.S., 1922, Monmouth; A.M., 1926, Chi- 
cago; Ph.D., 1938, Iowa. C Repercussions on the 
economic system of the Great Plains region of 
Kansas of the mechanization of agriculture (ab- 
stract in Univ. of Iowa Studies No. 397). D 12, 
1, 15. F Applied economics (Macalester Econ. 
Press, 1936). G S. 

YOUNG, John Parke, 6 East West Hwy., Chevy 
Chase, Md. (1919) A BEW, For. Trade Opera., 
Amer, Hemisphere Office, chief, A; Occidental 
Col., Dept. of Econ., chmn., prof., TR, B A.B., 
1917, Occidental; A.M., 1919, Columbia. A.M., 1920, 
Ph.D., 1922, Princeton, C Central American cur- 
rency and finance (Princeton Univ. Press, 1925). D 
, 7. E European currency and finance (2 vols., 
G.P.O., 1925}; International trade and finance 
(Ronald Press, 1938). G WSE. 

YOUNG, Ralph Aubrey, Moylan and Orchard 
Ave., Moylan, Pa, (1929) A Nat. Bur, of Econ. 
Res., Fin. Res. Program, dir., R; Univ. of Penn- 
sylvania, Dept. of Econ., chmn., prof., T. B A.B., 
1923, Ohio Wesleyan; M.B.A., 1925, Northwestern; 
Ph.D., 1930, Pennsylvania. C The international 
financial position of the United States (Nat. Ind. 
Conf. Bd., 1929). D 7, 1, 4. E Consumer installment 
financing project; business financing project; war 
financing project; investment credit project. 
Personal finance companies and their credit stand- 
ards (1940), co-author, Sales finance companies 
and their credit standards (1941) (Nat. Bur. of 
Econ. Res.). S. 

YOUNGMAN, Anna Prichett, Westchester 
Apts., 3900 Cathedral Ave, Washington, D.C, 


1909} 

ZASSENHAUS, Herbert K., 1703 Washington 
St., Huntingdon, Pa. (1938) A Juniata Col. asst. 
prof., T. B_Dipl. rer. pol, 1932, Univ. of Bonn, 
Germany; Dr. rer, pol., 1934, Univ. of Berne, 
Switzerland. C On the pure theory of cost and 
supply. D 1, 5, 2. 

ZAVOICO, Basil B., 18 Pine St., New York 
City. (1940) A Chase Nat. Bank, geologist, petro- 
leum engr.. R. B B.S., 1924, M.LT. D 13, 9. 

ZELOMEK, A. Wilbert, 39 5th Ave., New York 
City. (930) A WPB, Div. of Purchases, spec. 
adviser; OPA, consultant; Int. Statis, Bur., Inc., 
pres.; Fairchild Publications, econ.; B. B B.S., 
1922, Pennsylvania. D 11, 19, 8 F This peculiar 
war (Int. Statis. Bur., Inc., 1940); American busi- 
io in a changing world (Whittlesey House, 

ZEMPEL, Arnold, Washington Univ., St. Louis, 
Mo. (1933) A Washington Univ., asso. prof., T. B 
Ph.B., 1927, M.A., 1928, Ph.D., 1934, Wisconsin, C 
A statistical analysis of regional variation in 
business cycles in the United States, together 
with an analysis of cyclical activity in the state 
of Wisconsin. D 4, 5, 17 ‘Regional variation 
in business cycles in the United States,” South- 
western Soc. Sci. Quar., Sept., 1939. 

ZERBY, Paul E., State Col. Sta.. Fargo, N.D. 
(1939) A North Dakota Agric. Col., Dept. of Econ. 
and Soc., acting head, asst. prof. of econ., T. B 
B.A., 1924, Eureka; M.A., 1925, Illinois, D 12, 1, 3. 
E Analysis of estates probated in Cass Co. court- 
house; geographical distribution of homes of land 
grant institution students (to be pub. in Jour. of 
Higher Educa.). ; 

ZIMMERMANN, Erich Walter, Univ. of Texas. 
Austin, Tex. (1921) A Univ. of Texas, prof.. TR. B 
Ph.D., 1911, Bonn Univ. C Die britische Kohlen- 
ansfuhr (Glückauf, Essen, 1911). D 3, 8 E Hier- 
archical structure of world economy; comparative 
morphology of economic systems. F World re- 
sources and industries (Harper, 1933); Ocean ship- 
ping (Prentice-Hall, 1921); “The resource hierarchy 
of modern world economy,’ Weltwirtschaftliches 
Archiv, 1931. G&G WSI. 
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EDITORIAL NOTE ON CLASSIFICATION OF MEMBERS 
ACCORDING TO FIELDS OF INTEREST 


In compiling the 1938 handbook an effort was made to classify members according to their 
fields of specialization or interest. To this end members were asked to indicate such fields 
on questionnaires, following the divisions used in the American Economic Review section on 
book reviews, articles, and Ph.D. dissertation lists. But these divisions did not represent a 
logical classification of fields and the great variety of terms used to identify them made 
classification of names into groups impracticable. In the secretarial office, several volumes 
of the handbook were checked according to special fields, e.g., theory, money and banking, 
public finance, etc., but the results were not dependable because members had not been 
asked to indicate their interests in the order of their importance nor according to a common 
nomenclature. 

In the 1942 directory, we attempt to present a satisfactory classification of members 
into twenty different subdivisions of the field of economics and according to first, second, 
and third preferences as indicated in item “D” of the questionnaire. 

Classification of human interests and activities is a highly complicated matter. A genus- 
species type would have been more accurate but not as practical as unit-subject classification. 
Unfortunately the main group headings have different meanings. A member interested in 
some particular field might logically check his interest under alternate or several group 
headings. To cite a single example, an economist interested in “prices” might check any of 
the following (see key): 1, 2, 4, 5, 7, 10, 11, 12, 15. 

The difficulty of obtaining concreteness in classification of subject matter was exemplified 
further by our experience with irregular cases. Of the 2,550 odd questionnaires returned, 
some 110 members wrote in special titles under “other” (21). For the most part, these titles 
were merely different names or subheads under the main captions and they were so re- 
classified. About 250 members checked more than three fields, and it became necessary to 
select primary and secondary interests from the evidence available; namely, their activities, 
present and past, their research projects under way, Ph.D. dissertation titles, and publica- 
tions. Thirty members were not classified, either because they expressed their desire not to 
be classified or because adequate clews were missing. 

As an aid to the reader’s understanding of how special interests have been classified 
under general groups, there follows below a list of the twenty classes of subject matter 
titles with subheads. l 

In using the classification of members derived from the answer to item “D,” the reader 
must take into account not only differences in interpretation of what special subjects come 
within the general fields but also what is meant by major “interest.” In most cases members 
obviously referred to their present interests, especially in indicating their first choice, but 
these fields are not necessarily those of their former interest and activity nor those in which 
members may have made their major contributions. For this reason, as well as on account 
of the complexity of pigeonholing specialized subjects, some members may find themselves 
classified with strange bedfellows. 

In order to conserve space, it was deemed necessary to list members under fields of 
their first choice and to indicate second and third choices by numbers following their names. 
This makes possible further refinement of classification to those interested in special subjects. 

We have no desire to stereotype divisions and subdivisions of our discipline, but we see 
much to be gained in the development of a workable, if flexible, list of subject matter groups 
under which we can classify authors and personnel. A subject-author index of our pub- 
lications yet remains to be done, and future editions of this type of “who knows what” 


directory are not improbable. We should appreciate receiving the benefit of suggestions and” 


corrections from our members and others using the volume. 
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SUBJECT MATTER GROUPS WITH SUBHEADS 


Note: These lists of subheads are not exhaustive, but it is believed that they are sug- 
gestive and representative. They are drawn from terms used in making up the ques- 
tionnaire and from terms employed by those sending in their answers. 


1. Economic Theory; General Works 
Economic theory 
History of economic thought 
Institutional economics 


Price, valuation, and capital theory 
Interest, rent, wage, profit theory 


Distributive economics 
Capital formation 


National income and wealth and their 


distribution (cf. 19) 


Economic planning, general 

Economic stabilization 

Theory of industrial location, etc. 

Engineering, medical, and business eco- 
nomics 

Psychology and ethics, legal theory 
and economics (cf. 10) 

Education and economics 

Welfare economics (cf. 18) 


2. Economic History (not limited to a single special field; e.g., business, industrial, agri- 


cultural, labor) 


Ancient, medieval, early modern, mod- 


ern 


U.S. American, Latin-American, ori- 


3. Economic Systems; National Economics 
Economic organization and systems 
Capitalism, private, the state and capi- 

talistic organization, capitalism and 


democracy, etc. 
Socialism 
Communism 


Economics of totalitarian organization 


ental, etc. 
Economic institutions 
Historical records 


Economic planning, national economic 

systems and policies (U.S., England, 
Central Europe, Russia, etc.) 

Postwar national planning 

Colonial and imperialistic systems and 
policies 

Government planning (cf. 10) 


4. Statistics; Mathematical Economics; Accounting (theory and practice) 


Quantitative economics, techniques of 
observation and analysis, records 
(cf. special areas; eg., prices, pro- 
duction, wages, money, banking, and 


5. Business Cycles and Fluctuations 


Fluctuations of economic and business 
factors—seasonal, cyclical, secular, 
sporadic; theory, history, statistical, 


measurements, forecasting 


6. Public Finance; Fiscal Policy; Taxation 
General, federal, state, and local 


Historical 


Revenue and taxation, including tar- 


iffs (revenue aspects) 
Expenditures 


7. Money and Banking; Short-Term Credit 


Money, credit, and prices 
Monetary theory and history 


credit, business and financial fore- 
casting, national income and wealth, 
labor, population, ete.) 


Business, economic, or trade cycles, 
U.S., other countries 
Business conditions and forecasting 


Public debt 

Budgets and financial administration 
Public accounting and auditing (cf. 4) 
Administration of state industries 


Banking: commercial, savings, invest- 
ment and specialized financial insti- 


Subject Matter Groups 


tutions functioning in the short-term 
money market (including consumer 
finance) 

Bank organization and administration 


Commercial policies (regulatory as- 
pects), protective tariffs, bounties, 
reciprocity, quotas 

Foreign exchange, balance of payments, 
costs and prices 


Corporation financial organization and 
policies l 
Corporate securities (private and pub- 

lic) 
Security exchanges and the capital 
market 


Government and business 

Legislation, administration, and the 
the courts 

Government regulation, ownership, and 
operation 

Rationing, priorities, etc. 

Government in business 

Government corporations and competi- 


Forms of business organization 

The corporation 

Competition -o 

Combination, monopolies, trusts and 
combines, cartels 

Trade associations 

Concentration of economic control 
(private) 

Industrial management (cf, 13, 14, 15) 

Industrial economics, plant location, 
materials, personnel management, 


12. Marketing; Domestic Trade 


Wholesale and retail marketing 
Sales administration 
Agricultural marketing (cf. 15) 
Industrial marketing 
Advertising 

Co-operatives (cf. 19, 15) 
Market surveys 


\ 
13. Mining; Manufacturing; Construction 


Mineral resources, their utilization and 
conservation 
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Bank practices and policy 
History of banking 

Central banking and credit control 
Money markets 


8. International Trade, Finance, and Economic Policy 


International finance 

International capital movements, gold 
movements, etc. 

Control of raw materials 

Trade practices 


9. Business Finance; Insurance; Investments; Securities Markets 


Insurance (private) : life, fire, casualty, 
marine, annuities and pensions, 
health, and other risks 

Investments (cf. 18) 

Speculation 


10. Public Control of Business; Public Administration; National Defense- and War 


tion 
Emergency public works 
Government administrative agencies 
(ICC, Fed. Trade Com., etc.) 
Antitrust laws 
War economics 
Price control (legal and administra- 
tive aspects) 


11. Industrial Organization; Price and Production Policies: Business Methods 


job analysis, time studies, technical 
processes, etc. 

Industrial surveys (cf. markets, 12) 

Scientific management, rationalization, 
planning 

Business price policies (cf. 1, 4, 7, 10, 
12) 

Price making and competition 

Prices and production costs 

Price behavior 


Price mechanisms 

Price policies, retail, chain stores, etc. 
(cf. 11) 

Consumer demand (cf. 19) 

Interregional competition (cf. 8) 

Trade areas 


Extractive industries (other than agri- 
culture, forestry, and fishing) 


American Economic Association 


Manufacturing industries 
Production costs and prices 
Plant location (cf. 11) 


Materials, supply, purchasing (cf. 


Roads and highways 

Water transportation 

Air transportation 

Railways 

Street railways 

Bus and truck transportation 

Postal and express services 

Rates, valuation, capitalization, depre- 


15. Agriculture; Forestry; Fisheries 


Agriculture in* general, agricultural 
economics 

Regulation of production 

Agriculture and business 

Agriculture: capital, prices (cf. 1), 
parity prices, machinery, credit, 
mortgages and finance 

Large farms 

Small farms 

Co-operatives 


Economic geography and geology, nat- 
ural or physical resources 

Food supply 

Raw materials in general 

Power resources (general) 

Conservation (cf. 15), drainage, irri- 
gation, land clearing, wind erosion, 
erosion control, floods, forestry, soils 

Land economics and land use 


17, Labor and Industrial Relations 


Labor conditions and groups 
Wages and hours 
Employment and unemployment 
Seasonal aspects 
Health and fatigue 
Migratory labor 
Casual and domestic labor 
Agricultural labor 
Women and children 
Superannuated and disabled workers 
Industrial labor relations 


Labor legislation, group relations, . 


hours, wages, and conditions 


11) 
Markets, selling (cf. 12) 
Construction, public and private 


14. Transportation; Communication; Public Utilities 


ciation, and finance (cf. 9) 

Government regulation, ownership, and 
operation (cf. 10) 

Telephone, telegraph, radio communi- 
cation 

Electric power 

Gas, light, water 


Farm power 

Types of farming 

Farm management, general, area stud- 
jes 

Farm accounting (cf. 4) 

Dry farming ` 

Farm woodlots 

Subsistence homesteads 

Submarginal land 

Conservation plans (cf. 16). 


16. Economic Geography; Regional Planning; Urban Land; Housing 


Economic resources surveys and plan- 
ning 

Real estate 

Regional planning 

Rural planning, economic aspects 

City planning, zoning 

Localization and planning of areas of 
production and residence 

Housing 


Labor market and employment serv- 
ices 

Trade union organization and poli- 
cies 

Management organization and poli- 
cies l 

Arbitration, conciliation, mediation, 
collective bargaining 

Vocational guidance and training 

Foreign and international labor move- 
ments and standards 
Labor history (cf. 2) 
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18. Social Insurance; Relief; Pensions; Public Welfare 


Social insurance and relief (the in- 
demnification of loss of earnings and 
provision for relief) 


Social security 


‘Unemployment, old age and survivors’ 


insurance 


Health and invalid insurance, mutual 


aid societies 


Workmen’s compensation 
General social services 
Community health 


Unemployment relief and public works 

Youth work 

Private and public assistance 

Charity and pauperism 

Crime and delinquency 

Welfare institutions : 

Social problems 

Education (cf. 1) 

City problems and planning (social as- 
pects) (cf. 16) 


19. Consumption; Income Distribution; Co-operation 


Consumption economics and consumer 


problems 


Standard of living (groups and re- 


gions) 
Family income 


Budgets and finance 
Food, shelter, and clothing 
Protection and services 


Recreation 


20. Population; Migration; Vital Statistics 
Demography in general 
Census problems and methods 
Immigration and emigration 


National income and wealth and their 
distribution (cf. 1) 
National income estimates 
Functional distribution of national 
income 
National income, distribution by in- 
come size 
National wealth and its distribution 
Co-operative buying 


Migratory labor (population aspects) 
Race problems 


CLASSIFICATION OF MEMBERS 


Abbott, WJJr 7,8 
Ackley,G 10,11 
Adams,GP]r 3,10 
Ambs,KF 7,12 
Andrews,WH 4,6 
Andron,M 4,14 
Arnold,AZ 4,7 
Atkins,D 3,5 
Ayres,CE 2 
Bagley, WCJr 2,7 
Baldwin,CD 3,6 
Bangs,RB 4,5 
Baran,PA 3,6 
Barnard,CI 3,11 
Bass,LW 13,12 
Beach,EF 4,5 
Becker, NM 5,8 
Belcher,AE 2,20 
Bennett, WB 10,11 
Bergson,A 3,10 
Bezanson,A 2,5 
Bigelow, KW 
Biggs, RM _7,10 
Billings, AG 7,10 
Birnberg,RG 2,11 
Bissell,RMJr 5,6 
Bittermann,HJ 6,4 
Blackstone, AE 6,14 
Bladen, VW 5,20 
Blodgett,RH 3,5 
Bober,MM 11,7 
Boddy,FM 11,4 
Bohn,C 5,2 


~ 


Bovet,ED 5,11 
Bowen,HR 6,5 
Bowman,RT 4,18 
Boyd, RK 4 
Boyden,TC 2,7 
Breckenridge,WN 14,10 
Brozen,Y 5, 
Burnett,JO 4,12 
Burns, 6 
Bursiek. RC 8,4 
Butt, WE 14,4 


Carey, RL 2,6 
Carroll,JM 10,6 
Chamberlin, EH 14,11 


1 
Coleman, FBT 4,7 
Collins, WJ 17,10 
Copeland, MA 10,19 
Crawford, RP 9,15 
Curtis, CA 16,10 
Custard, HL 5,6 
Custis, V 11,10 
Deibler, FS 17,10 
Diamond, PM. 11,7 
Dickinson, ZC 17,19 


1. Economic THEORY; GENERAL WORKS 


Dillard, D 19,3 
Divine, TE 17,8 
Dixon, RA 19,2 
Donaldson, DN 7,12 
Donaldson, MH 17,6 
Dulan, HA 9,4 
Dummeier,EF 15,8 
Dunlop, JT 17,11 
Ellis,HS 8,7 Hart,L 4,6 
Engstrom,B 11,12 Harvill, RA 5,8 
Estey, JA 5,17 Hasek, CW 5,8 
Fabricant,S 5,11 Hasse,AR 8,16 
Ferguson,JM 3,14 Heaney,NS 3,16 
Fetter,FA 10 Heath,MS 2,11 
Fisher,I 7,6 Helms, LA 17,14 
Flubacher, JF 2,10 Hemmeon, JC 5,6 
Fiynn, JT 5,9 Heskin,OE 12,7 
Hill, GB 19,9 
Hinman,AG 16,12 
Hinshaw, RW 5,7 
Hochwald.W 10,17 
Hodges, JR 2,11 
Homan,P 0,6 
Hoover,CB 3,4 
Hough, LS 7.4 
Howey, RS 7,8 
Hudson, HW 19,6 
Hudson, PG 6,4 
Humphrey, DD 11,5 
Ginzberg,E 17 Hutchinson, KD 10,12 
Glidden, RT 11,8 Taffé,W 4.2 

Grady, EH 17,3 A 7,8 
Graue, E 5,3 enison, ES 17,3 


Gruchy, AG n 


Froehlich, W 12,10 
Galbraith, JK 8,15 
Galbreath, CE 10,7 
Gale, HR 5,3 
Galloway, LJ 4,7 
Garrett, SS 11,17 
Garver, FB 10,4 
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Jennings,HC 16.7 
Kaiser,CW 17,19 
Kaufman,A 2, 8 
Keirstead, BS 10 
Kelly, TA 3,4 
Kiekhofer, WH 8,7 
King, WI 17,7 
Kinmonth,J L 
Klaragard,S 11,12 
Kleene,GA 3.5 
Knight,FH 3.2 
Kravis, TR 17,7 
Lang,AS 6,7 
Lange,OR 5.4 
Lederer, W 57 
Leland, RG 4,20 
Leontief, WW 4,3 


Lutz, FA 7, 5 
Macaulay. FR 45 
Machlup.F 7.5 

ac 3 
MacMurphey. RH 
Mandel, B 4,17 
Marsh, DE 8, 6 
Mason, WE 5,19 
Matchett GI 10, 11 


k McClung R 5 6 


MeCree centr” 5,7 
MecGuire,CH 8,5 
McManus, TF 7, 5 
Meyers, AL 12, 5 
Milltkan,MF 11 4 
Mises,L 7,5 
Mitchell WC 5,2 


Anderson,SA 16,11 
Baily, 0,1 
Baska,LM_ 17,20 
Batchelor,JA 13,1 
Bender,WC 4,7 
Berry, TS 4.11 
Bogart, EL 6 

Bohan, RT 1,8 
Brock,LV 7. 3 
Buchanan, DH 3 
Chambers, R 14,16 
Chancellor, WE 17,12 
Childs.JB 

Clark,VS 16,17 
Clemen, RA 10, 15 
Cole, A 

Cole, cw 3 

Cooper, V 1,17 
Danhof,CH 15.10 
Davies, MG 3,17 


American Economic Association 


Moffat,JE 3,10 
Monroe, AE ve 6 
Moore, FW 10, 12 
Morris, MH 10, 8 
Morrison J 8, 7 
Morrow, CH 20, 2 
Morse, HC 10, 12 
Morse,HC 8, 3 
Morss, 'N 10, 16 
Mosak JL 4, 5 
Mund, VA 1, 19 
Murad, å 7, 
Neal, AC 10,11 
Nerlove,SH 95 
Nielsen,O 4 
Noetzel,GAJ 5,8 


givens r 3, 5 
Opie,R 8,7 
Patterson,SH 17 
Patton, FE 
Patton, RD 2,3 
Paustian, PW 19,2 
Petersen, KR 14, 10 
Peterson, R 6,17 
Pettengill, a $ 3 
Phinney, JT 7,1 
Pierson, JHG 3, H 
Piquet, HS 8,6 
Plummer wc 19,7 
Porter,ARJr 4,3 
Pribram,K 19, 16 
Puffer, CE 14, 6 
Purdy.DA 14, 4 
Pyle,HG 18,10 
Rath,J] 12,17 


Reich,N 17,3 
Reiner 5, 2 
Riggleman, J R 124 
Rogin,L 5,2 
Ruggles, R 5,4 
Russell 

Breen ED 10,19 
Saby,RS 2 
Samuelson,PA 5,4 
Sanford,GW 8,10 
Sarnoff, MM 5, 19 
Schenkel, A 4,9 
Schmidt, ÀB 
Schumacher, AC 5,6 
Schumpeter, JA 5.4 
Seligman. BB 16 
Serrano, EE 6,7 
Seybold, JW 37 
Shaw, ER 11,7 
Shaw, WH 3, 5 
Shearer, Www 5,17 
Sheehan,JH 10, 3 
Sherrard, A 6, 11 
Simons, AM 18, 10 
Simons, MW 2, 10 
Skaug, A 20.17 
Slesinger,RE 5,10 
Sloan, YB 17,18 
Smith, VE 4, 8 
Soldinger, MA 4,17 
Solterer T 4,5 
Somers, HM 7,4 
Spencer, MJ 6, "10 
Spiegel, HW 15,8 
Stevenson, LT 5,10 
Stevenson, RC 10, 7 
Stigler. GI 11,6 
Still RR 17, 5 


2. Economic HISTORY 


Day,C 3 

Eby BS 17,10 
Edwards, GW 9,7 
F aulkner, HU Y 
Fitch, HJ 4,5 
Florinsky, MT 3,8 
onna DR 1,7 
Gay, 

Gay EE JR 15,12 
Gitelson, ML ir- 12 
Gras, NSB 3 
Guyton, PL 6,1 
Hacker, LM 10, 3 
Haller,WJr 1, 19 
Hamilton, EJ 7 8 
Hammond, S 13, 11 
Hart, WL 16,20 
Havens, SM. 7,1 
Heaton, H 


‘ Helmreich, TC 8,19 


Hidy,ME 8,6 
Hyde,DC 3 4 
Jenks, ,LH 8 
ennings.WW 11,16 
Johnson, EAJ 1 
Kemmerer, D 
Kessler, WC 11,12 
Labastille, EM 8, 16 
Lake,WS 7,4 
Larson,HM ii 
Lassen, AP 16,8 
Lebergott, S 17, 19 
Lippincott, I 16,8 
Mackintosh. WA 5,6 
Marburg.TF 3,10 
Martin,EW 8 
McKinley,SJ 8,14 
McVey,FL 6,3 
Mosk,SA 16, 8 


Stinneford,CL 2,17 
Stolper,G 6,5 
Stolper, WF 5,8 
Stricker AKJr 3,11 
Strickland, MA 17 
Sullivan,R 8,19 
Swonger,CW 12,7 
Taeusch,CF 2,15 
Taylor, AW 3,9 
Taylor,CT 6. 4 
Terpenning,WA 2,5 
Towne,ET 19,10 
Traywick, DE 2,4 


Waiton,IT 7 7 
Waters, RH 14, 4 
Watkins RJ 3, 10 
Waugh, AE 4, 19 
Weintraub,S 7, 5 
Weisenfeld, AH 17 
Weiss, FJ 16,11 
tent GM 5,4 
Wiest,E 7,10 
Williams, cs 3,16 ` 
Wilmot WVir 14 A 
Winslow, RS 10,3 
Wolfard JA 17, 3 


- Wolfe, AB 20,3 


Wolfe, FE 4, 9 
Wollman.N 7,10 
Wright,CC 6,7 
Wright,W 5,11 
Yntema,DB 4.18 
Zassenhaus,HK 5,2 
Zingler,EK 17,3 
Zuckerman,H 3. 16 


Nef,JU 10.1 
Normano JF 1,3 
Norton,J R 1,8 
Olson, AL 1,3 
Orton, WA 3, 17 
Packard, RM 
Peterson. MS 16,19 
Redlich, EFL 7, 17 
Ricketts, EM 8, 19 
Schwartz. D ii, 4 
Shaw, HER 3 
Simon,SE 17,3 
Smith, RS 19, "20 
Taylor, GR 10, 1 
Tilton,CG 17, 8 
Usher, A AP 16 
Virtue,GO 3,17 
Williamson, HE 7,11 
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Howell, PL 10, 3 
Jacobs, AT 18, 10 

J ensen, VH 2, 18 
Jones, AH 1, g 
Kaltenborn HS 1,18 
Kelley, 1,2 
Kellogg RM 19, 20 
Kelly MA 1°, 18 
Kerr,C 

Roa TA 1,7 
Killingsworth, ‘els 18,10 


ee a 9,1 
Leonard, WN 14, 2 
Lester RA 7,5 
Levin, SM 20,19 
Lindsay, SM ’18, 2 
Livernash, E sit 18 
Logan, HA 
Lubin, 
Lukens, SJ 11,12 
Lumpkin KD 2,18 
Luten, DB 5,3 
Lutzker,S i8, 4 
Magnusson, L 20 
Maher,AG 18,10 
Maneval, RK 14.4 
Marquardt, PL 1,2 
Mayo,GE 
McCabe,DA 3,19 
McConagha, WA 3,6 
McNatt,EB 18 


Classification of Members 


Meeker,R 7,5 
Melcher, Ww 8 
Miller, ET 8,1 
Miller, GW 19, 1 
Mitchell, AW 2, 18 
Mittelman, EB 18, 10 
Moe,FB 9, 6 
Morgner, A 1,11 
Morley,BR 18, 16 
Mulliken, OE 18, 15 
Murray,EB 7,1 
Myers,AH 10, 6 
Myers,CA 18, 1 
Myers, HB 18, 4 
Myers, RJ 4, 18 
Newman, PC 11,18 
Norgren, PH 10, 13 
Northrup, HR 20, 1 
Norton,TL 18,1 

o’ Beirne, BE 10, 3 
O'Leary, JM 20, it 
Oliver Cir 14,11 
O'Neill. HJ 5, À 


Owen, WV 18 
Palmer, DL 11,16 
Palmer, GL 4 
Pancoast, E 19,18 
Pancoast, ,OJr 5, 19 
Parkinson, R 18, 10 
Peck,G 10,3 

Pelz EJ 4 

Perlman, S 3,2 
Persons, CE P 18 
Petshek, KR io, ii 
Phillips, 'WJJr 2,5 
Pierson, FC a 
Pinchbeck, RB 18,6 
Poulton,EE 5,7 
Ransom, WL 10, 11 
Raushenbush, C 18,14 
Reddick,OI 8,2 
Reynolds, LG 11,10 
Riches, EJ 8,6 


Riegel, JW H 
Riley, HE 4,6 
Robb, WC 


Robbins, EC 18 
Roberts, DR ` 10,11 
Roberts, "HS 14, 4 
Robinson, TH 8, if 
Rosen,G 5,7 
Ross,M 18,2 
Rubenstein,t 4,11 
Ryan.FL 13,2 
Saks,JI 18,10 
Saletan AL 1, a 
Saposs,D] 20,18 
Schlagenhauf, MJ r 8 
Schwenning, GT 
Scott, KM 18,10 


Seidl, JCG 13,4 


Seidman,J 18,19 
Seltzer,G 6,18 
Shea JW 


Shlakman, V 2,18 
Slavetinsky,FM 5,10 
Slichter,SH 5,1 
Smith,AA 6 Vi 

Smith, ED 11, 18 


Soltar, ERB 11, 18 
Spiegel, DK il, 16 
Spielmans. JV 3, H 
Starnes, GT 16, 12 
Stead, WH 10, 18 
Stein, E 10,16 
Stern, B 4 
Stevens, GD 3,10 
Stewart, BM 18, 4 
Stockton, FT 10, 3 
Stone, EA 16,10 
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Stone, RW 1,4 
Studley.[D 18,19 
Sufrin,SC 1,10 
Swanish, PT 11,18 
Taft,P 18.3 
Taylor,AG 3,1 
Taylor,Gw ll, 10 
Tead,O 3,10 
Teper, L 13.4 
Todd AJ 18,20 
Townley. WW 
Trezise,PH 10,18 
Troxell JP 11, $ 
Turney. MC 1 6 
Tyson, FD 
Underhill. HE” ie 19 


Walden. SSW ae 11 
Walsh, JR 
Warburton. AA 20,16 
Ward,FB 1,9 
Watkins. Gs’ 3,1 
Weber, EB 18, 19 
Weiner, CM 20,4 
Weintraub, a il, 18 
Weiss, H {8,10 
Weisskopf, WA 1,5 
Welch,EH 18.20 
Wermel, MT 18,1 
Williams, KB 4, 5 
Williams. W 3,1 
Willits, JH 
Winters.RA 1,8 
Wolf,HD 18,1 
Wolfson, T 18, 3 


Zorbaugh; GSM 19,6 


18. SOCIAL INSURANCE; RELIEF; PENSIONS; PUBLIC WELFARE 


Abelson,OI 6,17 
Armstrong, FA 19,12 
TA 10,4 
Best, H 17,16 
Bactiey. LF 17,1 
Burns.EM 17,1 
Cahn. FT 19, 10 
Cassidy, HM 17 
Chakerian,CG 16,3 
Chickering, MA 
Clague,E 17,10 
Clark, HF 16.19 
Cohen „WJ 17,10 


19. CoNSUMPTION ; 


Aikin,AM 9,6 
Andrews, BR 
Bonde, RL 
Buechel,FA 4 
Burnett, ‘EP 8,11 


Crawford. MM. 1,10 
Cross,HW 2,3 
Crotean JT 17 
Curtiss, BA 10, 14 


20. POPULATION ; MIGRATION ; 


Burdick, ED 4,1 

Chenault, LR 8, 4 
Dedrick, CL 4, 16 
Finnegan, JH a 1 


Ditmars,AG 6,5 
Dunn, 8 
Eldridge, LE 17,10 
Falk,IS 20 
Ficek,KF 10,11 
Gambs,JS 17,1 ° 
Gray,ES 19, 30 
Hawkins,ED 17,10 
Jocher,K 16,1 
Klein,P 17 
Latimer,.MW 17,14 
Mangold.GB 17,20 
Martin,ME 2, 19 


Dempsey.BW 6,1 
Dugan, JE 5,4 
Efroymson.CW 2,1 
Goldstetn.B 10,17 
Gordon,LJ 17,8 
Gottsegen, JJ 13 16 
Grove,EW 4.15 
Gunselman,MA 
Hope,J 18,1 
oyt, E 
Huber, ML 5,4 
Knapp, JG 15,12 
Kneeland,H 12 


Harrison,DM 2,1 
Smith,L 19,16 
Spengler, JJ 1,5 


~ 


McLean, H 17 
Miller, TA 17,10 
Morgan, 
Muntz, EE 17,20 
Murray,MG 17, 20 
Naidel,S 4,17 
Osias, MS 10,17 
anda 17, 10 
Parker. JS 19, 5 
Paschal E 17, 19 
Rohrlich GF 10, 17 
Rorem.CR 4,6 
Rowe, KW 17,2 


Kyrk, H 
Lindeman, ] 5, , 
Llewellyn, EC 


ynd,RS 3 
MeLaaghlia, FC 16,2 
Miller, JW 12,5 
Morse, RL e 
Murray, JH 4,2 
Nussbaum, H 5,4 
Pecimanda 6,4 
Reid, MG 
Rubmer. OEM 2,1 
Sapir,HM 1,3 


Taeuber,CF 
Vance,RB 15,16 
Weber,AF 16,14 


Singer, IL 1,17 
Somers, HM 17,4 
Stauffer,WH 6,10 
Stoflet,AM 17 
Tripp,LR 6,17 
Varley, DY 4.5 
Venneman. HF 10,17 
Wandel, WH 19 
Webbink, P 17,10 
Weitz,L 6,17 
Willicnsos, WR 96 
Witte,EE 17,10 
Witte, EF 17, 19 


INCOME DISTRIBUTION ; CO-OPERATION 


Schlink, FJ 12,10 
Smythe, TLT 151 
Stecker ML 17,18 
Stratton, H} 10, 6 
Sweezy, MY 2, 6 
Tandy, 13 
Tereshtenko,VJ 3,16 
Thorne,AC 12 
Weinfeld.W 4 
Wellman,HC 17,9 
Wentworth.EC 17 
Weodbury,RM 20,17 


VITAL STATISTICS 


Whelpton.PK 4,15 
Wilson,EB 4,1 
Yagoda, G 11,2 
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The United States and Territories 


Note: Subscribers to the American Economic Review are indicated by italics 


ALABAMA 


Auburn 
Alabama Poly. Inst. Lib. 


Birmingham 


Birmingham Pub. Lib. | 

Birmingham-Southern Col. 
Lab. 

Birmingham Univ. Center, 
Corner of 6th Ave. and 
22nd St. 

Hawk, E. Q. 

Howard Col. Lab. 


i 


Camp Hill 
Lanham, B. T. 


Jacksonville 
State Teachers Col. Lib. 


Livingston 
State Teachers Col. 


Marion 
Judson Col., Carnegie Lib. 
Parker, C. 

Montevallo 
Alabama Col. Lib. 


Montgomery 
Huntington Col., Houghton 
Lib. 


Spring Hill 

Slavetinsky, F. M. 

Spring Hill Col, Thomas 
Byrne Memorial Lib., Mo- 
bile Co. 

Talladega 


.Kranold, H. 
Talladega Col. Lib. 


Tuscaloosa 
Alyea, P. E. 


Tuskegee Institute 


Hollis Burke Frissel Lib. 
Tuskegee Inst. Records and 
Res. Dept. 


University 
Bidgood, L. 
Chapman, H. H. 


Holladay, J. 

Morley, B. R. 

Univ. of Alabama Bus. Lib., 
Box 2817 

Univ. of Alabama Lib. 


ALASKA 


College 
Univ. of Alaska Lib. 


i 


Juneau 
Fisher, TG \ 


ARIZONA 
Flagstaff 


` Arizona State Teachers Col. 


Lib. 


Tempe 


Arizona State Teachers Col., 
Matthews Lib. 


Tucson 


Brown, E. J. 

Gourrich, P. P. 

Gray, L. R. 

Harvill, R. A. 

Hudson, P. G. 

Perrone, P. D., j 
Schmidt, A. B. 

Strickler, G. W. 

Univ. of Arizona Lib. 


ARKANSAS 


Arkadelphia 


Ouachita Col. 
Whaley, O. 


Conway 


Arkansas State Teachers 
Col. Lib. 

Gooden, O. T. 

Hendrix Col. Lib. 


- Howell, P. L. 


Fayetteville 


Hunsberger, G. E. 
Kelley, P. C. 
Logan, R. R. 
Milam, P. W. 
Oakley, C. K. 
Scott, K. M. 


Univ. of Arkansas Gen. Lib. 
Vining, D. R. 

Jonesboro 
Arkansas State Col. Lib. 


Little Rock 
Little Rock Pub. Lib. 
U. S. Dept. of Agric. Lab., 
Donaghey Trust Bldg. 
Monticello 
Arkansas A. and M. Col. 
Lib 


tb. 
Hodges, J. R. 


Russellville 
Arkansas Poly. Col. Lib.. 


Searcy 
Gibson, E. W. 


CALIFORNIA 


Alhambra 
McLean, E. M. 


Altadena 


Austin, C. B. 
Harriman, E. A. 
McAllister, P. S. 


Arlington 
Ambs, K. F. 


Bakersfield 
Kern Co. Free Lib. 


Balboa Island 
Jones, W. O. 


Berkeley 


Benedict, M. R. 
Buchanan, N. S. 
Cassidy, H. M. 
Cave, R. C. 
Chickering, M. A. 
Condliffe, J. B. 


Cooper, W. W. 
Cross, I. B. 
Daggett, S. 
Dunham, S. H. 
Ellis, H. S. 
Ellsworth, V. T. 
Erdman, H. E. 


Fellner, W. J. 


Geographical List of Members and Subscribers 


Gordon, R. A. 
sreene, C. D. 
irether, E. T, 
sulick, (es A. 
Joadley, W. E. Jr. 
Tuntington, E. H. 
ohnson, T. V 
Cidner, F. L. 


togin, L. 


7 S. Dept. of Agric., Bur. 
of Agric. Econ., 222 Mer- 
cantile Bldg. 

Jniu. of Cahforma, Gian- 
mni Found. Lab. 

Intu. of California Lib. 

Jnw. of Califorma Lib. of 
Econ. Res., 117 Lib. Bldg. 

Vance, L. Lo 

zon Ciriacy-Wantrup, S. 

Voorhies, E. 

Beverly Hills 


Beverly Hills Pub. Lib. 
Srisbee, I 
Nulsen, R. H. 
Big Sur 
3rown, L. 


Brawley i 
Brawley Union S School 
and Junior Cal, Lib. 
Burbank 
Palmer, D. L. 


Canoga Park 
Eberle, G. J. 

Chico 
Chico State Col. Lib. 


Claremont 
Coons, A. G. 
Duncan, K. 

irk, W. 
Pomona Col. Lib. 


Davis 
Univ, Farm Lab. 


Deep Springs 


Kelly, A. W. 
Whitney, S. N, 


El Centro . 
El Centro High School Lib. 


Fresno 


Fresno City Br., Fresno Co. 
Free Lab, 
Eo State Teachers Col. 


Pan, J. D. 


Fullerton 


Fullerton Junior Col. Lib, 
Fullerton Pub. Lib., 143 E. 
Wilshire 


Glendale 


Glendale Jumor Col., 1500 N. 
Verdugo Rd. 

Glendale Pub. Lib., 319 E. 
Harvard St. 


Hollister 
San Benito Co. High School 


Lib. 


Hollywood 


Hellgren, Mrs. Nora, 1201 
N. Mansfield Ave. 


Metzger, C. R 


La Jolla 
Shelton, H. W. 


Long Beach 


Long Beach Junior Col. Lib., 
4901 E. Carson St 

Long Beach Pub. Lib. 

Shields, T. K. 


Los Angeles 


Anderson, B. M. 
Billig, W. C. 


Gale, H. R. 

George Pepperdine Col. Lib., 
1121 W. 79th St. 

Handsaker, M. 

Hill, G. B, 

Hong, E. N. 

Hunt, R. D. 

Jorz, M. W., 557 N. Orlando 
Ave. 

Leonard, LL 

Los Angeles City Col. Lib., 
855 N. Vermont Ave. 

Los Angeles Co. Pub. Lib., 
Central oe 322. Oo. 
Broadwa 


Los Angeles Pub. Lib., 530 


S. Hope St 
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Loyola ‘Univ. of Los An- 
geles, Students Lib. 

Mangold, G. B 

Marston, O. J. 


Occidental Col. Lib. 

Pegrum, D. F. 

Pettengill, R. B. 

Polyzoides, A. T. 

Powell, W. 

Pulido, Proceso, 456 S. 
Western Ave. 

Rapp, R. E 

Read, L. E. 

Ross, T. H. 

Rossetti, V. H. 

Smith, R. J. 

ap hill M. M. 

Trefitzs, K. L. 

Univ. of California ai Los 
Angeles, 405 Hilgard Ave. 

Univ. of Southern Califor- 
nia, Univ. Park De 


Woodbridge, F. W. 


Marysville 


Yuba Co. Junior Col, Union 
High School Lib. 


Mills College 


Hoover, G. E. 
Margaret Carnegie Lib. 


North Hollywood 
Helbing, A. T. 


Oakland 


Col. of the Holy Names, 
2036 Webster St. 
Oar ahe Pub. Lib., 659 14th 


Ontario 
Chaffey Memorial Lib. 


Palo Alto 


Marshall, S. M. 
Palo Alto Pub. Lib. 
Silberling, N. J. 
Spalding, M. T. B. 


Pasadena 


Davies, M. G. 

Hopkins, L. J. 

McClintic, J. O. 

Pasadena Jumor Col., 1570 
E. Colorado St. 

Pasadena Pub. Lib., 285 E. 
Walnut St. 
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Pearson, D. C. 
Piper, C. B. 


Pomona 
Pomona Pub, Lib. 


Redlands 


A. K. Smiley Pub. Lib. 
Univ. of Redlands, East Col- 


ton Ave. 


Riverside 


Holmes, F. B. 
Riverside Junior Col. Lib. 


Sacramento 


California State Lib. 

Sacramento City L1b., 9th 
and I Sts 

Sacramento Junior Col. Lib., 
3835, Freeport Blvd. 


Salinas 
Bengston, K. J. 


San Bernardino 


San Bernardino Valley Jun- 
tor Col. 


San Diego 


Cameron, R. E. 
San Diego Pub. Lab. 
San Diego State Col. 


San Francisco 


Atkins, D. 

Buchanan, J. M. 

Chau, Y. P. 

Culver, Kenneth L., D. C. 
Heath and C 0., 182 2nd St 

Goldner, W. 

Grady, H. F. 

Lipman, F. L. 

Mechanics Mercantile Lab., 
57 Post St. 

Miller, A. R. 

Pacific Tel. and Tel. Co. 
Lib., 140 New Montgom- 
ery St. 

Rebelé, R. H. 

Ryan, F. L. 

San Francisco Junior Col. 

tb., Ocean and Phelan 
Aves. 

San Francisco Pub. Lib., 
Civic Center 

San Francisco State Col, Lib. 

Schmidt, C. T. 

Swan, E. J. 

Univ. of San Francisco Lib., 
2130 Fulton St. 

Wheeler, O. P. 


San Jose 
San Jose State Col. Lib. 


San Marino 
Gay, E. F. 
King, A. F. 
Perry, R. H. 
Young, A. N. 


San Mateo 


Lassen, A. P. 
San Mateo Junior Col. 


San Rafael 


Dominican Col. Lib., Gus- 
man Hall 


Santa Ana 


Santa Ana Junior Col. Lib., 
917 N. Main St. 
Santa Ana Pub. Lib. 


Santa Barbara 
ee he Donald, 831 State 
i 


Santa Barbara: State Col. 
Lib. 


Santa Clara 
Moonitz, M. 
Pagani, T; Jr. 
Univ. of Santa Clara Docu- 
ments Lib. 


Santa Cruz 


Santa Cruz Pub. Lib., 52 
Church St. 


Santa Monica 


Carver, T. N. 
Santa Monica Pub. Lib. 


South Pasadena 


Bullock, Paul, Jr, 
Fremont Ave. 

Gillespie, J. R. 

Marble, J. M. 


1623A 


Stanford University 


Farnsworth, H.C. 
Haley, B. F. 
Hopkins, W. S. 


5 tanford Univ. Lib. 
Timoshenko, V. P. 


American Economic Association 


Whitaker, A. C. 
Working, H. 


Stockton 
Baker, C. O. 


Sunol 
West, C. H. 


Ventura 
Ventura Co. Free Lib. 


Whittier 


Spaulding, C. B. 
Whittier Col. Lib, 


CANAL ZONE 


Camp Paraiso 
Rosenfeld, Ira 


Coco Solo 


Malter, Newell, SA 2C, Box 
105, Sub. Base 


COLORADO 


Boulder 


Cramer, E. H. 
Garnsey, M. E. 
Jensen, V. H. 
McGuire, C. W. 
Niehaus, F. R. 
Petersen, E. 

Univ. of Colorado Lib. 


Colorado Springs 


Burke, J. W 
Colorado Col., Coburn Lib. 
Wollman, N. 


Denver 


Allen, E. J. 
ge LC, 
Burtt, E. J., Jr. 
Carmichael, Fe, 
Cherrington, B. M. 
Collins, C. 
Ke Pub. Lib., Civic Cen- 


Gillis, A, D. 
Halaas, E. T. 
W. M. 
T 


< 


Hollowell, 

Lauterbach, A. 

May, A. B. 

Newton, J. Q. 

Phipps, L. C. 

Plowman, E. G. 

Rowe, K. W. 

Univ. ‘of Denver, Mary Reed 
Lib., Umi, Park 
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Fort Collins 


Burdick, R. T. 

Colorado State Col. Lib. 
Donaldson, D. N 
Moorhouse, L. A, 


Golden 
Colorado School of Mines 
Lib. 


Greeley 


Colorado State Col. of 
Educa. Lib. 
Hales, C. A. 


Gunnison 


Western State Col. of Colo- 
rado Lib. 


Pueblo 


Haines, C. E 
Pueblo Junior Col, Lib. 


CONNECTICUT 


Bridgeport 
Bridgeport Pub. Lib., 925 


Broad St. 


Danbury 
Day, A.-M. 


Greens Farms 
Lockhart, O. C. 


Greenwich 
Fletcher, H. 


Hartford 


Baker, G. W. 

Case Memorial L103. 39 
Elizabeth St. 

Central Lib., 624 Main St. 

Connecticut State Lib. 

Kleene, ; 

Page, A. C. 

Shepherd, H. L. 

Studley, J. D. 

Trinity Col. Lib. 

Woodward, C. G. 


Middletown 


Fisher, C. O. 
Hallowell, B.’C. 
O’Leary, J. J. 
Wesleyan Univ. Lib. 
Williamson, K. M. 


Mt. Carmel 
Spang, K. M. 

Mystic 
Gruning, C. H, 


New Canaan 


Hatheld, G. W. 
Pary. C L 


New Haven 


Bakke, E. W. 
Boyden, T. C. 
Buck, N. S. 
Day, C. 
Fairchild, F. R. 
Fisher, I. 

Free Pub. Lib. 


Griswold, A. W. 
Hamilton, W. H. 
Hastings, H. B. 
Healy, K. T. 
Jores, R. C. 
Kemp, A. 
Deine C. G., 2nd Nat. Bank, 
Church St. 
Meeker, R. 
Millikan, M. F. 
Schlatter, W. J. 
Smith, E. D. 
Smith, V. E. 
Tator, S. W. 
Van Houten, W. B. 
Walden, S. S, W. 
Warner, R. K. 
Westerfield, R. B. 
Williamson, H. F. 
Yale Law Lib. 


New London 


Bridgman, H. A. 
Chakerian, C. G. 
Connecticut Col. Lab. 


U. S. Coast Guard Acad. 


Lab. 


Old Lyme 
Ely, R. T. 


Pine Orchard 


Adler, J. H. 
Robinson, M. H. 


Stamford 
Trifin, R. 


Stonington 
Haynes, N. G. W. 


Storrs 


Atkinson, L. J. 

Carter, W. H., Jr. 
Leonard, W. N. 
Morthland, R. J. 

Tilton, C. G. 

Univ. ‘of Connecticut Lib. 
Waugh, A. E. 


f 


Taconic 
Schumpeter, E. B. 


Waterbury 


Davis, E. H. 
Husband, W. H. 


West Hartford 


Bailey, W. B. , 

St. Joseph Coi. Lib., 1678 
Asylum Ave. 

Taylor, P. E. 


Westport 


. Clark, J. M. 


Willimantic 


Willimantic State Teachers 
ol. Lib. 


Wilton 
Kellogg, R. M. 


DELAWARE 


Dover 
Dameron, W. R. 


Newark 


Daugherty, M. M. 
Dillard, D 

Gould, J. S. 

Lanier, C.N., Jr. 

Univ, of Delaware Lib. 


Wilmington 


Benner, C. L. 

Lincoln, E. E. 

Snyder, R. M. 

Truss, J. V., State Tax 

Dept, 843 King St. 

Weber, P. J. 

Whitten, W. M. 
Wilmington Inst. Free igh 


DISTRICT OF 
COLUMBIA 


Abramovitz, M. 


‘Abramson, A. V. 


Adamson, W. M. 

Aitchison, B. 

Alden, L. A. 

Alsberg, G. M. 

Ambelang, P. L. 

Amer, Fed. of Labor Lab., 
A. F. of L. Bldg. 


` American Umv. Lib., Mas- 


sachusetis and Nebraska 
Aves, N.W. 
American Uniw. Lib., Grad. 
School, 1901 F Si, NW. 
Anderson, C. J. 


- 
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Army Industrial Col., 21st 
and Virginia Ave, NW. 
Arner, G. B. L. 


Bailer, L. H. 
Baird, F. 
Baker, E. R., Jr. 


i Baker, G. P. 


Baldwin, C. D. 
Baran, P. À. 
Barbash, Ja 
Barnes, C. M. 
Barnes, L. P. 
Barr, A. 
Beach, W. E. 
Beales, L. 
Beckner, E. R. 
Behling, B. N. 
Bell, S. 
Benton, A. H. 
Bernhard, C. G. 
Bernstein, E. M. 
Bigelow, K. W. 
Bigham, T. C. 
Birnberg, R. G. 
Bissell, R. M., Jr. 
Black, "A G. 
Bloom, G. F. 
Bloom, M. R. 
Bloomberg, L. N. 
Boals, G i3 
Bober, M. M. 

H. 

. 0. 


Bohlman, W. 


Brand, C. J. 

Bratter, H. M. 

Brethouwer, M. W. 

Briefs, G. A. 

Brodie, H. 

Bronfenbrenner, M. 

Brookings Inst., 722 Jackson 
PLI, NW. 


Brooks, B. F. 

Brossard, E. B. 

Brown, B. 

Brown, C. C. 

Brown, G. T. 

Buckley, L. F. 

Burchard, J. H. 

Bureau of the Census, 15th 
and Constitution ' Ave., 
N.W. 


Burgess, E. W. 
Burns, A. E. 
Burns, A. R. 
Burns. E. M. 
Burris, BoC: 
Burroughs, R. J. 


Butt, L. E. 

Butt, S. M. 

Cahn, F. T. 

Campbell, F. N. 

Canning, J. B. 

Caplan, B. 

Carlson, K. E. 

Carman, W. W, Jr. 

Caregnie e for 
Int, Peace, 2 Jackson PI, 

Carpenter, O. 

Carwell, J.. 

Catholic Univ. of America 


Chalkley, O. 

Chalmers, H. 

Chase, C H. 

Cherin, 

Cheyney, W. J: 

Childs, J. B. 

Chiepner, B. S, 

Christman, F. L. 

Clague, E. 

Clark, V. S. 

Cohen, W. J. 

Coil, È, 

Colberg, M. R. 

Collado, E. G. 

G ommodity E Ad- 
min, Lab., S. Dept. of 
Agric. 

Compton, W. M. 

Conrad, W. E. F, 

Cook, R. C. 

Cooper, H. S. 

Cooper, L. W. 
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Miller, T. A. 
Mills, M. C. 
Moffat, J. E 
Sauvain, H. C. 
Silverstein, N. L, 
Wells, H. B 


Collegeville 
St. Joseph Col. Lib. 


Crawfordsville 


Ormes, F. R. 
Shearer, W. W. 
Sparks, F. H. 


Evansville 


Long, D. 
Pub. Lib, 11 N.W. Sth St. 


Rosenbaum, C. H 


Ft. Wayne 


Ft. Wayne Pub. Lib. 
Gushing, H. G. 
Travers, F. J. 


Franklin 
Franklin Col. Lib. 


Goshen 
Kreider, C. 


Greencastle 


DePauw Umu. Lib. 
Jome, day 
Ritchie, F. 


Hanover 
Hanover Col, Lab. 


Holy Cross 
Joseph, M. E. 


Indianapolis 


Bailey, i Ja 
State L 
Baker, H B. 
Barrett, D. C. 
Bridenstine, M. G. 
Butler Col. Lib. 
Camp, C. B. 
Efroymson, C. W. 
Harrell, S. R. 
Indiana Central Col. 
Indianapolis Pub. Lib., Read- 
ee Room Dept., St. Clair 


Indiana 


Van Metr e, R. M. 


Kokomo 
Haynes, L. W. 
Shields, P. O. 

Lafayette 
Owen, W. V. 
Purdue Univ. Lib, 
Thomas, R. G. 
Wiley, J. W. 

La Porte 


Hupp, B. W. 


New Albany 
Pub. Lib. 

North Manchester 
Manchester Col. Lib. 


Notre Dame 


Bender, W. C. 
Calkins, F. J. 
Fitzgerald, M. J. 
Kent, R. P. 

Sheehan, J. H. 

Univ. of Notre Dame 


Peru 
Edwards, R. E. 


Geographical List of Members and Subscribers 


Richmond 


Earlham Col. Lab. 
Stinneford, C. L. 


South Bend 


Coyne, W. J. 
Hermens, F. A. 
Larimore, TR 
South ace Pub. Lab. 
Watson, J. D 


Terre Haute 


Bohan, R. T. 
Emeline Fairbanks 


Fndiand State Teachers Col. 


Lib. 
Mitchell, W. F. 
Valparaiso 
Valparaiso Univ. Lib. 


West Baden Springs 
West Baden Col. 


West Lafayette 


Estey, J. A. 
Sheppard, E. J. 


IOWA 


Ames 


Allen, E. D. 

Hart, A. G. 

Hart, D. J. 
Hopkins, J. A., Jr. 
Hoyt, E. E. 

Iowa State Col. Lib. 
Lemke, B. C. 
Morse, R. L. 
Murray, W. G. 
Nicholls, W. H. 
Oderkirk, A. D. ; 


Reid, M. G. 
Robotka, F. 
Schickele, R. W. 
Schultz, W. 
Sa Gs 
Thompson, S. H. 
Wilcox, W. W. 
Wright, W. 


- Cedar Falls 


Towa State Teachers Col. 


ab, 
Pritchard, L. J. 


Cedar Rapids 
Macy, C. W. 


Davenport 
Collins, W. J. 


Mem. 


Decorah 
Luther Col. Lib. 


Des Moines 


Des Moines Pub. Lib., 100 
Locust St. 

Drake Univ. Lab. 

State Traveling Lib. His- 
torical Bldg. | 

Wearters, D. N. 


Dubuque 


Carnegie Stout Pub. Lib, 
Loras Col. Lib., 14th and 
Alta Vista Sts. 
Univ. of Dubuque Lib. 
Fairfield 


Parsons Col. Lab. 


Forest City 
Person, W. A. 


Grinnell 
Grinnell Col. Lib. 
Strong, E. D 

Indianola 
Guyton, P. L. 


Iowa City 


Bowen, H. R. 

Cherrington, H. V. 

Davies, G. R. 

Hickman, C. A. 

Miller, S. L. 

Phillips, C. A. 

Smith, W. R. 

State Univ. of Iowa Lab., 
Lib. Annex 


Lamoni 
Graceland Col. Lib. 


Le Mars 
Fireoved, E. L. 


Mason City 
Mason City Pub. Lib. 


Mt. Vernon 
Cornell Col, Lib. 


Ennis, J 
Oskaloosa 
Penn Col, Liab. 
Pella 
Central Col, Lib. 
Sioux City 
Sioux City Pub. Lib., Main 


Adult Dept,, 6th and Jack- 
son St, 


Story City 
Malone, C. C. 


Waverly ` . 
Wartburg Col. Lib. 


KANSAS 


Atchison 
Baska, L. M. 
Schroll, M. A. 

Baldwin 
Guest, H. W. 


Emporia 

Kansas State Teachers Col. 
ib. 

Pickett, R. R 
Ft. Scott 

Pollock, K. W. 


Hays 


Clover, V. T. 
Cole, D. M. 
E Hays Kansas State Col. 


Hillsboro 
Tabor Col. Lab. 


Independence 
Independence High School 
Lib. , 


Kansas City 


Junior Col. Lib., 824 State 
Pub, Lib., Huron Sq: 


Lawrence 


f 


Seelye, A. L., 


Div. 
dy of Kansas ie Period. 
Dept. 
Waters, L. L. 


Lindsborg 
Bethany Col. Lib. 


Manhattan 


Grimes, W. E. 
Gunselman, re A, 
Hodges, J. A 

Rais State Ç ol. Lib, 


t 


j 
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McPherson 
Olson, O. A. 


North Newton 
Bethel Col. Lib. 


Ottawa 
Ottawa Univ. Lib. 


Pittsburg 
Kansas State Teachers Col., 
Porter Lib. 
Pratt 
Junior Col, Lib. 


Salina 
Viau, J. M. 


Sterling 


Douglas, G. A. 
Sterling Col. Lib. 


Topeka 


Kansas State Lib., 
House 

Marcoux, D.C. 

Martin, E. W. 

Topeka Free Pub. Lab. 

Washburn Municipal Univ. 
Lib. 

- Wales, H. G. 


Wichita 
Friends Univ. Lib. 


Ricketts, F. M. 
Wichita City Lib. 


Winfield 
Southwestern Col. Lib. 


State 


KENTUCKY 


Barbourville 
Union Col. Lib. 
Berea 
Berea Col. Lib. 
Bowling Green 
Bowling Green Bus. Univ. 
Lab. 
McKinney, D. H. 
Milroy, R. R. 
Western Kentucky State 
Teachers Col. Lib. 
Danville 
Centre Col. Lib, 
Leese, C. 
Frankfort 


Unemp. Comp. Com., 


Dept. 
ae Ind. Rela, 


Lexington 


Bekker, K. 
Best, H: 
Carpenter, C: 
Carter, L. H. 
Hall, W. S. 
Jennings, W. 
Ketchum, M. 
W. 
Is, 


C. 

W. 

D. 
Martin, if 

McVey, F. 

Nicholls, W. D. 
Palmer, E. Z. 

Price, H. B. 

Sullivan, R. 
Transylvania Univ. Lib. 


Univ. of Kentucky Lib. 
Wiest, E 


Louisville 


Louisville Free Pub. Lib., 
4th and Library PI. 


Reed, E. W. 

Slavin, S., c/o YMH.A., 
S. 2nd St. ; 
Umu. of Louisville Lib., 


Belknap Campus 


` 


Murray 
Murray State Teachers Col. 
Lib. 


Richmond 


Eastern Kentucky State 
Teachers Col. Lib., Lan- 
caster Ave. 

Moore, W. J. 


LOUISIANA 


Baton Rouge 


Barnes, W. P., HI 
Bowlus, R. E, 
Bradbury, R. W. 
Gile, B. M. 
McCracken, H. L. 
Scroggs, W. O. 


. Trant, J. B. 


Camp Livingston 
Levitan, S. 


Hammond 

S outheastern Louisiana Col. 
1b. 
Lafayette 


Clemens, E. W. 

Phillips, W. J.. Jr. 

S ee Louisiana Inst. 
ib, 


Natchitoches 
State Normal Col. Lib, 


American Economic Association 


New Orleans 


Bonnett, C. E. 
Buchan, L. J. 
Cronin, J. A. 
Dillard Univ. Lib. 
Dinwiddie, G. S. 
Elsasser, R. W. 
Jones, A. H.. 
Howard-Tilton Mem. “Lib; 
Audubon PI. and Feret 
Loyola Univ. Lib., 6363 St. 
Charles Ave. 

Mitchell, H. A. 

New Orleans Pub. Lib. 

Phelps, E. 

Southern Forest Exp. Sta., 

d. Office Bldg. 

ie R. M. 

VanKirk, J. C. 

Xavier Univ., New Unit, 
W ashington and Pine Sts. 


Ruston 


Ford, A. W. 
Louisiana Poly. Inst. Lib. 
Smolinski, H. J. 


Shreveport 
Centenary Col. Lib. 


University 
Ballinger, R. A. 
French, R. W. 
Louisiana S tate Univ., Agric. 
Econ. Lib. 
Lowsiana State Umv. Lib. 
Preston, S. W. 


MAINE 


Bangor 
Bangor Pub. Lib. 


Brunswick 


Abrahamson, A. 
Bowdoin Col, Lib. 
Brown, P. M. 
Catlin, W. B. 
Cushing, M. B. 
Lusher, D. W. 


Damariscotta Mills 
Hodgkins, A. R. 


Lewiston 


Bates Col. Lib, 
Carroll, J. M. 
Winters, R. A. 


Orono 
Chadbourne, W. W, 
Kirshen, H. B. 
Univ, of Maine Lib, 
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Portland 
Jordan and Jordan, Fidelity 
` Bldg. 

‘Waterville 


Breckenridge, W. N. 
Morrow, C. H. 
Wilson, W. C. 


MARYLAND 


Annapolis 


Schaffner, J. H. 
U. S. Naval Academy Lib. 


Baltimore 


Austrian, J. 

Bullock, R. J. 

Carison, R. E. 

Cooper, H. E. 

Cronin, J. F. 

Eisenberg, G. G. 

Enoch Pratt Free Lab. 

Evans, G. H. Jr. 

Goucher Col. Lib. 

Heaney, N. 

Johnson, Janet B., Patterson 
Park "High. School, Pratt 
and Ellwood St 

Killingsworth, C. C. 

Loftus, J. A. 

Marburg, T 

Morgan Col. Lib. 

Morrissy, E. 

Notre Dame Col. Lib, N. 
Charles St. 

Pancoast, E. 

Paschal, E. 

Peabody Inst. 

Reynolds, A. J. 

Reynolds, L. G. 

St. Mary's Sem. Lib., Ph- 
losophy Dept., N. Paca St. 

Shriver, l 

Stevens, W. M. 

Stowe, Robinson B., 2631 St. 
Paul St. 

Unw. of Baltimore Lib. 

Wentworth, E. C 

Wermel, M. T. 

Weyforth, n ot 

Wiesenfeld, H 

Wolman, A 


Bethesda 


a7 


mea 


Hengren, R E 
Hilken, H., G, 
Jarrett, J. M. 


Thompson, D. 
Tierney, J. ae 


Kenely, M. L. 
Kennedy, W. F. 
Kerschbaum, P. R. 
Kinzie, G. R. 
McDiarmid, O. J. 
Norgren, P, H. 
Potter, A. A. 
Reeve, J. E. 
Riley, R. H. 
Welch, E. Hy 


Winslow, H. J. 


Yntema, D. B. 


Chestertown ' 
Washington Col., 


George 


Avery Bunting Lab. 


Cheverly 


| Denison, E. FE. 


Snell, H. K. 


Chevy Chase 
Adams, Q. 


Ashton, H. 


Bernhardt, J. 
Black, H. RE. 
Chawner, L. J. 
Cooley, H. B. 
Crawford, A. W. 
Ferebee, EE 


F ishburn, T 


Gardner, W. R. 
Garfield, F. R. 


Goldenweiser, E. A. 


Gordon, 
Gross, B. “i 
Hayes, S. P., Jr. 


Jenkins, W. B. 


Labovitz, I. M. 


Marshall, L. C. 
Murray, M. G. 


O. 
Schmidt, O. A. 
Steiner, G. À. 
T homas, W. n 


Williams, 7 B. 
Wilson, M. L. 
Wynne, W. H. 
Young, J. P. 


Clinton 
Massel, J. M. 
Massel, M. S. 

College Park 


Clark, L. H. 
Gay, M. C. * 
Gruchy, A. G. 
Hagen, E. E. 


Hawkins, E. D. 


Univ. of oe Lab. 


Wyckoff, 
Emmitsburg 


Mt. St. Mary's Col. 
» St. Joseph s Col. 


Forest Glen 
Kebker, V. W. 


Frederick 
Reddick, O, I. 
_ Garrett Park 
Nelson, J. C. 


Greenbelt 
Lebergott, S. 


Green Meadows 


Greenberg, L. 


Halethorpe 
Smith, C. W. 


Hyattsville 
Shirley, R. V. 
Taeuber, C. F. 
VanSant, E. R. 

Kensington 
Hoover, E. M, Jr. 
Mitchell, J. N. 

Lanham 
Lester, A. H. 


Middle River 
Troxell, J. P. 


Mt. Rainier 


Burkhead, J. V. 
Farley, J. T. 
Mosak, J. L. 
Prewitt, R. A. 
Shiskin, J. 


New Windsor 
Jefferis, R. P., Jr. 


Rockville 
Redpath, J. M. 


Silver Spring 


Andrus, J. R. 
Buchanan, A. 
Cummings, 


He J: 
Deupree, R. G. 
ae i 


Mayer, R. W. 
McPherson, W. H. 
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Ronk, S. S. 
Stapp, P. 
Turner, R. 
Ulrey, I. W 


Takoma Park 


Bacon, M. A. 
Smith, J. M. 
Wiers, P. 
Wood, R 


Towson 


Maryland State 
Col. Lib. 


Teachers 


Trappe 
Leonard, N. H., Jr. 


Westminster 
Western Maryland Col. Lib. 


Westmoreland Hills 
Falck, E.. 


MASSACHUSETTS 


Amherst 


Amherst Col. Lib. 
Cance, A. E. 

Chandler, L. V. 

a nan State Col. 


Rozman, D, 
Taylor, G. R. 


Arlington 
Finger, M. E. 


Babson Park 


Babson Inst. Lib. 
Babson, R. W. 


Belmont 


Crafts, P. C., Jr. 
Huse, C. P. 


Boston 


Abbott, C. C. 

Arendtz, H. F. 

Bass, L. W 

Bliss, C. A. 

Bloomfield, D 

Borden, N. H. 

Boston Athenaeum, 10% 
Beacon St. 

G hs Pub. Lib., Copley 


q. 

Boston: Pub, Lib., Kirstein 
Bus. Lib., 20 City Hall 
Ave., dst Fl. 

Boston Uniw., Bus.. Adan. 
Lib., 685 Commonwealth 
Ave. : 


Boston Univ. Lib., Col. of 
Lib. Arts, 688 Boylsion St. 

Bryant, E. S. 

Cahouet, R. H. 

Cobb, W. C. 

Copeland, M. T. 

Dept. of Labor and Indus- 
tries Lab., 473 State House 

de Vegh, i 

Div. of Unemp. Comp., 881 
Commonwealth Ave. 

Donaldson, M. H. 

Donham, W. B. 

Doriot, G. F. 

Ebersole, J. F. 

Faxon, F. W., Co., For 
Amer. Lib. in Paris, 83 
Francis St. 

Field, M. 

Filene, L. 

Folts, F. E. 

Friedberg, M. 

Gilbert, H. N. 

Gragg, C. L 

Gras, N. 5. B. 


Gruener, J. R 


“Hamilton, R. S. 


Hanson, A. W. 

Hosmer, W. A, 

Hubbard, J. B. 

Hunt, P i 

Kelley, J. W. 

Lagerquist, W. E. 

Larson, H. M. 

Learned, E. P. 

Lewis, H. T. 

Locke, H. D. 

Lukens, S. J. 

Massachusetts State Lib., 
State House 

Masson, R. L. 

Mayo, G. E. 

McDonough, C. A. 

Meriam, R. S. 

Merrill, E. 

Myers, A. H. 

Northeastern Uniw. Lib., 360 
Huntington Ave. 

Packard, R. M. 

Perkins, J. S., Boston Univ., 
688 Boylston St. 

Robbins, E, C. 

Ruggles, C. O. 

Sanders, T. H, 

Schlagenhauf, M, J. 

Selekman, B. M. 

Simmons Col. Lib., 300 The 
Fenway 

o Col. Lib., School 
of Social Work, 18 Som- 
erset St 

Slichter, S. H. 

Smith, D. T. 

Smith, GA: re bat 

Snider, JL: 


. American Econontuc Association 


Stalson, J. O 


- Sutcliffe, W. G. 


Sweet, H. N. 

Swonger, C. W. 
Teachers Col. of Boston 
Lib., Huntington Ave. 

Thomas, H. P. 
Tosdal, H. R. 
Ullman, A. 
Wernette, J. P. 
Wilson, E. B. 


Bradford 
Bradford Junior Col. Lib. 


Bridgewater 
State Teachers Col. Lib 


Brookline 


Brown, D. V. 
DiVenuti, B. 
Eaves, L 
Sommaripa, G. G. 


Cambridge 


Bennion, E. G. 

Black, J. D. 

Bourne, W. N. 

Brown, T. H. 

Burbank, H. H. 

Butters, T, K. 

Canfield, A. J. 

Chamberlin, E. H. 

Cole, A. H. 

Cole, B. S. 

Conant, L. 

Crum, W. L. 

Cunningham, W. J. 

ne Reid M., 128 Oxford 

t 

Dewey, D. R. 

Domashevitsky, J. 

Dunlop, J. T 

Exter, J. E. 

Freeman, R. E. 

Frickey, E. 

Glover, J. D 

Haberler, G. 

Hail, C. A., Jr. 

Halley, D. M. 

Hansen, A. H. 

Harris, S. E. 

Harvard Col. Lib., Serial 
Div. 

Harvard Univ., Com. on Res. 
in the Soc. Sci, 38-40 
Holyoke House 

Harvard Uniw., Law School 
Lib. 

Harvard Univ. Lib. 

Hersey, M. L. 

Horowitz, D. L. 

Jackson, DC. 

Leontief, W. W. 

Maclaurin, W. R. 
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Massachusetts Inst. of Tech. , 


Massachusetis Ave. 
Minsky, H. P. 
Monroe, A. fos 
Myers, C. A 
Radcliffe Col, Lib. 
Rogers, B. A. 
Rosa, R 
Samuelson, P. A. 
Schumpeter, J. A. 
Segal, M. R. 
Sprague, O, M. W. 
Stettner, W. F. 
Stratton, S. S. 
Thresher, B. A. 
Tsuru, S. 

Tucker, D. S. 
Usher, A. P. 

Williams, J. H. 
Wilson, E. W. 
Woolly, H. B. 


Charlestown 
Calder, P, R. 


Chestnut Hill 


Boston Col, Lib., Bus. 
School 
Boston Col, Lib., Univ. 
Heights 
Carmichael, D. J. 
Foley, E. B 
Concord 


Cherington, C. R. 


Fall River 
Fall River Pub. Lib. 


Fitchburg 
State Teachers Col. Lib. 


Framingham 
Keir, J. S. 


Hanover 
Hunt, B. C. 


Haverhill 
Haverhill Pub. L:b. 
Leominster 

Trafton, G. H. 
Longmeadow 


Clark, R. N. 
Ronk, S. E. 


Longmeadow-Springfield 
Richard Salter Storrs Lib. 
Medford 


Halm, G. N. 
Livernash, E. R, 
Staley, A. E. 


Melrose 
McFeaters, M. C. 


Needham 


. Morss, N. 


Newton 


Burney, W. J. 
Newton Free Lab. 


Newton Centre 


McKinley, S. J. 
Ullian, F. S. 


Newtonville 
Kobrock, J. P. 


Northampton ) 


Douglas, D. W. 
Faulkner, H. U. 
Forbes Lib. 
Lowenthal, E. 
Lumpkin, K. D. 
Orton, W. A. 
Smith Col. Lib. 
Willett, E. F. 


Norton 


Hidy, M. E. 
Jennings, H. C. 
Wheaton Col. Lib. 


Quincy 


Bowen, Loy J, P.O. Box 
293 


Roxbury 
Swift, P. E. 


South Acton 
Roberts, D. R. ` 


Southbridge 
Parkinson, R. 


South Hadley 


Dietrich, E. B. 
aim, H. 

Hewes, A. 

Mt. Holabe Col. Lib. 


Springfield 


Cross, H, W. 
Griggs, F. D. 
Lieson, 

Shattuck, L. A. Pek 
Wellman, HC. 


Tufts College 
Manly, L. F. 


Shaulis, L. L. 
Tufts Col. Lib. 
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Waban 


Estabrook, V. T. 
Lake, W. 5. 


Wakefield 


Belmore, C. W. 
Comins, H. N. 


Waltham 
Luce, R. 


Watertown 
Cronin, J. W. 


Wellesley 


Curtiss, E. A. 
Freeman, 

Jenks, L. H. 
Killough, H. B. 
Killough, L. W. 
Smith, E. L. 
Smith, L. 
Wellesley Col. Lib. 


Wellesley Hills 


Elder, R. E. 

Peterson, N. E. 
Quirin, E. L. ` 
Williams, J. B. 


West Newton 


Crosby, G. R. 
Loomis, R. H. 


West Roxbury 
O'Leary, J. M. 


Williamstown 


Dittmer, R. W. 
McLaren, W. W. 
Smith, W. B. 
Sweezy, A. R. 
Walsh, J. R. 


. Williams Col, Lib. 


Winchester 
vonMering, O. O. 


Worcester 


Brandenburg, S. J. 
Clark Univ. Lib. 


ak 
Dumas, Charles E., 18 Har-, | 
vard St. 
Erickson, R. A. 
Holy Cross C al. Lib. 
Lucas, A. FE. 


Maxwell, J. À. 


Melder, F. E. 
State Teachers Col, 486 
Chandler St. 
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Worcester Free Pub. Lab. 
Worcester Poly. Inst. 


MICHIGAN 


Albion 


Albion Col. Lab. 
Terpenning, W. A. 


Alma 
Unstad, L. K. L. 


Ann Arbor 
Anderson, G. R. 


Elliott, M. 

Ford, R. S. 

Griffin, C. E. 

Haber, W. 

Jamison, C. L. 

Laing, L. L. 

Palmer, W. B. 

Paton, W. A. 

Peterson, G. S. 

Phelps, D. M. 

Pub, Lab., 
Thayer St. 

Ratcliff, R. U. 

Riegel, 

Rodkey, EG 

Roller, J. A. 

Schindler, J. S. 

Sharfman, I. oe 

Shepard, E., F 

Univ. of Michigan, Gen. 


Lab. 
Watkins, L. L. 


Berrien Springs 
Ryden, E. D. 


Detroit 


Anderson, K. A. W. 
Badger, R. E. 
Baker, O. P. 

Carr, H. C. 
Cassidy, W. J. 
Court, A. T. 
Detroit Pub. Lib. 
Du Brul, S. M. 
Ekland, L. M. 
Ellis, R. G. 
Fitzgerald, L. E. 
Kirk, L. K. 
Landuyt, B. F. 
Levin, S. M. 

Long, T. G. 
Maya Col. Lib. 


E. Huron and N. 


Michigan CLO. Council, 
803 Hofmann Bldg.. 

Pearson, O. P. 

Seltzer, L. H. 

Stone, E. ao 

Troxel, C. E 

Univ. of Detroit Lib, Mc- 
Nichols Rd. at Livernois 

W vis Univ. Lib., 4841 Cass 
ve. 


East Lansing 


Cline, D. C. 

Dunford, C. S. 
Michigan ie Col. Lib. 
©’ Beirne, f 


Patton, H. B 
Flint 
Stevens, G. D. 


Grand Rapids 


Aquinas Col. Lab. 
ea Pub. Lib., E. Kearsley 


McNaughton, F. 

Ranck, S. H. 
Hancock 

Close, J. A. 


Highland Park 
McGregor Pub. Lib. 


Hillsdale 
Sherman, W. R. 


Holland 
Horner, R. J. 


Houghton 


Michigan Col. of Mining 
and Tech. Lib, 


Ironwood 


Erickson, A. E. 

Soldinger, M. A. 

Soldinger, Morris A., Bd. of 
Educa. 


Jackson 


Jackson Pub. Lib., 280 W. 
Michigan Ave. 

Junior Col. Lib., Wildwood 
Ave. 


Kalamazoo 
Kalamasco Col. Mandell 
Mem. Lib. 
Kalamazoo Pub. Lab. 
Moore, F 


Western Michigan Col, of 
Educa, Lib. 


American Economic Association 


Lansing 
Michigan State Lib, 


Marquette 
Northern M rengan Col. of 
Educa. Li 
Menominee 
High School Lib. 


Mt. Pleasant 
Central Michigan Col. of 
Educa. Lib. 
. Muskegon 
Hackley Pub, Lib. 


Nazareth 
Nazareth Col. 


Olivet 
Olivet Col. Lib. 


Orchard Lake 
St. Marys Col. Lib. 


Royal Oak 
Royal Oak Pub, Lib, 


Saginaw 
Hoyt Pub. Lib. 
May, H. K. 
Ypsilanti 
Michigan State Normal Col. 
Lib. 


MINNESOTA. 
Bemidji 
State Teachers Col. Lab. 


Crosby 
Crosby-Ironton Pub, Schools 


Duluth 


Col. of St. Scholastica Lib. 
Duluth Junior Col, 44th 
Ave. W. and 4th S f, 
Duluth Pub. Lib., Ist Ave. 
W. and 2nd St. 
Matteson, J. $, 
State Teachers Col. 
Edina 


Nielsen, O. 
Ely 

Independent School Dist. 12 
Hibbing 

Hibbing Junior Col, Lab. 


Geographical List of Members and Subscribers 


Mankato 


Mankato Free Pub. Lib, 
State Teachers Col, Lib. 


Minneapolis 


Altschul, E. 
Blakey, R 
Boddy, F. 
Borak, A. 
Burnstan, 
Canoyer, 
Childs, F. 
Chute, A. 
Dein, R 
Dreiman, L. S. 

Dugan, 

Federal Cartridge Corp. 

Filipetti, G, 

Garver, F. B. 

General Mills, Inc., Att. A. 
E. Taylor, 200 Chamber of 
Com. 

Haraldson, W. C. 

Heaton, H. 

Hines, L. G. 

Johnson, R. E. 

Kozelka, R. L. 

Lunden, L. R. 

Marget, A. W. 

Minneapolis Pub. Lib., 10th 
and Hennepin Ave. 

Minneapolis Pub. Lib., Mu- 
nicipal Ref. and Bus. 
Branch, 508 2nd Ave. S. 

Morgner, A. 

Mudgett, B. D. 

Myers, W. R 

see E. 

' Ostlund, H. J. 

Peterson, E JJ. 

Powell, Ò. S. 

Schmidt, E. P. 

Simpson, F. R. 

Stehman, J. W. 

Stevenson, R. A. 

Stigler, 

Tow, C. W. 

Univ. of Minnesota Lib. 

Upgren, A. R. 

Weinfeld, W. 

Yoder, D. 


=: * - 
G. & 
a my: Pee 


A. 


Moorhead 


Concordia Col. Lib, 
Hjelmstad, J. H. 


Northfield 


Carleton Col. Lib. 
Klaragard, S. 
St. Olaf Col. Lib. 


Rochester 
Shaw, E. R. 


St. Cloud 
State Teachers Col. Lib. 


St. Paul 


Allstrom, H. W., Minnesota 
Mutual Life Ins. Co, 

Cavert, W. L. 

Col. of St. Thomas Lib, 

Dowell, A. A. 

Hamline Univ. Lib. 

Healy, Sister Mary Edward, 
Col. of St. Catherine 

Heneman, H. G., Jr. 

Houston, GS: 

James Jerome Hill Ref. Lib. 

Jesness, O. B. 

Koller, E. F. 

Macalester Col. Lib. 

Minnesota Hist. Soc. 

Minnesota State Law Lab., 
State Capitol 

St. Paul Pub. Lib., Order 
Dept, 4th and Washing- 
ton St. 

Univ. of Minnesota Lib., 
Um. Farm 

Waite, W. C. 

Young, F. A. 


St. Peter 
Gustavus Adolphus Col. Lib. 
Virginia 
Junior Col, Lib. 
Moe, F. B. 
Winona 
Col. of St. Teresa Lib. 
State Teachers Col. Lib. 
Woods, R. M. 
Worthington 
Worthington Pub. Schools 


MISSISSIPPI 


Camp Shelby 
McPherson, W. W. 


Cleveland 
Delta State Teachers Col, 
Lib. 
Clinton 
Mississippi Col. Lib. 


Columbus 
J. C. Fant Lib., Box E, Col. 
Sta. 
Hattiesburg 
Mississippi Southern Col. 
Lib. 
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Jackson 


Millsaps Col., Carnegie- 
Millsaps Lib. 
Wallace, E. S. 


Keesler Field 


` Zdanowicz, Pvt. H. L., Fi- 


nance Office 


State College 
Mississippi State Col. Gen. 
Lib. l 


University 


Trumbull, W., P. 
Univ. of Mississippi Lib. 


MISSOURI 


Boonville 


Kemper Miltary School 
Lib, 3rd St. 


Cape Girardeau 
Taylor, V. W. 


Clayton 


Clayton Pub. Lib., 10 N, 
Bemiston Ave. 
Keim, A. G 


Columbia 


Brown, H. G. 
Center, C. C. 
Curtis, R. E. 
Hartkemeier, H. P. 
Johnson, O. R. 
McLaughlin, F. C. 
Paustian, P. W. 
Scott, DR 

5 tephens Col. Lib. 
Unw. of Missouri Lab. 
Wood, E. 


Fayette 


Central Col. Lib, 
Kline, G. W. 
Puckett, E. P. 


Fulton 
Westminster Col. Lib. 


Hayti 
Rankin, J. O. 


Jackson 
Wichman, A. A. = 


Jefferson City 


Lincoln Univ, Lib. 
Smythe, M. M 
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Kansas City 


Cady, E. 3 

Foth, J. H 

Fox, M. J. 

Johnson, E. C. 

Kansas City Pub. Lib., 9th 
and Locust Sts. _ 

Lerner, A. P. 

Reinhardt, TI 

Robb, T. B. 


Rockhurst Col. Lib., 5225 
Troost 


Teachers Col. Lib., 1840 E. 
8th St. 
Toohey, P. G. 
Townley, W. W. 
Univ. of Kansas City Lib., 
5100 Rockhill Rd. 
Kirksville 


Clevenger, C. H. 
Northeast Missouri 
Teachers Cal. 
Kirkwood 


Jekel, O. H. 


Lexington 
Wentworth Military Acad- 
emy Lab 
Liberty 
Wiliam Jewell Col. Lib. 


Maplewood 
Maplewood Pub. Lib., 7479 
Manchester Ave. 
Marshall 
Murrell Mem. Lib. 


Nevada 
Cottey Col. Lib. 


Parkville 
Park Col. Lib. 


Rolla 
Orten, M, D 
School of Mines and Metal- 
lurgy Lib. 
St. Charles 
Lindenwood Col. Lib. 


St. Joseph 
Higdon, E. T. 
Lorenz, P. F. 

St, Louis 


Abbott, W. J., Jr. 
Cable, J. R. 
Carr, J. A, 
Cummings, M. W. 


State 


Curtis, L. S. 

Dempsey, B. W. 

Edmiston, H. H. 

Fontbonne Col. Lib, Wy- 
down and Big Bend Blwuds. 

Harris Teachers Col, Lib. 
1517 S. Theresa 

Haworth, C. L. 

Helmreich, T. C. 

Hochwald, W. 

Jackson, J. R. 

Legan, W. E. 

Lippincott, I. 


oeb, I. 

Maryville Col, Meramec 
and Nebraska Ave. 

McDonald, J. 

Mercantile Lib., Broadway 
and Locust St. 

O’Neil, H. J. 

Pensler, K. E., Missisippi 
V alley Trust Co., Invest. 
Div., Trust Dept. 

Rural ‘Electrification Admin. 
Lib., Boatmen’s Bank 
Bldg., Broadway and Lo- 
cust Sts. 

St. Louis Pub. Lib., Package 
Entrance, 13th and Locust 


ts. 

Smith, G Cu Vi: 
Sorkin, C. A. 
Stead, W. H. 
Sulkin, L. L. 
Washington Univ. 

Skinker and Lindell 
Wenzlick, R. 
Young, T P., 705 Olive St. 
Zempel, A. 


Lib., 


Springfield 


Southwest Missouri 
Teachers Col. 


State 


Tarkio 
McCollough, E. V. 
Tarkie Col. Lib. 

University City 
Boettler, H. F. 

Warrensburg 
Central Missouri State 

Teachers Col. Lib. 
MONTANA 


Billings 
Cooper, V. 
Bozeman 


Craig, G. H. 

Montana State Col. Lab. 
Parsons, O. 

Renne, R. R 


American Economic Association 


Butte 
Thomas, R. L. 


Dillon 
State Normal Col. Lib. 


Havre 
Burnett, J. O. 


Helena 
Carroll Col. Lib. 


Missoula 


Ely, R. J. W. 
State Univ. of Montana Lib. 


NEBRASKA 


Belden 
Garwood, J. D. 


Chadron 


Nebraska State Teachers 
Col. Lib. 


Crete 
Doane Col. Lib. 


Fairbury 
Scott, W. E., Box 58 


Grand Island 
Grand Island Pub. Lib. 


Hastings 


Dykstra, D. 
Hastings Col, Lib. 


Lincoln 


Arndt, K. M. 
Bullock, T. T. 
Crawford, R. P. 
Elliott, C. M. 
Filley, H. C. 
Gilmore, E. A. Jr. 
Hicks, C. M. 
Kirshman, J. E. 
LeRossignol, J. E. 
Lincoln City Lib. 
Litterer, O. F. 
Martin, O. R. 
McNeill, C. E. 
Nelson, C. L. 
Schmidt, E. B. 
Spurr, W. A. 
Union Col. Lib., 

View Sta. 

U. S. Dept. of Agric., Bur. 
of Agric. Econ., 900 N. 
16th St. 

Umv. of Nebraska Lab. 

Virtue, G. O 


College 
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Nebraska City 
Pub, Lib. 


Omaha 


Creighton Univ, EA, 

Cusack, 

Lucas, a W. 

M wnicipal Univ. of Omaha 


Omaha Pub. Lib., Corner 
9th and Harney Sts. 
Walsh, F. E. 
Weisskopf, W. A. 
Scottsbluff 
Scottsbluff Junior Col., 19th 
and 4th Ave. 
Waco 
Kaltenborn, H. S. 


Wayne 
State Teachers Cel. Lib, 


NEVADA 


Fallon 
Gordon, L. D. 


Las Vegas 
Hatton, W. J. 


Reno 


Ballaine, W. C. 
Chadwick, L. E. 
Clark, W. E. 
Herz, H. 

Palmer, W. S., Jr. 
Plumley, A. J. 
Sutherland, E. G. 
Venstrom, C. 


Sparks 
Purdy, D. A. 


NEW HAMPSHIRE 


Claremont 

Doody, F. S. 
Concord 

New Hampshire State Lib. 
Durham 


Degler, C. M. 
Phillips, W. T. 
Smith, H. W. 


Umv. of New Hampshire, 


Hamilton Smith Lab, 
Woodruff, R. J. 


Hanover 
Cusick, J. 


Dankert, C. E. 

Dartmouth Col. Lib. 

Darimouth Col., Amos Tuck 
School Lib. 

Duncombe, H.. L., Jr. 

Feldman, H. 

Goodhue, E. = 


Harriman, J.W 


Woodworth, G. W. 


Hillsboro 
Bennett, W. B. 


Keene 
Arwe, H. C. 


Manchester 
Manchester City Lib. 


New London 
Colby Junior Col. Lib. 


Portsmouth 
Raynes, G. W. 
Wilton 


Sweezy, M. Y. 
Sweezy, P. M. 


NEW JERSEY 


Asbury Park 
Kinmonth, J. L. 


Bayonne 
Bayonne Free Pub. Lib., 
Ave. C and 31 St. 
Bloomfield 
High School Lib. ' 


Cape May Court House 
Wood, E. E. 


Clifton 
Mikoljon, S. J. 

Elizabeth 
Eligabeth Free Pub. Lib. 


Ft. Dix 


Gen. Classification Test Sec., 
Reception Center 
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Glassboro 
State Teachers Col, 


Glen Ridge 
Bestor, P. 
Kimberland, K. G. 

Gloucester 
Flowers, J. B. 


Harrison 
Swarthout, A. V. 


Hillside 
Kiernan, C. J. 


Hoboken 


Barnwell, G. W. 
Bernheim, G: B. 
Ennis, W. D. 


Lesser, A., Jr. 
Irvington 
Free Pub. Lib. 
Northrup, H. R. 
Jersey City 
Block, Leonard, 190 Baldwin 
Ave. 
Jersey City Free Lib., 472- 
486 Jersey Ave. 
St. Peters Col. Lib., 2641 
Boulevard 
Leonia 
Maurer, W. J. 


‘Otto, E. A. 


Sigsbee, R. A. 


Madison 
n Umu. Lib., Brothers 
f 


ol. 
Schultz, R. 


Maplewood 
Hart, M. I. 


Montclair 
Foote, E. W. 
Montclair Free Pub, Lab., 
Church St. and Valley Rd. 
Roelse, H. V, 
State Teachers Col. Lib. 


Morristown 
Streeter, T. W. 


Newark 


Barnard, C. I. 

Bernstein, L. M. 

Bus. Br. of the Lib., 34 
Commerce St. 


Finck, D. H. 
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Greef, A. O. 

Neifeld, M. R. l 

Newark Col. of Engr. and 
Newark Tech. High 
School, 367 High St. 

Nunn, W. L. 

Prudential Ins. Co. of 
America Lib. 

Pub. Lib., 5 Washington St. 

Rhodes, É. E. 

Schattschneider, S. 

Schickhaus, Edward, Fidel- 
tiy Union Trust Co. 

Univ. of Newark Lib., 40 
Rector St. 


New Brunswick 


Gideonse, M. 
Harbeson, R. W. 


Kjellstrom, E. T. H. 

New Jersey Col. for Wom- 
en Lab. 

Rutgers Col. Lib. 

West, M. E. 


Orange 


Bennett, P. A. 
Ehriche, K. N. 


Perth Amboy 
Perth Amboy Pub. Lab. 


Plainfield 


Sessler, M. J. 
Starkweather, L. P. 
Watt, R. W. 


Pottersville 
Heiss, C. A. 


Princeton 


Brown, J. D. 
Clemen, R. A. 
Curren, K. J. 
Dell, B. N. 
Dixon, F. H. 
Dixon, R. C. 
Duncan, A. J. 
Fetter, F. A. 
Graham, F. D. 
Hannay, E. B. 
Hickman, W. B. 
Howard, S. E. 
Kelly, M. A. i 
Kemmerer, E. W. 
Kozlik, A. 

Long, C. D. 
Loveday, A, 


Lutz, F. A. 

Lutz, H. L. 
McCabe, D. A. 
McIsaac, A. M. 
Morehouse, E., W. 
Perring, K. 

Plum, L. V. 
Princeton Univ. Lib. 
Riefler, W. 

Smith, J. G. 
Stewart, W. W. 
Warren, R. B. 
Wills, J. H. 
Wood, R. H. 


Ridgewood 
G. L. Pease Memorial Lib. 


Short Hills 
Tuttle, P. M. 


South Orange 


Milne, M. L. 
Stiefel, C. F. 


Springfield 


Jonathan Dayton Regional 
High School, Flemer Ave. 


Summit 
Foster, J. R. 
Hiatt, A. 
Kautz, K. I. 


Trenton 


New Jersey State Lib. 
Nicolaysen, A. G. 

Rider Col., Moore-Gill Lib. 
State Teachers Col. Lib. 
Stephan, A. H, F. 

Trenton Free Pub. Lib. 


Upper Montelair 
Atkins, P. M. 
Carpenter, W. M. 
Glover, C. A. 
Labastille, F. M. 

Verona 


Kusik, J. E. 


Washington 
Schlink, F. J. 


Weehawken 


Herz, H. 
Jordan, V. 


Westfield 


| Anderson, D., F, 


Ellerman, F. J. 
Oehler, C. 

Taylor, A, W., 
Tucker, R, 5, 


‘American Economic Association 


Woodbury 


Wellbrock, G. W., 115 Hor- 
ace St 


NEW MEXICO 


Albuquerque 


Kelso, M. M., 818 Grand: 
vew Dr. 

Linder, R. L. 

Obering, W. F. 

Sorrell, V. G. 

U. S. Dept. of Agric., Bur. 
ie Econ., P.O. Box 


Umu. of New Mexico Lib. 


Portales 
Eastern New Mexico Cel. 


Raton 
Seaberg, H 


NEW YORK 


Albany 


Adams, L. P. 

Bucknam, R. F. 

Carlson, R. I. 

Cooper, C. L. 

Cooper, O. 

Fleming, R. D. 

Frankel, E. T.. 

Gordman, H. S. 

Martin, M. E, 

New York State Lib., State 
Educa. Bldg. 

New York State Teachers 


Assoc. Pub. Inf. Serv., 
152 Washington Ave. 
Taylor, C. D. 
Alfred 
Alfred Univ. Reading Room 
Amenia 


Spingarn, E. D. W. 


Annandale-on-Hudson 


Bard Col. Lib. 
Sturmthal, A. F. 


Auburn 
Ferguson, R. H. 


W. E. 
Wells Col. Lib, 


Bayside 
Kapp, K. W, 
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Bedford Hilis 
Angus, W. N. 


Bellerose 
Spahr, W. E. 


Bronzville 


Latour, C. C. 

Raushenbush, C. 

Sarah Lawrence Col. Lib. 

Tredwell, Thomas A., 16 
Crows Nest Rd. 


Brooklyn 


Achinstein, A. 

Asofsky, A. A. 

Auerbach, S. J. 

Bachman, J. 

Blake, E. Ta 

Bornemann 

Brooklyn a Lib, Bedford 
Ave. and Ave. 

Brooklyn Pub. Lib., Central 
Serv., Grand Army Plaza 

Brooklyn Pub, Lib., Mon- 
la Br., 1927 Montague 

t 
Burnside, M. 
Cohen, H. L. 


Dutcher, J. R. 
Gideonse, HD: 
Cosmas A. R. 


Lipsky, D. 
Liwschitz-Garik, V. 
nee Island Univ., 300 Peari 


Lonigan, E. 
Lutzker, S. 


St Tohma Univ. Lib. 

St. John’s Univ, Prep. 
School Lib, Lewis and 
Willoughby Ave. 

Sarnoff, M. M. 

Schenkel, A. 


Seligman, B. B. 

Serri, F. R., 66 Court St. 
Singer, IL L 

Stein, 

Struever, M. N. 

Weitz, 

Wolfson, T. 

Young, E. R. 

Zunder, R. D, F. 


Buffalo 


Brumbaugh, M. A. 
Buffalo Pub, Lib, 
Chambers, R. 
Clark, M. 
Epstein, R. C. 
Froman, L. A. 
Groden, G. D. 
Grosvenor Lib. 


- Irwin, D. 


Machlup, 

McGarry, 

Mitchell, 

Myers, j. 

Norton, T. L. 

Puffer, C. E. 

Riegel, n 

Shea, J. L 

Somers, H. M 

Univ. of Bufalo Lib., 3399 
Main St. 


Canton 


Pasel, L. 
St. Lawrence Univ. Lib. 


Clinton 


Hamilton Col. 
Heilperin, M. A. 
Patton, F. L. 


Cornwall 
Moore, H. L. 


Croton-on-Hudson 
MacKenzie, T.. F. 


Delmar 
Gillett, R. L. 
Dewitt 
Baysinger, R. H. 
Dobbs Ferry 
Person, H. $, 
Douglas Manor 
O’Shea, V. J. 


Douglaston 
King, W. I. 
Weber, E. B. 

East Rochester 
Karger, J. 


F. 
E. D. 
J. M. 
H, 
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Elmhurst 
O’Connell, D. W. 


Elmira 
Elmira Col, Lib. 
Fishkill 

Peters, I. L. 


Flushing 


Guttenplan, J. 
Kantor, H. S5, 
Queens Col. Lib., 


Div 
Salai, V, 
Forest Hills 


Serials 


Cartinhour, G. T. 
Golovin, N. E. 
Scheinman, D. 
Ft. Slocum 
Hotchkiss, H. D. 


Garden City 


Baumert, W. A. 
Bishop, W. L. 


Geneva 


Hobart Col. Lib. 
Jamieson, S. M. 


Glen Head 
Bell, J. C. 


Glens Falls 
Titsworth, H. H. 


Great Neck 


Jordan, D. F. 

Macaulay, F. R. 

Mayer, L. K, 

Paris, J. 

Quick, George F., 10 Manor 


Hamilton 


Bancroft, ta C, 
Kessler, W. C. 
Koontz, H. D. 
Robinson, T. H. 
Shortliffe, J. M. 


Hempstead 


Hofstra Col. of New York 
Univ. Lib, E. Fulton Ave. 

Morson, W. T 

Truitt, G. 


Hewlett 


Joseph, Sylvan L, Wood- 
side Dr., L.I. 
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Hicksville 
Galloway, L. J. 


Houghton 


Houghton Col. Lib. 
Shea, J. W. 


Hudson 
Hathaway, F. R. 


Hyde Park 
Morgan, G. 


Ithaca 


Adams, G. P., Jr. 

Aikin, A. M. 

Bray, W. H. 

Cannon, H. 

Cornell Univ., Dept. of Farm 
Manage. 

Cornell Uniw. Lib. 

Day, E. E. 

Durand, D. 

English, D. 

Garrett, S. S. 

Hutchins, J. G. B. 

Kendrick, M. S. 

‘Meek, H. B. 

Montgomery, R. E. 

New York State Col. of 
Home Econ. Lab., Rens- 
selaer Hall, Cornell Univ. 

Reed, H. L. 

Southard, F. A., Jr. 

Stephan, F. F. 

Willcox, W. F. 


Jackson Heights 
Chenault, L. R. 
Comstock, E. G. 
Kane, J. S 

Jamaica 


Lederer, W. 

Queens Borough Pub. Lib., 
Period. Div., 89-14 Par- 
sons Blud. 

Jamaica Estates 


McIndoe, R. L. 


Keuka Park 
DeBard, A. A., Jr. 


Kew Gardens Hills 
Mossé, R. 


Larchmont 
Pekelis, A. 
Stempf, V. H. 
Winton, H. T. 

Little Neck 
Merkt, O. E. D. 


‘Anderson, 


Lockport 
Holder, F. C. 


Long Island City 
Derber, M. 


Loudonville 
Siena Col. Lib. 


Manhasset 


Phipps, I. R. 
Weiss, H. 


Maryknoll 


Walsh, Thomas S., 
knoll Sem. 


Millbrook 
Burnett, E. P. 


Mt. Vernon 


Cullen, J. A. 
Huber, M. L. 
Mt. Vernon Pub. Lib. 


Neponset 
Crosby, L. G. 


New Brighton 
Smith, H. L. 


New Rochelle > 


Col. of New Rochelle Lib. 
Kacmarynski, L. F 
Lough, W., H. 

Roswell, D. S. 

Thomson, 0 bam le 


New York City 


Agnew, H. E. 

Alhed Chemical and Dye 
Corp., 61 Broadway 

Amer. General Corp. Lib., 
50 Pine St. 

Amer. Inst. of Accountants, 
13 E. 41st St. 

Amer. Inst. of Banking, New 
York Chapter Lib., Wool- 
worth Bldg., 233 ’ Broad- 
way! 

Amer. Tel. and Tel. Co., 
Gen, Lib., Room 2440, 195 
Broadway 

Amer. Tel. and Tel. Co., 
Dept. of Operation and 
Engr., Room 1840, 195 
Broadway 

Anderson, C. D. 


Dy les SE 
Andrew, S. L. 
Andrews, B. R. 
Andrews, J. B. 
Angell, J. W. 
Armstrong, George S., and 
Co., Inc., 52 Wall St. 


Mary- 


‘American Economic Association 


Amstrong, R. H. 

Arnold, A 

Aul, H. E. 

Axe, E. W. 

Bader, L. 

Bagwell, I. L. 

Baily, N. A. 

Baker, E. F. 

Ball, J. O. 

Bambrick, J. J., Jr. 

Bandler, W. 

Barkin, Solomon, Textile 
Workers Union of Amer., 
15 Union Sq. 

Barnard Col. Lib., Colum- 
bia Umi, 

Barr, P. 

Baruch, B. M. 

Bauer, J. 


. Beckhart, B. H. 


Behlow, R. R. 

Belcher, D. R. 

Beller, Lawrence, Co-ord. of 
Inf., 224 W. 57th St.. 

Beller, W. C. 

Berger, A. H. 

Berkowitz, L. M. 

Berridge, W. A. 

Bidwell, P. W. 

Bing, A. M. 

Blanchard, R. H. 

Block, H. 

Bloomfield, A. I. 

Bober, W. C. 

Bogart, E L; 

Bogen, J. I. 

Bonbright, J. C. 

Boudin, L. B. 

Bremer, C. D. 

Brisco, N. A. 

Brissenden, P. F. 

Bruere, H. 

Brush, W. S. 

Buell, R. L. Time, Inc., 
Time and Lafe Bldg., 
Rockefeller Center 

Burgess, R. W. 

Burgess, W. R. 

Burns, A. F. 

Burrill, C. L. 

Bush, LT 

Bushey, J. H. 

Bussing, I. 

Buttenheim, H. S. 

Cahill, M. C. 

Calhoun, C. P. 

Calkins, R. D. 

Campbell, K. H. 

Carey, R. L. 

S Floyd L., 1060 5th 


Carpenter, R. V. 

Central Trust of China, c/o 
Tower Warehouse, 11 
Worth St. 

Chapman, J. M. 
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Chase Nat. Bank Lib., Pine 
Sit pas of Nassau 

Chen, H 

Cheney, R. A. 

Cherington, P. 

Chingos, E. G. 

Chinlund, E. F. 

Chudnowsky, W. A. 

Clark, E. 

Clark, E. H. 

Clark, H. E. 

Clemence, 


T. 


Q 
2. 
= 

ae 


Col. ‘of the City of New 
York Lib., Convent Ave. 
and 139th St. 

Col. of the Sacred Heart 
Lib., Manhattanville, - 0n- 
vent Ave. and 133rd 

Consolidated Edison Co. of 
New York, Inc, Lab., 
Room 1650S, q Irving PI 

Cooper Union Lib. 

Cortney, Philip, Coty, Inc., 
423 W. 55th St. 

Cotton, T. L. 

Cowdrick, E S. 
ox, G. C. 

Creswell, C. F. 

Croxton, F. E. 

Cumberland, W. W. 

Cunningham, S. B. 

Dahlberg, A. O. ` 

Daugherty, C. R. 

Davis, G. H 

Davis, P. 

Davis, EV 

Davis, W. C. 
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Montreat 
Montreat Col. Lib. 


Raleigh 
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Bowling- Green 
Boa nig Green State Col. 


Boake G. W. 
Helms, L. A. 
Manhart, L. F. 
Shafer, J. E. 


Canton 


Canton Pub. Lib., Main 
Adult Dept. 


Cincinnati 


Aylstock, E. J. 
Baude, W. A. 
Bird, E. H. 
Bozik, A. 
Bursiek, R. C. 
Byrne, J. M. 
Calhoun, W. P. 
Chrysler, R. L. 
Cincinnati Pub. Lib. 
Dieckmann, 
Foreman, C. J. 
Harrison, G. M. 
Henig, H. 
Hillhouse, A. M. 
Hodde, F, H. 

Hoxby, H. J., 3837 Indian 
View Ave., Mariemont 
Matthews, Mary A., 1104 

Cross Lane, Walnut Hills 
Mellin, G. M. 
Mitchell, G. S. 
Rath, J. J. 
Smelser, D. P. 
Spencer, M. J. 
Univ. of Cincinnati Lab., 
Burnett Woods Park 
Welsh, L. M. 
Willigman, M. L. 
Wolfe, F. E. 


Xavier Univ. Lib., Evanston. 


Sta. 


Cleveland 


Arbuthnot, C. C. 

Ayres, L. P 

Balcom, B. R. 

Carlton, F. T. 

Cleveland Col. Lib., 167 Pub- 


- lic Sq. 
Cleveland Pub. Lib., Serials 
Dept., 325 Superior Ave. 
Cowan, D. R. 


Dahl, R. E. 


Fed. Res. Bank Lab. 


Weidler, W. C. 
Welsh, E. C. 


Fenn Col. Lib., E. 24th and Willit, V. 


ne es 
John Carroll Univ. Lib., 


Umu. Hghts. 
Johnson, H. H. 
Noetzel, A. J. 


Seidman, J. 
Selbert, F. E. 
Sidlo, TR 


Sisters’ Col. of Cleveland 
ae 1027 Superior Ave., 


Smith, R. L. 


Ursuline Col. for Women, 
2234 Overlook Rd, 


Weisman, R. 


Western ‘Reserve Univ. Lab. 


Whitsett, J. M 
Williams, W. 
Wintersea, C. 


Cleveland Heights 


Hill, D. A. 
Weinstein, A. H. 


Columbus 
Beckman, T. N. 


Bittermann, H. J. 


Boothe, V. B. 
Bowers, | ER By 


Capital ‘Univ. Lib. 


Donaldson, E. F. 
Egle, W. P. 
Falconer, J.I. 
Harrison, D. M. 
Hayes, H. G. 
Held, F. E. 
Herbst, A. 
Hoagland, H. E. 


Huntington, C. C. 


James, C. L. 
Jucius, M. J. 
Kibler, T. L. 
Kimball, M. 
Maynard, H. H. 
Miller, G. W. 


Ohio State Lib., State Office 


Bldg, 


Ohio % tate Univ. Lab. 


Papier, W 

Patton, R. D. 
Riddle, N. G. 
Schultz, A. D. 


E. 
Walradt, HE 


Wolfe, A. B. 

Yocum, J. C. 

Zorbaugh, G. S. M. 
Dayton 

Dayton Pub, Lab. 

O’Leary, E. B 

Snyder, B. J. 

Univ. of Dayton, Albert 

Emanuel Lib. 

. Delaware 

Hand, G. H. 

Ohio W esleyan Gii. Lib. 
Elyria 

Smith, P. R. 


Euclid 
Linerode, A, A. 


Fremont 
Hayes Memorial Lib., Hayes 
Ave. 
: Gambier 
Blum, J. W. 
Kenyon Col, Lib. 
Titus, P, M. 
Girard 
Morris, B. R. 


Glendale 
Whitney, N. R. 


Granville 


Denison Univ, Lib. 
Dernburg, H. J 
Gordon, L 


Hamilton 
Gardner, E. J. 


Hiram 


Andress, A. E. 
Hiram Col, Lib. 


Kent 


‘Anthony, D. E. 
Corey, C, 5. 
Hudson, H. W. 
Kent State Univ, Lib. 


Lakewood 
Pub, Lib., 15425 Detroit Ave. 


Lima 


Chancellor, W. E. 
Lima Pub. Lib, 


168 American Economic Association 


Marietta . 
Clark, R. F. 
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Tostlebe, A. S. 
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Beaver Falls 


Geneva Col., McCartney Lib. 
Haley, R M. 


Bethlehem 


Bradford, F. A. 
Bratt, E. C. 
Carothers, N. 
Cowin, R. B. 
Davis, R. M. 

de Schweinitz, D. 
Diamond, H. M 
Knight, E. L. 
Tripp, L. R. 


Bryn Mawr 
Bryn Mawr Col, Lib. 
Northrop, M. B. 


California 
State Teachers Col. Lib. 


Cambridge Springs 
Alliance Col. 


Camp Hill 
Bowman, R. T. 


Carlisle 


Dickinson Col. Lib. 
Fink, C. W. 
Warner, W. J. 


Chambersburg 


Wilson Col, John Stewart 
Memorial Lab. 


Chester 
Heebner, R. G. 


Chestnut Hill 


“McMullan, W. N. 


Cheyney 
Traimng School for Teach- 
ers Lib 
Churchville 
Fleisher, A. 


Cornwells Heights 
MacGarvey, C. J. 


Drexel Hill 
Porter, A. R. Jr. 


Easton 
Lafayette Col. Lib. 


Phinney, J 
Pub. Lib, 
Ratzlaff, C. J. 
East Pittsburgh 


West, R. J. 


East Stroudsburg 
State Teachers Col. 


Elkins Park 
Fair, M. L. 
Erie 
Erie Pub. Lib. 
Gettysburg 
Larkin, G. R. 
Saby, R. S. 
Glenside 
Abramson, A. G. 


Greenville 
Thiel Col. Lab. 


Grove City 
Alley, W. E. 
Grove City Col. Lib. 
Haines, G. H. 


Gwynedd 
Canfield, J. M., IIT 


Harrisburg 
Dept. of Labor and Ind., 
Ref. Lib., Bur. of Employ. 
and Unemploy. Comp., 3rd 
and Forster Sts. 
Penn State Lib. 


Haverford 
Bancroft, G. ` 
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Fetter, F. W. 
Haverford Col. Lib. 
Pancoast, O., Jr. 
Hazleton 
Hazleton Pub. Lib. 


Huntingdon 
Zassenhaus, H. K. 


Immaculata 
Madeleine, M. G. 


Jenkintown 
Beaver Col. Lab. 


Lancaster 


Barnes, H. R. 
Fischer, H. 
Franklin and Marshall Col. 


Lib. 
Laird, N. P. 
Wright, W. 
Lansdowne 
Sweeney, S. 
Teaf, H. M., Jr. 
Lewisburg 


Biscoe, A. B. 
Bucknell Univ., Carnegie 
Lib. 
Peterson, R. 
Lincoln University 


Furth, J. H. 


Llanerch 
Foery, R. W. 


Loretto 


- St. Francis Col, Lib. 


Mansfeld 
State Teachers Col. Lib. 


McKeesport 
Buchanan, F. 


Meadville 
Allegheny Col. Lib. 
Long, L. J 

Mercersburg 
Tippetts, C. S. 


Moylan 


Bye, R. T. 
Young, R. A. 


New Wilmington 


McKee, C. W, 
Westminster Col. Lib. 
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"Norristown 
Hunsberger, W. S. 


Oreland 


Peterson, H. G., Lafayette 
and Penn Ave. 


Paoli 
Russell, L. H. 


Philadelphia 


Alderfer, E. B. 
Alderson, W. 
Atkinson, S. K. 
Balderston, C. C. 
Barkas, B. W. 
Bendiner, I. 
Bezanson, A. 
Bopp, K. R. 
Brecht, R. P. 
Breyer, R. F. 
Budd, T. A. 
Buehler, A. G. 
Burdick, E. D. 
Camitta, R. 
Capp, S. B. 
Chang, A. C. 
Clyman, B. 
’ Cochran, H. A. 
Conn, H. D. 
Dirlam, J. B. 
Drexel Inst. Lib. 
Eby, B. S. 
Fed. Res. Bank of Philadel: 
phia Lib., P.O. Box 1394 
Fenninger, C. 
Fisher, A. J. 
Fisher, W. E. 
Flubacher, J. FE, 
Frain, H. L. 
Sa P. F. 
Gill, J. D 
Grodinsky, J: 
Harris, W. C. 
Hayman, H. H. 
Hench, W. M. 
Herring, J. M. 
Hess, H. W. 
Hobart, D. M., Curtis Pub. 
Co., İndependence Sq. 
Hoffman, . W. 
Houston, S. F. 
Hovde, HT 
Huebner, G. G. 
Huebner, S. S. 
Jeremiah, D. B, 
Johnson, E. R 
Kelsey, C. 


Mandel, B. 


Master, M. H. 

Mead, E. S. 

Newman, W. H. 

Noetzel, G. A. J. 

Palmer, G. L. 

Patterson, E. M. 

Patterson, S. H. 

Penn Mutual Life Ins. Co. 
Lib., 6th and Walnut Sts., 
3rd Floor 

Philadelphia Free Lib., Pe- 
riodical Dept., Middle City 


Sta 

Pitt, Cc H. 

Plummer, W. C. 

Provident Mutual Life Ins. 
Co. of r Lib., 
P.O. Box 7379 

Rose, J. R. 

Rowland, J. P. 

Rowlands, D. T. 

Saurino, B. 

Scholz, K. W. H. 

Schrag, W. A. 

Sienkiewicz, C. A, 

Stevenson, j A. 

Taylor, G. W. 

Temple Univ. Lib., Broad 
and Berks Sts. 

Thompson, C. S. 

Thurston, M. F. 

Turner, CL 

U. S. Sec. and Exch. Com. 
Lib., 18th and Locust Sts. 

Walker, M. L. 


Warrington, WE. 
Williams, A. H 
Woerner, K. 
Worley, F. M. 


Pittsburgh 


Amos, J. E. 

Bieber, G. D. 

Blackburn, R. F. 

Blair, J. J. 

Boer, A. E. 

Carnegie Free Lib. of Alle- 
gheny 

Carnegie Inst. of Tech., 
Schenley Park 

Carnegie Lib., Periodical 
Dept., 4400 Forbes Si. 

Coleman, R. W 

d’Essipri, M. 

Dinic, C. J. 

Dixon, RA. 

Duquesne Univ. Lib., Locust 
and Colbert Sts, 

Engstrom, B. 

Ferguson, J. M. 

Field, K. 

Flocken, I. G. 

Fuller, J. K. G. 

Gardner, J. F. 


_ Ryan, John Ta a 


American Economic Association 


George, W. D. 

Gow, J. S. 

Guild, L. R. 
Hamilton, F. A. Jr.” 
Hotchkiss, W. E. 
Isaacs, A 

Jones, M. 

Lanfear, V. W. 


McKay, M. K. 
McMurray, H. D. 


AMi Mercy Col. Lib., 3333 


5th Ave. 


Pennsylvania Col. for Wom- 
en Lib., Woodland Rd. 
Rossell, RT 
5914 


Walnut St. 

Scott, R. H. 

Slesinger, R. E. 

Spiegel, H. W. 

Turney, M. C. 

Tyson, F. D. 

Ulmer, C C. D. 

Univ. of Pittsburgh, Bur. of 
Bus, Res. 

Univ. of Pittsburgh Lib., 
Cathedral of Learning, 
Room 530 

Watson, J. P. 

Wendt, E. F. 

Wunder, C. S. 


Reading 
Reading Pub. Lib. 


Scranton 


Johnston, C. E. 
Marywood Col, Lib., P. a 
Box 491 
Univ. of Scranton Lib. 
Selinsgrove 


Susquehanna Univ. Lib. 


Sewickley 
Tener, K. J. 5 


Slippery Rock 


State Teachers Col. 


State College 


Hutchinson, K. D. 
Leffler, G L 


Mitch, G. F. 
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Pennsylvania State Col., 
Carnegie Lib 


Pyle, H. G. 
Waters, R. H. 
Wueller, P. H. 


Swarthmore 


Fraser, H. F. 
Malin, P. M. 
McCahan, D. 
Pierson, F. C. 
Seybold, J. W. 
Smith, N. R. 
Stolper, W. F. 
Swarthmore Col. Lib. 
Wilcox, C 

Upper Darby 


Fraine, H. G. 

Kahler, C. M. 

U.S. Dept. of Agric. Lib., 
Upper Darby Br., Center 
Bldg. 

Villanova 

Villanova Col. Lab. 


Wallingford 
Morris, H. L. 
Whittlesey, C. R. 

Washington 


Waltersdorf, M. C. 
Washington and Jefferson 
Col., Memorial Lib. 


Wayne 
Blackstone, A. E. 


Waynesburg 
Brock, L. V. 


Weldon 
Struve, L. W. 


West Chester 
Brainerd, C. P. 


Wilkes-Barre 
Crook, W. H. 

Wilkinsburg 
Wilson, D. S. 


Yeadon Boro 
- Lutz, W. H. 


PUERTO RICO 


Aguadilla 
Labadie, J. 


Bayamon 
Martino, J. R, 


Mayaguez 


a of Puerto Rico, Lab. 
lL. of Agric. and Engr. 


Rio Piedras 


Bermudez, J, 
se of Puerto Rico, Untw. 
ib. 


San German 
Poly. Inst. of Puerto Rico 


San Juan 
Tugwell, R. G. 


Santurce 
Segal, M. J. 


RHODE ISLAND 


Bristol Ferry 
Eddy, S. J. 


Chepachet 
Ekeblad, F. A. 


Johnston 
Wilson, H. W. 


Kingston 


Rhode Island State Col. Lib. 
Rockafellow, R 


Providence 


Adams, J. P. 

Basch, 

Beatty, W. C. 

Bliss, Z, W. 

Bosland, C. C. 

Brown Univ. Lib. 

Brown, W. A., Jr. 

Foley, ue l : 
Goldwater, M. 

McGann, Paul W., 29 Lugon 


Providence Pub. Lib. 
Rhode Island h tate Lab. 
Shoemaker, ae 
Taft P: 

Westerly 


Williams, C. S, 


SOUTH CAROLINA 


Camp Croft 
Kay, A. 


Charleston 


Bernfield, F. M. 
Citadel Lib. 
Whitman, W, T, 
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Clemson 


Ward, J. E. Jr, 


Clinton 
Kennedy, J. B. 


Columbia 


aia Col., Starks Lib. 
Univ, of S outh Carolina, 
Main Lb, 
Due West 
Erskine Col. Lab. 


Ft. Jackson 
Witcover, H. W. 
Link, R. G. 

Gaffney 
Limestone Col. Lab. 


Greenville 
Furman Univ. Lib. 
Griffin, G. 

Holly Hill 
Nichols, L. D. 


Lexington 
Smith, A. G., Jr. 


Newberry 
Newberry Col. Lib. 


Rock Hill 
Winthrop Col., Carnegie Lib. 


Spartanburg > 
Converse Col. Lib. 


SOUTH DAKOTA 


Brookings 

Briggs, R. J. 

Smythe, L. T. 

South Dakota State Col. Lib. 
Huron 

Huron Col. Lib. 

Spurrier, L. 
Mitchell 

Dakota Wesleyan Univ. 


Sioux Falls 

Augustana Col, Lab. 

Sioux Falls Col. Lib. 
Mea 

Sparks, 

Univ. of Ps ii Dakota Lib, 


Ae 


Yankton 


Janssen, H. 
Yankton Col. Lib. 


TENNESSEE 


Chattanooga 
Kruesi, P. J. 
Phelps, C. W. 
Univ. of Chattanooga Lib. 


Collegedale 
Boyd, R. K. 


Greeneville 
Tusculum Col, Lib. 


. Humboldt 
Kelly, TA 


Jackson 
Sawyer, R. L. 


Jeferson City 
Carson-Newman Col. Lib. 


Kimberlin Heights 
Bell, R. M. 


Knoxyille 


Barnett, P, 

Bertram, R. F. 
Corry, 0. C. 
Glocker, T. W. 
Goeltz, 7, D. 

Horne. R. L. ` 
Howard, T. L. 
James, K. V. 
Knoxville Col. Lib, 
Lamke, E. A. 
Lawson McGhee Lib. 
Macon, H. L 

Read, W. L 
Spottswood, A, D. 
Tenn. Valley Auth., 
Lib. 

Univ. of Tennessee Lib. 
Ward, F. B 

White, C. P. 


Madison College 
Madison Col., Druillard Lib, 


Tech. 


Martin 
Umu. of Tennessee, Junior 
Col. Lib. 
Maryville 
Wendt, P. F. 


Memphis 


Goodwyn Inst. Lib. 
Junkin, W. R. 


Kane, J. E. 
Lemon Col., 807 Walker 


Memphis State Col. Lab. 
Moloney, J. F. 
Southwestern Lib. 
Milligan College 
Milligan Col. Lib, 


Nashville 


A. and I. State Teachers Col. 
Campbell, R. A. 
Cutler, A. T. 
Fisk Univ. Lab. 
Garis, R. L. 
Joint Univ. Lib. 
George Peabody Col. for 
Teachers 
Van Sickle, J. V. 
Norris 
Kline, H. B. 
Morrison, V. G. 
North Chattanooga 


Barr, R. J. 


Pressmen’s Home 


Int. Printing Pressmen and 
Assistants Union, Serv. 
Bur. - 

Sewanee 


Univ. of the South Lib. 


TEXAS 


Abilene 
Hardin-Stmmons Univ. Lib. 
Alpine | 
Kerby, J. L. 
Sul Ross State Teachers C of 
Lab. 
Amarillo 
Amarillo Pub. Lib. 
Thompson, C. C. . 
Arlington 
Armstrong, A. B. 
North Texas Agric. Col. Lib, 
_ Austin 
Allen, R. A. 


Fitzgerald, J. A. 


American Economic Association 


Hale, E. E. 

Hildebrand, G. H., Jr. 

Irons, W. H. 

Lay, C. F. 

Love, J. L, 

Miller, E. T. 

Samuel Huston Col. Lib. 

Simmons, 

Smith, E. G. 

Stocking, G. W. 

Texas Lib. and Hist. Com. 
State Lib. 

Univ. of Texas Lib., Serials 
Acquisition 

Winston, A. P 

Zimmermann, E. W. 


Canyon 


West Texas State Teachers 
Col. Lib. 


College Station 


Adams, I. G. 

A. and M. Col. of Texas, 
Dept. of Econ, 

ae M. Col. of Texas 


ab. 
Clark, F. B. 
Dulan, H. A. 
Hamilton, T. R. 


Leland, T. W. 


Lindholm, R. W. 


Commerce 


East Texas Siate Teachers 
Col, Lab. 


Dallas 


Dallas Pub. Lib. 
aa Res. Bank of Dallas 


ib, 
Hauhart, W. F. 


M ethodist 
ib. 
Zingler, E. K. 


` Denton 


Jenison, E. S. 

Lang, A. S. 

North Pras State Teachers 
Col, Lab. 

Texas State Col. for Wom- 
en, Bralley Memorial Lib, 


El Paso 
Col. of Mines and Metallur- 
gy Lib. 
Ft. Worth 
Oliver, C., Jr. 
Pub. Lib. 


Southern Umov. 
Lib 
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Sloan, V. B. 
Texas Christian Univ. Lib. 


Galena Park , 
Thoman, C. B., Box 3653 


Galveston 
Rosenberg Lib. 

Hawkins 
Jarvis Christian Col. Lib, 


Houston 


Doss, R. L. 

Gonzalez, R. J. 

Gordon, W. C. 

Houston Pub. Lib. 

Rice Inst. Lib. 

Univ. of Houston Lib., St. 
Bernard at Wheeler 


Huntsville 
Sam H ees State Teach- 
ers Col. 
Kilgore 
Col. Lib. 
Kingsville 
Texas Col. of Arts and Ind. 
Lib. 
Longview 
Mathews, Howard A., Box 
421 


Lubbock 


Ellsworth, J. O. 
Texas Tech. Col. Lib. 
Wiesen, 


Nacogdoches 


Stephen F. Austin State 
Teachers Col. Lab. 


San Antonio 
4 


Clark, L. E. 

Hart, W. L. 

Incarnate Word Col, Lib. 
Kohnen, G. B. 

Maverick, L. A. 

Murdoch, A. E. 

Oey es of the Lake Col. 


1b. 
San Antonio Pub, Lib. 


San Marcos 


Southwest Texas State 
Teachers Col. Lib. 


Stephenville 


John Tarleton Agric. Col. 
Lib. 


Tyler. 
Tyler Jumor Col. 


Waco 


Baylor Uniw. Lab. 
Heimann, E. A. 


Waxahachie 
Trinity Univ. Lib, 


Wichita Falls 
Kemp Pub. Lib. 


UTAH 
Cedar City 


Branch Agric. Col. Lib. 


Logan 
Murray, E. B. 
Thorne, A. C. 
Utah Agric. Col. Lib. 
Watson, W. N. 


Ogden 


Carnegie Free Lib. 
Hatch, G 


Provo 


Pond, A. S. 


Salt Lake City 
Adams, T. C. 
Beal, T. A. 
Due, J. F. 
Fox, F. Y. 
Mahoney, J. R. 
Thomas, G. 
Univ. of Utah Lib. 
Walker, D. 


VERMONT 


” Bennington 
Bennington Col. Lib. 


Burlington 
Briggs, L. L. 
Umv. of Vermont Lib. 
Middlebury 


Middlebury Col. Lib. 
Petshek, K. R. 
Prentice, J. S. 


Montpelier 
Meredith, L. D. 


Nat. Life Ins. Co. Lib. 
Van Benschoten, W. H, 


Vermont State Lib. 


Northfield 
Norwich Univ. Lib. 


Norwich 


Carter, W. A. oo 
McCrea, R. C. 
Peisch, A. M. 


Poultney 
Akerstrom, C. E. 


Shelburne 
Haller, W., Jr. 


Springfield 


: Flanders, R. E. 


Winooski Park 
St, Michaels Col. 


VIRGINIA 


Alexandria 


Abelson, M. 
Abelson, O. I. 
Altman, O. L. 
Armstrong, F. A. 
Bowman, W. S5. Jr. 
Browne, A. E. 

Burhans, N. C. 

Dickens, P. D. 

Duggar, G. S. 

Forest, Herbert L., Tauxe- 


Hill, J, C. 
Humphrey, D. D. 
Johnson, G. G., Jr. 
Kindleberger, C. P. 
Larsen, H. C. 
Livermore, S. 
May, R. A. 
Miller, P. L. 
Riley, D. C. 
Simpson, F. 
VanTuyl, H. L. 
Wehrwein, C. F. 


mt 


Arlington 
Ackley, G. 
M » 


Brown, W. 
Browne, E. W. Jr. 


Coombs, P. H. 


~ 
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Custard, H. L., 
Danhof, C. H. 
Dean, J. P. 
deChazeau, M. G. 
Dunkman, W. E. 
Eakens, R. H. S. 
Ecker-Racz, L. L. 
Ely, J. E. 

Ensley, - W. 
Fetter, L. C. 

F eldstein, M. J. 
Ferger, W. F. 
Fischer, P. A. 
Fritz, W. G. 
Galenson, W. 
Glaser, E. 

Gold, B. 

Gold, S. S. 
Goldwasser, B. C. 
Handy, W. K., Jr. 
Hayden, B. R. 
Hitch, T. K. 
Holloway, C. W. 


Holthausen, D. M. 


Kershaw, J. A. 
Knappen, L. S. 
Kneeland, H. 


yN 
fard 
ma 
T 
“nt 


2 
Pa 


Lillaston, J. B. 
Lindeman, J. 


Miller, E. T. 
Morrison, L. A. 
Morse, H. C. 
Mullenbach, P. 
Mulvihill, D. EF. 
Musbach, W. F. 


Potter, A. N. 
Reedy, T. W. 
Richards, L. J. 
Riley, H. E. 
Roberts, H. S, 
Russell, R. B. 
Ryan, F. W. 
Schwenning, G. T. 
Seidler, 


Shaskan, G ay E 


Simmons, E. C. 
Sogge, T. M. 
Stocking, C. A. 
Stockton, r R 
Strayer, P. J. 
Taylor, W. H. 
Tennant, R. B 


Terborgh, G. W. 
Torgerson, H. W. 
Trezise, P. H. 


Whitright, G. M. 
Young, B. O. 
Ziskind, D. 
Blacksburg 
Carlson, R. E. 
Miller, B. O. 
Virgima Poly. Inst. 
Bridgewater 
Wright, C. C. 


Charlottesville 
Berglund, A. 


Wright, D. M. 


Draper 
Wood, Walter M. 


East Falls Church 


Leven, M. 
Phelps, V.L. 
Sapir, H. M. 
Solterer, J. 


Emory 


Emory and Henry Col. Lib. 


Falls Church 


Venneman, H. F. 
Wiedeman, H. C. 


Farmville 
State Teachers Col. Lib. 


Fredericksburg 


Kirby, R. M. 
Sublette, M. H. 


Hampton 


Hampton Inst., 
Huntington Mem, Lib. 


Harrisonburg 
Madison Col. Lib. 


Collis P. 


American Economic Association 


Hollins College 
H n Col, Cocke Mem. 


1b. 
Jackson, K. C. 


Leesburg 
Harris, H. B. 


Lexington 


Hancock, G. D. 

Howard, E. H. 

Phillips, M. O. 

Tucker, R. H. 

Virginia Military Inst. Lab. 

Washington and Lee Uniw., 
Com. Lib. 


Lynchburg 
Morgan, J. T. 
Randolph-Macon 

Col. Lab. 

Lynnhaven 

Holm, E. E., Jr. 


McLean 
Carroll, M. R. 
Warburton, A. A. 
Warburton, C. 

Merrifield 
Miller, S. L. 


Norfolk 
Col. of William and Mary 
Lib., Norfolk Div. 
Richford 
Pond, A. 


Woman's 


Richmond 


Donnahoe, A. S 

Fed. Res. Bank of Richmond 
Lib., 9th and Franklin Sts. 

Heatherington, D. F. 

Hutcheson, H. H 

Newman, C. W. 

Pinchbeck, R. B. 

Richmond Pub. Lib., 101 E. 
Franklin St. 

Smith, : 

Stauffer, W. H. 

Virginia State Lib. 


. Salem 
Anson, C. P. 


` Staunton 
Mary Baldwin Col. Lib. 


Sweet Briar 


Boone, G. 
Sweet Briar Col. Lib. 
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University 
Musselman, R. M. 
Univ. of Virginia Lib. 
West, R. R 

University of Richmond 


Modlin, G. M. 
Univ. of Richmond Lib. 


Vienna 
Means, G. C, 


Williamsburg 
San of William and Mary 


Corey, H. D. 
Marsh, C. F. 
Poindexter, Je. 
Southworth, S. D. 
Taylor, A. G. 


WASHINGTON 


Aberdeen 
Long, J. J. 


Bellevue 
McGrath, W. H. 


Bellingham 
Western Washington Col. of 
Educa. Lib. 
Cheney 
Eastern Washington Col. of 
Educa. Lib, 
College Place 
Walla Walle Col. Lib. 


Ellensburg 
Central Washington Col. of 
Educa. Lib 
Lacey 
St. Martiws Col. Lib. 


Longview 
Longview Pub. Lib. 

Mercer Island 
McMahon, T. S. 


Mt. Vernon 

Mt. Vernon Junior Col, 
Olympia 

Larrabee, R. A. 


Parkland 
Pacific Lutheran Col. Lib. 


Pullman 
Aikin, N. J. 
Clower, E. W. 


Dummeier, E. F. 

Fields, H. H. 

Foote, W. W., Lib, State 
G ol. of Washington 

Guthrie, J. A 

Heflebower, R. B. 

Jacobs, C. D. 


Seattle 


Buechel, H. T. 

Carroll, Clifford, Seattle 
Col., Madison and 10th 

Demmery, J. 

Engle, N. H 

Hall, J. K. 

Jenkins, L. A. 

Kerr, C. 

Kerry, ALS 

Lorig, A. N. 

Mason, W. E. 

McConahey, J. 

Morrison, J. 

Mund, V. A. 


Nat. Bank of Com., Att. L, 


Wallis Graves, 1100 2nd 
Ave. 

Preston, H. H. 

Seattle Pacific Col. _ 

Seattle Pub. Lib., Period. 


ep 4th and Madison 
t 


y 

Skinner, M. M. 

Thayer, R. I. 

Univ. of Washington Lib. 
Watt, J. R. 

Wheeler, B. O. 

Witte, E. F. 

Wolf, R. H. 


Spokane 
Bradley, C. J. 
Clawson, Marion, 315 Welch 
Bldg., W. 610 Main Ave. 
Dizmang, O. K. 
Spokane Pub. Lib. 
Tousley, R 
Whitworth Col. Lib. 


Tacoma 
Col. of Puget Sound Lab, 
Tacoma Pub, Lib., Tacoma 
Ave. ` . 
Walla Walla 
Whitman Col. Lib. 
Wolfard, J. A 


Yakima 
Yakima Valley Jumor Col. 
Lib. 


WEST VIRGINIA 


Athens ; 
Concord State Teachers Col. 
Lib. 
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McGrew, J. G. 


Bethany 
Bethany Col. Lab. 


’ Crobaugh, C. J. 


Buckhannon 
West Virginia Wesleyan 
Cal. Lib. 
-Charleston 
Morris Harvey Col. Lib. 


Elkins 
Davis and Elkins Col. Lib. - 


Glenville 
Glenville State Teachers Col. 


Huntington 
Marshall Col. Lib. 
Olson, A. L. 
Institute 
West Virgima State Col. 
Lib. 


Montgomery 
West Virginia Institute of 
Technology 
Morgantown 


Dadisman, A. J. 

Keller, F. E. 

Roberts, E. O. 

Tower, R. B. 

Vickers, E. H. 

West Virginia Univ. Lib. 

Zimmermann, M. P. 
Philippi 


Alderson Broaddus Col. Lib. 


Wheeling 


Bartels, R. D. W. 
Foss, F. F 


WISCONSIN 


Appleton 
Lawrence Col. Lib. | 
McConagha, W. A. 
Towle, L. W. 

Beloit 


Beloit Col. Lib. 
Landry, R. S. 
Severson, L. E. 


Dodgeville 
Temby, J. L. 

Eau Claire 
State Teachers Col. 
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Kenosha 


Gilbert M. Simmons Lib., 
Library Park 


La Crosse 
State Teachers Col. Lab. 


Madison 


Alexander, C. K. 

Anderson, D. S, 

Bakken, H. H. 

Commons, J. R. 

Elwell, F. H. 

Gaumnitz, E. A. 

Groves, H. M. 

Hibbard, B. H. 

Hobson, A. 

Jour. of Land and Pub. Util. 
Econ., Univ. of Wiscon- 
sin, S terling Hall 

Kiekhofer, W. H. 

Knollmeyer, L. E. 

sek Ref. Lib., State Capi- 
to 

Lescohier, D. D. 

Marlatt, A. L. 

Miller, J. L. 

Mortenson, W. P. 

Morton, W. A. 

Parsons, K. H. 

Perlman, S 

Peterson, M. S. 

Raushenbush, P. A. 

Taylor, W. 

Timmons, J. F. 

Trumbower, H. R. 

Umv. of Wisconsin Lib. 

Waples, E. O. 


AFRICA 
Uganda 


Entebbe 
Hughes, M. W. 


Union of South Africa 


Cape Town 
Hiddingh Hall Lib., Govern- 


ment Ave 
Kelly, T. H. 


Durban 


Natal Tech. Col. 
Natal Univ. Col., Lib. 


Johannesburg 


Hoof-Organisasielier Red- 
dingsdaadbond, P.O. Box 
7714 

Johannesburg Pub. Lib. 
Market Sq. 


Wehrwein, G. S. 
Witte, E. E. 


Menomonie 
Stout Inst. Lib. 


Milwaukee 


Belcher, A. E. 

Divine, T. F. 

Froehlich, W. 

Keays, E. M. 

Liebner, W. C. 

Luce, K. K. 

Milwaukee Pub. Lib., 814 
W. Wisconsin Ave. 


Pyle, J. F 


Schmidt, R. R. H. 

State Teachers Col. 

Tilton, E. B. 

U. S. Dept. of Agric., Bur. 
of Agric. Econ., 4650 N. 
Port Washington Rd. 

- Monroe 

Saucerman, R. C. 


Oshkosh 
State Teachers Col. 


Racine 
Thompson, W. D. 


Ripon 


Raymaker, C. L. ` 
Ripon Col., Lane Lib. 


River Falls 
State Teachers Col. Lib. 


Other Countries 
Richards, C. S. 


Univ. of the Witwatersrand, 


Main Lib., Milner Pk. 


Pretoria 


Arndt, E. H. D. 
Chief Div. of Econ., Mar- 
yee ee Co-op., “Dept. of 


office of the High Commis- 
stoner for Canada 

Secy. for Com. and Indus- 
tries, Impala House 


Universiteit van Pretoria, 
Bibliothek 


Stellenbosch 
Univ. Lib. 


AUSTRALIA 


Adelaide 
Pub. Lib. of South Aus- 


American Economic Association 


Sheboygan 
Parker, J. S. 


Stevens Point 
State Teachers Col. 


Superior 
State Teachers Col. Lib. * 


Waukesha 
Carroll Col. Lib. 


Wauwatosa 
Scrimshaw, S. 


West De Pere 
St. Norbert Col. Lib. 


Whitewater 
State Teachers Col. 


WYOMING 


Cheyenne 
Carnegie Pub. Lib. 
Clark, J. D. 
Wyoming State Lib., Su- 
preme Ct. Bldg. 


Laramie 
Carnegie Pub. Lib., Albany 


Co. 
Conwell, R. E. 
Schweitzer, A. 
Univ. of Wyoming Lib. 


tralia, P.O. Box 386A 
Univ. Lib. 


Armidale 
New England Univ. Col., 
Secy. 
Canberra 


Canberra Univ. Col., Secy., 
c/o Attorney- General’s 
Dept. 

Commonwealth 
Lib. 


Parliament, 


Crawley 
Mauldon, F. R. E. 
Univ. of Western Australia, 
Lib. 
Kensington 
Barr, J. R., 49 Balfour Rd. 


Melbourne 
State Parliamentary Lib. 


Geographical List of Members and Subscribers 


Sydney 
Bank of New South Wales, 
Econ. Dept., G.P.O. Box 
2722C, P.O 


Grvon, Fred, Orange Intern- 
ment Camp, c/o District 
Censor 

New South Wales Pub, Lib. 

Parliamentary Lib., Mac- 
Quarrie St. 

Univ. of Sydney, Fisher Lib. 


BRITISH WEST INDIES 
Trinidad 


St. Augustine 


Imperial Col. k Tropical 
Agric. Lib, 


BURMA 


Rangoon 
Univ. Lib., Univ. Estate 


CANADA 


Alberta 


Edmondton 
Elliott, G. A. 
Univ. of Alberta Lib, 


British Columbia 
Point Grey 
Umu. of British Columbia 
Lib. 


Vancouver 


Ross, E. B. 
Vancouver Pub. Lib. 


Victoria 
Perry, G. N. 


Manitoba 


Winnipeg 
MacGibbon, D. A. 
Provincial Lib. 
Univ. of Manitoba, Fi. Garry 
Site Lib. 


New Brunswick 


Fredericton 


Keirstead, B. S. 

Petrie, J. R, Deputy Co- 
ordinator for War Indus- 
tries, P.O. Box 966 


Nova Scotia 


Antigonish 
St Francis Xavier Univ, Lib, 


Halifax 
Dalhousie Univ. Lib. 


Wolfville 
Acadia Univ. Lib. 


Ontario 
Guelph 


` Ontario Agric. Col. Lib. 


Hamilton 
H gonion Pub. Lib, Main 


r. 
McMaster Uniw. Lib., West- 
dale 


Kingston 


Curtis, C. A. 
Knox, F. A. 
Queen's Univ. Lab. 


London ' 


Inman, M. K. 

Reilly, E. E. 

Univ. of Western Ontario, 
190 St. James St. 


Niagara-on-the-Lake 
Wright, I. 


Ottawa 


Bank of Canada, Res. Deji 

Bryce, x B. 

Coats, R. H. 

Couper, W. J. 

Dept. of Agric, Main Lib., 
G onfederation Bldg. 

Dept. of Fin., Deputy Min- 
ister, East Block 

Dept. of Trade and Com., 
Deputy Minister, West 
Block 

House of Commons Reading 
Room 

Kemp, H. R. 

Lib. of Parliament 

Mackintosh, W. A. 

Moffat, R. E. 

Spence, E.-J. 

Stewart, B. M. 

Tuthill, J. W 


Toronto 


Bladen, V. W. 
Frame, S. J. 
Innis, H. A. 

J ackman, W. T. 
Loft, J. 

Logan, H. A. 
MacGregor, D. C. 
Morgan, L. T. - 


_ Saunders, S, A. 


Toronto Pub. Lib. 
Univ. of Toronto Lib. 
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Windsor 


Ford Motor Co. of Canada, 
Lid., Audit Dept. 


Horne, G. R. 
Prince Edward Island 

Charlottetown 

Croteau, J. T. 
Quebec 

Montreal 
Beach, E. E 
Bell Tel. Co. of Canada, 


Econ. Sec. 

Bouvier, E. E. 

Ecole des Hautes Etudes 
Commerciales, 535 Viger 
Ave. 

Hemmeon, J. C. 


‘Herbert, C. H 


James, F. C. 

McGill Univ, Lib., 3459 Me: c- 
Tavish St: 

Riches, E. J. 

Royal Bank 
Head Office 

Surveyer, A. 

Woodbury, R. M. 


Ste.-Anne de la Poca- 
tiére, Kamouraska 


Ecole Supérieure d Agricul- 
ture Bibliothèque 


of Canda, 


Saskatchewan 


Saskatoon 
Univ. of Saskatchewan Lab. 


CENTRAL AMERICA 
Costa Rica 


San José 
Heck, V. C. 


Nicaragua 


Managua 
Mendieta, F. A. 


CEYLON 


Colombo 
Ceylon Umv. Col. 


CHINA 


Chungking 
Nat. Central Lib. 
Nat. Lib. of Peiping, Chung- 
king Office, c/o Nankai 
Inst. of Econ., Shaping pa 
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Hong-Kong 
Lin, S. Y., Room 316 
Gloucester Bldg. 
Santai 
Nat. Northeastern Univ. Lib. 


CUBA 


“Havana 
Maestri, Raul, 13 No. 307 
enire H e 1 Vedado 
Santiago de Cuba 
Serrano, E. E. 


EGYPT 
Giza 


Faculty of Com., 
Gardens 


Orman 


ENGLAND 


Birmingham 
Univ. Lib., Edmund St, 


Cambridge 


Keynes, J. M. 
Keynes, J. N. 
a S Mrs., 6 Madingley 


Pigou, A. C. 
Univ. Lib. 


Exeter i 
Eland Bros., 236 High St. 


Hull 
Univ. Col. Lab. 


Liphook 
Webb, S. 


Liverpool 
Univ. of Liverpool, Tate 
Lab. 
London ` 


Bowley, A. L. 
Brown, Stephen C., Ameri- 
can Embassy 


Dalal, R. D., 

H. M.S tationery Office, L. 
and T. Div. (Books), 
Stamford St. 

Layton, W. T. 


Nutt, David, 212 Shaftes- 
bury Ave., W.C.2 
Ouchterlony. of Kellie. 
Robertson, D. H. 
Sherrington, C. E. R. 
Stevens and Brown, B. F., 


N ew Ruskin House, 28-30 


Little Russell St., Wl 
Steyne, A. N, 
Manchester 


Univ, of Manchester Lib. 
Newcastle upon Tyne 

King’s Col, Lib. 
Nottingham 

Sarton, Henry B., King St. 


Oxford 


Blackwell, B. H., Ltd., 50-51 
Broad St. 
Bodleian Lib. 


_ Liepmann, K, 


Rhodes House Lib., The 
Keeper 
Royal Insi of Int. Affairs, 
Balliol Col. 
Petts Wood 


Weiss, F. X. 


FRANCE 
Paris 
Jèze, G. P. 
Toulouse 
Aftalion, A. 


Versailles 
Rist, C. 


GERMANY 


Bonn 
Spiethoff, A. A. C. 


HUNGARY 


Budapest 
Földes, B. 


INDIA 
Agra 
English Book Depot, 
Rd. 


Bangalore 
Central Col., Commerce Sec. 


Bombay 


Asst. Secy. to the Govern- 
ment of Bombay, Fin. 
Dept., Bombay Castle 

Sydenham ‘Col. of cs om. and 
Econ, Lib. 


Taj 


American Economic Association 


Univ. of Bombay, “Univ. 
Prof. of Econ., School of 
Econ. and Soc. 

Calcutta 

Imperial Lib, 

Nen, Lai Ko, c/o Hickey 
Spink and ‘Co. 3 Espla- 
nade E 

Cawnpore 

Labour Commissioner, 

United Provinces 


Chidambaram 
Annamalai Umu. Lab., An- 
namalamagar 
Cuttack 
Cuitack Ravenshaw Col. 


Dacca 
Dacca Uniw. Lib, Ramna 
P.O. 


Delhi 
Univ, of Delhi, Regisirar 


Karachi 
Poojara, Chhaganlal M., c/o 
Mohanlal Motilal, P. O. 
Box 141, S, Napier Rd. 
Lahore 
Panjab Umv, Lib., Senate 
House 
Madras 


Basenach, Fr., Loyola Col., 


Cathedral P.O. 
Doa P.O. Box 316, M ount 


Univ. Lib., Senate House, 
Triplicane 


Mysore 
Mysore Univ. Lib. 


Trivandrum 
H. H. The Maharaja’s Col. 


of Arts 
IRISH FREE STATE 


Dublin 
Bastable, C. F. 


ITALY 


Milan 
Mattioli, R. 


.Naples 
Graziani, A, 


Geographical List of Members and Subscribers 


Turin 


Einaudi, L. 
Loria, A. 


JAPAN 
Tokyo 


Hijakata, S. 
Kinosita, Y. 


MEXICO 


Mexico, D. F, 


Banco de Mexico, S.A., Ofi- 
cina de Estudios Econo- 
aucos, Apartado 98 bis 

Banco Nacional de Comercio 
Exterior, S.A., Calle de 
Gante No. 15 

Colón, R. A., Apartado No. 
1383 


Moore, J. H. 

Nacional Distribuidora y 
Reguladora, S.A. de C.F. 
San Juan de Letran 21 

ee Alberto R., Nilo No. 


Saenz, Josue, Sierra Madre 
No. 305, Lomas de Chap- 
uliepec 

Secretaria de Hacienda y 
Credito Publico, Dirrecion 
de Estudios Financieros, 
Debt. de Biblioteca y Ar- 
chivos Economicos, Correo 
Mayor 31 

Villasenor, E. 


NETHERLANDS 


Den Haag 
Valk, W. L. 


Hilversum 
Goudriaan, J. 


NEW ZEALAND 


Auckland 


Auckland Univ. Col., Regis- 
trar 


Palmerston North 
Massey Agric. Col. Lib. 


Wellington 


Dept. of Industries 
: Com., P.O. Box 763 

Prime Ministers Dept., In- 
formation Sec, Parlia- 
ment Bldgs. 

Victoria Univ. Col. 


and 


PORTUGAL 
Lisbon 
Agencia Argos, Dept. S, 
Apariado 400 


SCOTLAND 


Glasgow 


Inst. of Accountants, 218 St. 
Vincent St, C2 


SOUTH AMERICA 
Argentine 


Buenos Aires 


Banco Central de la Repub- 
lica Argentina, Oficina de 

. Investigaciones Economi- 
cas 

Campos, Jose A., Calle Re- 
conquista 336-10° Piso 

Casa Editora, Francisco 
Valiardi, Calle Cerrito 138 

Galigniana, L. M. 

Gomez, E., Diagonal Norte 
567 l 

Libreria Hachette, S.A., 
A aipu 49, Casilla Especial 


Mimsterio de Agricultura de 
la Nación, Señor Jefe de la 
División de Poltica Com- 
ercial, Paseo Colón 922 

Pescuma, M., Doblas 626 

Pinedo, Federico, Sevilla 


La Plata 
Facultad de Agronomia, 
Catedra de Economia 
Agraria 

Mendoza 


Universidad Nacional de 
Cuyo 
Bolivia 
La Paz 
Salamanca, Carlos, c/o Cam- 
ara de Diputados 
Brazil 


Rio de Janeiro 


Conselho Federal do Com- 
mercio Exterior, Ave. 
Presidente Wilson 231 

Instituto de Altos Estudos 


em Ciencias, Ave. Portu-` 


gal 222 i; 
Ministerio dos Relacoes Ex- 
teriors 


> 
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Mortara, G. 

Trindade, Damel Correa, 
Comussao de Eficiencia do 
Ministerio da Agricultura 


Sao Paulo 

Duncan, J. S. 
Inspectoria de Servicos Pub- 
locos, Secretaria da Via- 
cao, Andar 4 Caixa 3010 


Chile 


Santiago 


Banco Central de Chile 

Escuela de Commercio y 
Economia Industrial, Com- 
pania 1360 

Helfant, H. 

Subércaseaux, G. 


Colombia 


Bogotá 


Ministerio de la Economia 
Nacional, Apartado No. 
25-85 


Ecuador 


Guayaquil 


Gerente, Eduardo Molestina, 
Banco Central del Ecuador 


Peru 


Lima 
Beltran, P. G. 
Mateo, F. A. 
Superintendencia de Bancos 
Universidad Nacional Mayor 
de San Marcos, Seminario 
de Economia y Financas, 
Apartado No. 2631 


Uruguay 


Montevideo 


Casa A. Barreiro y Ramos, 
S.4., 25 de Mayo 

Prat de la Riba, Enrique, 
Casilla de Correos 187 

Vallarino, Juan Carlos, Ave- 
nida Espana 2761 


Venezuela 


Caracas 


Guerrero, 
Norte 4, 


Manuel 


Perez, 
No. 26 ; 


SWEDEN 


Djursholm 
Cassel, G, 
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Stockholm 
Aktiebolaget Nordiska Bok- 
handeln, Drottninggatan 7 
Handelshogskolans Rektor- 
sexpedition 
Heckscher, E. F. 
Upsala 
Davidson, D. 


SWITZERLAND 


Basel 


Bank for Int. Settlements 
Lib., 7 Centralbahnstr. 
Rosen, J 


Geneva 


Institut Universitaire des 
Hautes Etudes Interna- 


tionales, Rue de Lausanne 
132 


Rappard, W. E. 
Röpke, W. 
Zurich 


Konjunkturforschnungs- 
stelle Gesellschaft fur 
Wirischaftsforschung, 
Eidg, Technische Hoch- 
schule 


SYRIA 
Beirut 
A oe Univ. of Beirut 


ib, 
Himadeh, S. B. 
Sawwaf, H. A. 


American Economic Association , 


TASMANIA 
Hobart 
Univ. of Tasmania Lib. 


TURKEY 
Istanbul 
Robert Col. Lib., Galata P.O. 
Box 392 . 


UNION OF SOCIALIST 
SOVIET REPUBLICS 
Moscow 
Meshdounarodnaja 
Kusnetskt Most 18 
WALES 
Aberystwyth 


Nai. Lib. of Wales 
Univ. Col. of Wales Lib. 
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1920 
1923 
1924 


1934 


1935 


1936 


1937 


REPRESENTATIVES OF THE ASSOCIATION 


TO THE LEARNED COUNCILS 


AMERICAN COUNCIL OF LEARNED SOCIETIES 


A. A. Young 

H. B. Gardner 

A. A. Young . 

H. W. Farnam 

A, A. Young 

T. W. Page 

SOCIAL 

J. S. Davis 


Horace Secrist 
J. R. Commons 
Horace Secrist 
J. R. Commons 
G. E. Barnett 

W. C. Mitchell 
G. E. Barnett 

Horace Secrist 
G. E. Barnett 

Horace Secrist 
W. W. Stewart 
Horace Secrist 
L. C. Marshall 
G., E. Barnett 


W. F. Willcox, Chmn. 


E. T. Miller 
. Perlman 
pD: Sa 


_ Barnett, Chmn. 
. Phillips 

. Zimmermann 
. Sharfman 


1920-42 


1925 T. W. Ae 1939-40 J. M. Clark 
W. E. Willcox F. H. Knight 
1926-36 W. F. Willcox E. H. Knight 
E. F. Gay E. S, Furniss 
1937-38 A. S. R 
J. M. Clark 
SCIENCE RESEARCH COUNCIL 
1924-42 
1929 L. C. Marshall A. H. Hansen 
G. E. Barnett S. H. Slichter 
A. S. Johnson F. H. Knight 
1930 G. E. Barnett S. H. Slichter 
A. S. Johnson F. H. Knight 
H. A. Millis E. G. Nourse 
1931-33 Max Handman F. H. Knight 
H. A. Millis E. G. Nourse 
A. B. Wolfe S. S. Kuznets 
1934 Max Handman 1939-41 E. G. Nourse 
H. A. Millis S. S. Kuznets 
A. H. Hansen A. H. Hansen 
1935 H. A. Millis E. G. Nourse 
A. H. Hansen S. S. Kuznets 
S. H. Slichter R. E. Montgomery 
NOMINATING COMMITTEES 
ROSTER OF MEMBERSHIP 
1934-42 
R. T. Bye W. C. Clark 
H. A. B. * Chandler E. J. Hamilton 
I. L. Sharfman C. D. Edwards 
A. W. Marget H. M, Groves 
1938 A. S. Johnson, Chmn. J. P. Young 
R. B. Westerfield A. B. Wolfe, Chmn. 
J. W. Angell C. R. Whittlesey 
C. B. Hoover C. F. Remer 
F. D. Graham S. E. Leland 
E. E. Witte J. B. Woosley 
B. F. Haley H. S. Ellis 
1939 A. H. Hansen, Chmn. F. C. Mills, Chmn. 
A. R. Burns C. E. Griffin 
F. S. Deibler John Ise 
R. D. Calkins D. M. Halley 
C. O. Hardy W. A. Brown, Jr. 
T. R. Snavely G. W. Terborgh 


. Cross 
. Bogart, Chmn. 
. Brown 


ASM ROOT AMOR AY 


SPPP gpn 


= 


1940 J. M. Clark, Chmn. 


= i 


1. A. Copeland 


PROGRAM COMMITTEES 


1936 
1937 


Johnson, Chmn. 
M. W. Sprague, 


mn. 
A. H. 
n, 


m 
. S. Deibler 


Hansen, Vice- 


ROSTER OF MEMBERS 


1934-42 

E. 3. Mason P. T. Homan 

The Secretary E. B. Schumpeter 
1938 A. H. Hansen, Chmn. The Secretary 

F. B. Garver, Vice- 1941 S. H. Slichter, Chmn. 

Chmn. E. M. Patterson 

F. C. Mills R. E. Montgomery 

C. D. Edwards Herbert Feis 

The Secretary H. R. Trumbower 
1939 Jacob Viner, Chmn. 'E. G. Nourse 

The Secretary The Secretary 
1940 F. C. Mills, Chmn. 1942 E. G. Nourse, Chmn. 

J. W. Angell Fritz Machlup 

C. B. Hoover J. B. Condliffe 

C. R. Noyes R. A. Gordon 

F. W. Fetter The Secretary 


ANNUAL MEETINGS* 
LOCAL ARRANGEMENTS 


Place 


St. Louis, Missouri 
Washington, D.C. 
Boston, Massachusetts 
Minneapolis, Minnesota 
Princeton, New Jersey 
Washington, D 


(Also in San Francisco, California) 


Columbus, Ohio 
Philadelphia, Pennsylvania 
Richmond, Virginia 
Chicago, Illinois 

Atlantic City, New Jersey 
Pittsburgh, Pennsylvania 
Chicago, Illinois 
Washington, D.C. 
Chicago, Illinois 

New York, New York - 
St. Louis, Missouri 
Washington, D.C. 
Chicago, Illinois 
Washington, D.C, 
Cleveland, Ohio 
Washington, D.C. 
Cincinnati, Ohio 
Philadelphia, Pennsylvania 
Chicago, Illinois 

New York, New York 
Chicago, Illinois 

Atlantic City, New Jersey 
Detroit, Michigan 
Philadelphia, Pennsylvania 
New Orleans, Louisiana 
New York, New York 
Cleveland, Ohio 


a 
> 


Local Arrangements 
Chairman or 
Representative 


. MILs 

. Drury 
D. H. WELD 
. C. McCrea 
" LIPPINCOTT 

W. 
, R. 


le 


+ 
* 
whe 


B 

. G. MOULTON 
BELL 
EpMINSTER 

. C. ARBUTHNOT 

. W. SPLAWN 


+ 


. HAHNE 
E BECKHART 
. V. Cox 
. M. PATTERSON 
. P. BRIGGS 

. N. Loucks 
W. ELSASSER 
` S; SHOUP 


Sa a a 
HEEE NOP 
od 
z 
a. 


a 
Zy 
t 
a 
A 
ja 
z 


* A tabulation of “Statistics of Annual Meetings” from 1885 to 1910 may be found in the “Papers and 


Discussion” 


Association, Vol. XI (1910), No. 1, pp. 92-93. 


on the twenty-fifth anniversary, published in the Third Series of the publications of the 


ORGANIZATIONS WITH WHICH THE AMERICAN ECONOMIC 
ASSOCIATION IS AFFILIATED 


AMERICAN COUNCIL OF LEARNED SOCIETIES | 
1219 16th Street, N.W., Washington, D.C. 


Director, Waldo G. Leland; Admutisirative Secretary, Mortimer Graves; Secretary for 
Grants-in-Aid, Donald Goodchild; Special Adviser, D- H. Daugherty; Director, Inten- 
sive Language Program, J. M. Cowan; Editor, Frederic W. Stewart; Office Manager, 
Joe N. Bourne; Bursar, Wallace D. Brock. ' 

a of the American Economic Association: Edgar S. Furniss, 1944, Frank H. Knight, 
l 


Constituent Societies: American Philosophical Society, American Academy of Arts and 
Sciences, American Antiquarian Society, American Oriental Society, American Numis- 
matic Society, American Philological Association, Archaeological Institute of America, 
Society of Biblical Literature and Exegesis, Modern Language Association of America, 
American Historical Association, American Philosophical Association, American An- 
thropological Association, American Political Science Association, Bibliographical Soci- 
ety of America, Association of American Geographers, American Sociological Society, 
American Society of International Law, College Art Association of America, History 
of Science Society, Linguistic Society of America, Mediaeval Academy of America, 
Population Association of America. 


` 


SOCIAL SCIENCE RESEARCH COUNCIL 
230 Park Avenue, New York City 


Chairman: Edwin B. Wilson, Harvard University; Vice-Chairman, Edwin G. Nourse, 
Brookings Institution; Secretary, O. C. Stine, U. S. Department of Agriculture; 
Treasurer, A. T. Poffenberger, Columbia University. 

Staff: Robert T. Crane, Executive Director; Donald Young; Carolyn E. Allen, Controller. 

Representatives of the American Economic Association: Edwin G. Nourse, 1940-42, Simon - 
Kuznets, 1941-43, Royal E. Montgomery, 1942-44. 

Members at Large: Robert E. Doherty, Robert B. Hall, Shelby M. Harrison, Wesley C. 
Mitchell, Henry Allen Moe, Frederick Osborn, John G. Winant. In addition, three repre- 
sentatives each of the following societies: American Anthropological Association, 
American Historical Association, American Political Science Association, American 
Psychological Association, American Sociological Society, American Statistical Asso- 
ciation. 


NATIONAL BUREAU or Economic RESEARCH 
1819 Broadway, New York City 


Chairman, W. L. Crum; President, N. I. Stone; Vice-President, C. Reinold Noyes; Treas- 
urer, Shepard Morgan; Executwe Director, W. J. Carson; Editor, Martha Anderson. 

Research Staff: Wesley C. Mitchell, Director, Moses Abramovitz, A. F. Burns, Solomon 
Fabricant, Milton Friedman, Thor Hultgren, Simon Kuznets, F. C. Mills, G. H. 
Moore, R. J. Saulnier, Leo Wolman, R. A. Young. 

Directors at Large: C. J. Barnard, David Friday, O. W. Knauth, H. W. Laidler, Shepard 
Morgan, G. E. Roberts, Beardsley Ruml, Stanley Ruttenberg, Harry Scherman, George 
Soule, N. I. Stone. 

Directors by University Appoimtinent: E. Wight Bakke, Yale; C. Canby Balderston, Penn- 
sylvania; W, L. Crum, Harvard; E. E.-Day, Cornell; G. S. Ford, Minnesota; H. M 
Groves, Wisconsin; Clarence Heer, North Carolina; Wesley C. Mitchell, Columbia; 
T. O. Yntema, Chicago. I ‘ 

Directors Appointed by Other Organizations: P. F. Brundage, American Institute of Ac- 
countants; Spencer Miller, Jr., American Federation of Labor; C. Reinold Noyes, 
American Economic Association; Winfield W., Riefler, American Statistical Asso- 
ciation, 


AFFILIATED REGIONAL AND ALLIED ASSOCIATIONS 


MIDWEST Economic ASSOCIATION 
Officers, 1942 


President, Jesse S. Robinson, Carleton College. Vice-Presidents, C. E. McNeill, University 
of Nebraska, Richard L. Kozelka, University of Minnesota. S ecretary- Treasurer, 
* C. Woody Thompson, University of Towa. 

The Midwest Economic Association was founded in 1934, and has held annual meetings 
in April each year since. The programs begin Thursday evening and extend through Saturday 
forenoon, The area embraces Indiana, Illinois, Missouri, Kansas, lowa, Nebraska, North 
Dakota, South Dakota, Minnesota, and ‘Wisconsin. The organization is informal. Any person 
engaged i in full-time teaching or research, or graduate study, or graduate study and research 
or teaching in the field of economics or commerce is eligible for membership. A registration 
fee of fifty cents is paid by those in attendance in lieu of a membership fee, The Association 
sponsors no publication. The annual program is prepared and’ the place of meeting is chosen 
by the Executive Committee consisting of the President, two Vice-Presidents, Secretary- 
Treasurer, and the past president last “holding office. 


Past Presidents - 


1934 S. L. Miller, State University of Iowa 1939 W. B. Taylor, University of Wis- 
1935 M. H, Hunter, University of Illinois consin _ 
1936 Dale Yoder, University of Minnesota 1940 J. E. Kirshman, University of Ne- 


1937 J.A, Estey, Purdue University braska 
1938 John Ise, University of Kansas 1941 a Gunnison Brown, University of 
l issourl 


SOUTHERN Economic ASSOCIATION 
Officers, 1942 


President, Malcolm H. Bryan, Federal Reserve Bank of Atlanta. Vice-Presidents: Program, 
Edgar Z. Palmer, University of Kentucky; Membership, Joseph J. Spengler, Duke Uni- 
versity, Edttors, Truman C. Bigham, University of Florida, R. P. Brooks, University 
of Georgia, B. U. Ratchford, Duke University. Secretary-Treasurer, James E. Ward, 
er eh College. Executive C ommittee, the officers and three immediate past presidents, 
ex oficio. 

The Southern Economic Association was iza in November, 1930, as the outcome 
of three annual Southeastern Economic Conferences. The purpose of the Association is the 
stimulation of economic thought and research in connection with the economic problems 
of the South. 

Membership dues are: annual $3.00, sustaining $5.00, contributing $10.00, life $60.00, 
institutional $10.00. Membership fees include $2.00 in payment for-a year’s subscription to the 
Southern Economic Journal at the special rate granted to members of the Southern Eco- 
nomic Association. The Journal is a quarterly published jointly by the Association and the 
University of North Carolina. 


Past Presidents 


1930 Walter J. Matherly, University of 1936 James W. Martin, Kenady ‘State 
Florida Commissioner of Revenue 

1931 Lee Bidgood, University of Alabama 1937 Calvin B. Hoover, Duke University 

1932 Tipton R. Snavely, University of Vir- 1938 Truman C. Bigham, University of 


ginia Florida 
1933 J. B. Trant, Louisiana State University 1939 Robert H. Tucker, Washington and 
1934 R. P. Brooks, University of Georgia Lee University 
1935 Albert S. Keister, Woman’s College 1940 John B. Woosley, University of North 
of the University of North Carolina Carolina 


1941 Ralph C. Hon, Southwestern College 


Pacırıc Coast Economic ASSOCIATION 
Officers, 1942 


President, Bernard F. Haley, Stanford University. Vice-President, James H. Gilbert, Uni- 
versity of Oregon. Secretary-Treasurer, Hampton K. Snell, University of Southern 


194 American Economic Association 


California. Editor, Clark Kerr, University of Washington. Executive Committee, officers 
and Elmer J. Brown, University of Arizona, M. M. Stockwell, University of California 
at Los Angeles, Norman Buchanan, University of California. Trustees, Kenneth Duncan, 
Pomona College, R. B. Heflebower, State College of Washington, Rockwell D. Hunt, 
University of Southern California. 

The Pacific Coast Economic Association, under a somewhat different name, was Beta 
lished in 1922, largely through the efforts of Alfred C. Schmitt, Edwin C. Robbins, Stephen 
„I. Miller, and Eliot Jones. The first meeting was held in Portland, Oregon. Membership iS e 
of two kinds: (1) institutional members, originally confined to accredited universities and 
colleges west of the Rocky Mountains, but now changed to include any educational institution 
approved by the Executive Committee, west of the Rockies; (2) individual members, who 
may be any person interested in the theory, principles and problems of economics and busi- 
ness. In addition to the professional economists, many Pacific Coast businessmen- are 
members. 

One of the principles of the P.C.E.A. is to devote approximately one-third or more of each 
annual conference to problems of the Pacific Slope; another is to co-operate with the efforts . 
of the Social Science Research Council. 

The membership of the Association as of December 31, 1941, was 222. Institutional dues 
are $10.00 and $5.00, depending upon size of the institution ; individual membership is $1. 50 
yearly. The principal publication is the annual proceedings. 


i _ Past Presidents 
1922 Alfred C. Schmitt, Oregon State Col- 1932 Shirley J. Coon, University of Wash- 


lege ington 

1923 Eliot Jones, Stanford University 1933 Clement Akerman, Reed College 

1924 Rockwell D. Hunt, University of 1934 Reid L. McClung, University of 
Southern California Southern California 

1925 Howard T. Lewis, University of 1935 W. L. Wanlass, Utah State College 
Washington 1936 Kenneth Duncan, Pomona College 


1926 Edwin C. Robbins, University of Ore- 1937 John B. Canning, Stanford University 


gon 1938 James K. Hall, University of Wash- 
1927 Theodore H. Boggs, University of ington 

British Columbia 1939 Richard B. Heflebower, Washington 
1928 Ira B. Cross, University of California State College 
1929 Howard S. Noble, University of Cali- 1940 Arthur G. Coons, Claremont Colleges 

fornia at Los Angeles 1941 Robert D. Calkins, University of Cali- 
1930 Thomas A. Beal, University of Utah fornia 


1931 John A. Bexell, Oregon State College 


Economic HISTORY ASSOCIATION 
Officers, 1942 


President, Edwin F. Gay, Huntington Library. Vice-Presidents, Herbert Heaton, University 
of Minnesota, Earl J. Hamilton, Duke University. Secretary-Treasurer, Shepard B. 
Clough, Columbia University. Board of hea Maka C. Mitchell, Columbia Uni- 
versity, Harold A. Innis, Toronto University, E. A. J. Johnson, New York University, 
Edward C. Kirkland, Bowdoin College, Solon J. Buck, National Archives, Ralph M.: 
Hower, Harvard Graduate School of Business Administration, representing the Business 
History Society, Herbert A. Keller, Chicago, representing the Industrial History Society, 
Edward E. Edwards, Us, Department of Agriculture, representing the Agricultural 
History Association. Editor, E. A. J. Johnson. Associate Editor, Shepard B. Mougn, 
Assistant Editor, Winifred Carroll, New York City. 

The Economic History Association was founded in December, 1940. It is open to all 
historians, statisticians, economists, and businessmen, who find profit from historical investi- 
gations. It publishes semiannually the J ournal of Economic History. Annual meetings are 
held in September and semiannual meetings in conjunction with the American Historical 
Association and the American Economic Association. 

. Membership dues, which include subscriptions to the Journal, are: American and Canadian 

members $3.00 ; foreign members $3.25; and student members $2. 00. 


ALLIED SOCIAL SCIENCE ASSOCIATIONS 


The Secretaries of Which Are Formally Organized in the Interests 
of Conducting Joint Annual Meetings 


Ed 


"American Accounting Associa- 
tion 

American Association for Labor 
Legislation 

American Association of Uni- 
versity Teachers of Insurance 

American Business Law Asso- 
ciation 

American Economic Association 


American Farm Economic As- 
sociation 
American Finance Association 


American Marketing Associa- 
tion 
American Sociological Society 


American Statistical 
tion 
Econometric Society 


Associa- 
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TABLE I 
MEMBERSHIP Ciasses as oF May 15 


1944 1942 
ANNUAL 65-5666 oe eee weiter es 3,176 3,404 P 
UNIOr ssesecreretisie i Sete ree oie 
amiy sews is os es Fe ee eee 14 24 
Complimentary .sess.essrosreressese 15 26 
Honorary ssesisressrurss E TE 19 18 
Life E E a E r er reece er BRO TEE 37 z 38 
Totals bias aed eee ean a ees 3,344 3,601 
TABLE II 
Menrsersute Sraristics, 1886-1941, Yrear-Enp FIGURES 
Year Annual Life Honorary Total Year Annual Life Honorary 
1886 - 182* 1914 2,060 81 8 
1887 300* 1915 2,004 80 7 
1888 500* 1916 2,033 80 7 
1889 + 1917 2,077 87 6 
1890 635* 1918 2,130 87 5 
1891 $ ' 718* 1919 2,125 86 5 
1892 . + 1920 2,213 84 4 
1893 482 73 17 572 1921 2,230 102 3 
1894 . . 484 72 16 572 1922 2,296 102 8 
1895- ` +: 485 71 16 572 1923 2,479 98 10 
1896 479 74 15 568 1924 2,691 98 9 
1897. " 477 71 15 . 563 1925 2,816 92 8 
1898 488 69 14 571 1926 2,538 88 14 
1899 498 68 12 578 1927 2,562 86 16 
1900 541 69 11 621 1928 2,620 78 12 
1901 722 «= 67 11 800 1929 2,671 79 16 
1902 782 . 67 11 860 1930 2,704 76 17 
1903 757 67 11 835 1931 2,626 64 15 
1904 792 67 11 870 1932 2,488 62 19 
1905 800 66 11 877 1933 2,306 58 20 
1906 794 66 11 871 1934 2,433 54 19 
1907 1,002*° 1935 2,473 53 18 
1908 868 1936 2,556 48 17 
1909 1,205 1937 2,652 44 17 
1910 1,440 69 10 1,519 1938 2,764 41 19 
1911 2,103 78 9 2,190 1939 2,906 40 20 
1912 2,369 88 9 2,466 1940 3,089 40 19 
1913 2,157 83 9 2,249 1941 3,406 37 19 
* Total includes members and subscribers. 
t Figures for these years not available. 
TABLE IM 


MEMBERS AND SUBSCRIBERS FOR SELECTED YEARS 
YEAR-END FIGURES 


Year Members Subscribers Total 
1893 572 82 654 
1902 860 151 1,011 
1910 1,519 183 1,702 
1920 2,301 565 2,866 j 
1930 2,797 1,056 3,853 
1935 2,544 1,118 3,662 
1936 2,621 1,178 3,799 
1937 2,713 1,219 3,932 
1938 2,824 1,270 4,094 
1939 2,966 1,292 4,258 
1940 3,148 1,327 4,475 
1941 3,462 1,319 4,781 


Nore: Some of the figures for earlier years have been estimated. 
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TABLE IV - 


Pe 


GEOGRAPHICAL ANALYSIS Or MEMBERS AND SUBSCRIBERS IN THE UJ NITED STATES 





(As of May 15, 1942) 


a States Members Subscribers Total States 
NORTHEAST SOUTHEAST 
Maine 6 dnd sig S.aie-es . 14 5 19 Tennessee ......... 
New Hampshire ... 22 6 28 North Carolina .... 
Vermont ......000- 16 7 23 Mississippi ........ 
Massachusetts ..... 213 43 256 Virginia vse ceeksss 
Rhode Island ..... 13 3 16 Kentucky ......... 
Connecticut ....... 65 14 79 South Carolina ..... 
New York ........ 657 123 780 Georgia ...es cs eeee 
Delaware eess... 11 14 Alabama .......... 
Pennsylvania ...... 221 54 275 Arkansas .....eeen 
New Jersey ....... 103 29 132 Florida (666s sreniees 
Maryland ......... 116 16 126 Louisiana ....ceee. 
West Virginia .... 12 19 22 
District of Columbia 506 55 561 
= PEFP NORTHWEST i 
- 1,963 368 2,331 North Dakota ...... 
Mipp.e South Dakota ..... 
ORG sesassressese> 135 §2 187 Nebraska ........- 
Michigan .....s0... 65 33 98 Kansas ..sssansesae 
Indiana .........-- 60- 20 89 Montana .......... 
Wisconsin ........- 5i. 20 7i Wyoming ......... 
Illinois ........... 288 58 346 Colorado .......0+ 
Minnesota .......- - 51i 34 85 Idaho "4 di.ceare eds 
Towa eae e seen eee es ve ees 42- *: 20 62. a? Utah oe Te RHR Rw SE +.. 
Missouri ......-.-: 56 32 88 : 
748 269. 1,017 Far West 
SOUTHWEST Oregon .........-+. 
klahoma ......... 16 16 32 Washington ....... 
TEXAS ob kd a ald shed eee 48 39 8&7 California ......... 
New Mexico ....... 4 3 7 Nevada ...sesssaso 
ATIZONA: 4-08. oe eee 8 3 11 
š 76 61 137 
SUMMARY 
Members Subscribers 
Northeaï5t soeserrcssitr rans seses o e 1,963 368 
Middle set bobt tubavo er y . se ee 748 269 
Southwest ees teveesees +++» E S © @ ee et +e ea 76 1 
Southeast ...sssssenseressrsssersis 395 150 
Northwest ....--.0see-eeee Gee ~. 114 71 
Far West .....--..-++ A EEA seoe 205 101 


33 
47 
2 
166 
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28 
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3 
29 
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BOOK REVIEWS AND TITLES OF NEW BOOKS 


Economic Theory; General Works 
Book Reviews 


STIGLER, The Theory of Competitive Price, by J. A. Schumpeter................. 844 
SOULE, The Strength of Nations—.A Study in Social Theory, by R. T. Bye........ 847 
Rott, A History of Economic Thought, by F. K. Mann........ 2c. cece eee e sence 851 
Brown, Basic Principles of Economics and Their Significance for Public Policy, 
DAoC Neal ece nerete niena once oleae ae eo ha a tia hist E amine ar: 853 
BULLINGER, Engineering Economic Analysis, by S. S. Garrett.........0...0....- ~.. 856 
Dopp, Dimensions of Society, by J. G. Smith .......00..00..0. 0c cece eee e ence eee 858 
Titles of Mew BOOKS: 32 5tin es tty act ea sms eee a eee caus 924 


Economic History 
Book Reviews 
Day, Economic Development in Europe; Bocart, Economic Heong of Europe, 
17600-19039; DY C: ARGON aeaniee aai OUR E Bae NTA Oe S aes eae 859 
Titles of New Books E E Bo alana tere meen ata tance ETE E E naman: . 924 


Economic Systems; National Economies 
Book Reviews 
FRIEDRICH, The New Belief in the Common Man, by J. Dorfman............... 863 
Ner, The United States and Civilization, by C. E. Ayres ......-...ee cece eeees 867 
An Economic Survey of the Pacific Area: PELZER, Population and Land Utilization, 
I; GREENE and PuHiturps, Transportation and Trade, II; MircHetr, Industriali- 


zation of the Western Pacific, ITI, by E. B. Schumpeter ..............20 eee eee 869 
Nasu, Aspects of Japanese Agriculture: A Preliminary Survey, by T. A. Bisson.. 874 
BANERJEA, Study of Indian Economics; Sen, Economic Reconstruction, by G: W. 

PAS E) EA T EE eng E A E E E EEEE ET eee A E te es 876 
James, Latin America, by A. Manes ..........0 0 cece ence ee eee ee cen en eens 879 

Titles of New Books. c035c se vars Cate hein is oo ee Oe tare E eee 925 


Statistics; Economic Mathematics; Accounting 
Book Reviews 


Lonoman, Distribution Cost Analysis, by E. T. Grether.......0.000.000 cece ees 881 
Devine, Inventory Valuation and Periodic Income, by L. L. Vance ............- 883 
Titles ot Mew Books: hec.6 coca. chcadscaes i neas ca oeeese deen ane oan seek ee 927 


Business Cycles and Fluctuations 


Book Review 
ROCKEFELLER, Unused- Resources and Economic Waste, by H. Jones.............. 884 
Titles OF New BOOKS tin208 cout ee eatin ee eines be SLE es ole oahu Daou eens 928 


Public Finance; Fiscal Policy; Taxation 


Book Review 


Crum, FENNELLY, SELTZER, Fiscal Planning for Total War, by A. G. Hart......... 885 
Titles of New Books: 6:26 su cobs 555 G5 ha aha ETOAC ATA a a RA w TR eeu 928 


Money and Banking; Short-Term Credit 


Book Reviews 


THomas, Our Modern Banking and Monetary System, by J. J. O’Leary ......... 889 
E! Banco de la Nación Argentina en su Cincuentenario, by F. W. Fetter.......... 892° 
Titles oi New BOOKS sav s-k ee ko IS Bb Ose OE eA EAGE 928 


International Trade, Finance and Economic Policy 
Book Review 


SPYKMAN, America’s Strategy in World Politics: The United States and the Balance 
Of rower DY E. SAEY eaea nT araen wep mee ew nae eee eet se eas 893 
Titles OF New Books 15 ¢ essed 64 rati rar eee cebasenne ee hankeeeew eee sd OAT 929 


Business Finance; Insurance; Investments; Securities Markets 
Book Reviews 


Huspanp and Docxeray, Modern Corporation Finance, by E. G. Nelson...... ». 898 
Curry, Utilization of Corporate Profits in Prosperity and Depression, by N. G. 

PICO LG Sirois Mato EEA AA duene sews ela see eews Siete sacar 900 

Titles of New Books ...............- matted sates eugene wien arated Bene a eases 930 


Public Control of Business; Public Administration; 
National Defense and War 


Book Reviews 


Carr, The Supreme Court and Judicial Review, by W. Hamilton ................ 902 
Woon, Patents and Antitrust Law, by C. A. Welsh ....... 0.0.0 cee renee cece eres 904 
Foux, Patents and Industrial Policy, by F. Machlup .......... 000: e ec ee cree ene 907 
Titles of New Books :.............. hi PRC a hI iy tsa cht ares A E Re Coen Sid A 931 


Industrial Organization; Price and Production Policies; Business Methods 
Book Review 


LANE, Commodore Vanderbilt: An Epic of the Steam Age, by W. C. Kessler ...... 908 
Titles of New Books .............. Pda Had E EA E PETE anes 934 
Marketing; Domestic Trade 
Titles of New Books sversi dras GEINE EREE NEETA SE EGERET EUR . 934 
Mining; Manufacturing; Construction 
Titles of New Books .............4. Feiner banal TEE de sewed Raks 935 


Transportation; Communication; Public Utilities 
Book Reviews 


Barnes, The Economics of Public Utility Regulation, by E. Jones .............. 910 
DEARING, American Highway Policy, by M. L. Lindahl .......... eee ne eee eee 911 
FREDERICK, Commercial Air Transportation, by F. A. Spencer ..... Oe e re eee 915 
Kwetss, Bonanza Railroads, by J. F. Due 2... cece ec e tee neet eens 917 
Titles: Ot New BOOKS occ fannie alee ROS SE a AE E FRAT AA O a Y 935 


Agriculture; Forestry; Fisheries 
Titles of New Books .............. EA EE AA EE E Crea oan . 936 


Economic Geography; Regional Planning; Urban Land; Housing 
Titles of New Books: 25.25 ceseseus reee ea widas EEA E AE 937 


Labor and Industrial Relations 
Book Review 
Boone, The Women’s Trade Union Leagues in Great Britain and the United States 
Of Amenca, Dy Mi PMO iesite Arinina ee Miwa ec AEE ESEE 919 
Titles Of New BOOKS 055,660. Secs vanes ones ciabee beta a A A ioe EEA 938 
Social Insurance; Relief; Pensions; Public Welfare 


Book Review 
ABBOTT, From Relief to Social Security, by D. W. Douglas .......-..... ec cece eee 920 
Titles of New Books .............. cece ee eee VEETEE AEEA des ene ceo’ 939 


Consumption; Income Distribution; Codperation 
Titles of New Books ............... ETE a E paedesacnes .. 940 


Population; Migration; Vital Statistics 
Titles of New BOOKS 4.45.5 n 56 Se ced a ah 5 aA Bas BARR eS 941 


Titles of New Books: occse ea ie ba aie Gata Wee Wa WA Os re cen ee 941 


RICHARD THEODORE ELY 
Sixth President of the American Economic Association, 1900-01 


pA Born at Ripley, New York, April 13, 1854; now living at Old Lyme, 
Connecticut, After attending the New York State Normal School, he en- 
tered Columbia University, where he was graduated in 1876. As holder of 
a graduate fellowship in Letters at Columbia University (1876-79), he 
studied at the Universities of Halle, Heidelberg (where he received his 
Ph.D. degree in 1879), Geneva, and at the Royal Statistical Bureau in 
Berlin. Honorary degree of LL.D. was conferred upon him by Hobart 
College in 1892 and by the University of Wisconsin in 1923 and by Colum- 
bia in 1929. Dr. Ely served as professor of political economy and head of 
the department at Johns Hopkins University, 1881-92, and as head of the 
Department of Political Economy at the University of Wisconsin from 
1892 until his retirement in 1925. In the following year he moved to 
Northwestern University, where, as honorary professor of economics and 
president of the Institute for Economic Research and the School of Land 
and Public Utility Economics, he initiated a significant movement in the 
systematic study in a new and vital field. Since 1933 he has continued this 
work in New York City, where he established the Institute of Economic 
Research. In 1939 he was appointed honorary associate in economics at 
Columbia University. 

Dr. Ely was a member of the Baltimore Tax Commission, 1885-86, of the 
Maryland Tax Commission, 1886-88, and of the President’s Conference on 
Home Building and Home Ownership, 1931-32. He was lecturer on po- 
litical economy, University of London, 1913. He was one of the founders 
of the American Economic Association; served as secretary (1885-92) as 
well as president. He was the first president of the American Association 
for Labor Legislation, 1907-08. He is a member of the International Sta- 
tistical Institute. 

Among the most important of his publications are: French and German 
Socialism in Modern Times (1883), Taxation in American States and Cities 
(1888), Introduction to Political Economy (1889), Outlines of Economics 
(sixth edition, 1987), Monopolies and Trusts (1900), Studies in the Evolu- 
tion of Industrial Society (1903), and Property and Contract in Their 
Relation to the Distribution of Wealth (two volumes, 1914). In recent 
years he has written a large number of volumes on land economics and 
related subjects in collaboration with associates and former students. 


Number 6 of a series of photographs of past presidents of the Association. 
Correction: In Number 5 of this series, line 2, 1865 should read 1856. 
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ASPECTS OF THE BASING- POINT SYSTEM 


By ARTHUR SMITHTES -` 


Although discussion of price policy in a single industry may seem at 
first sight a peacetime activity which might well be suspended in the 
face of the urgencies of the present, the fact remains that price con- 
trols are now general and at least some of them will carry over into the 
post-war economy. Unless all discretion as to price policy is to be 
taken away from private industry, it seems to me that an understand- 
ing of the operation of existing pricing practices i is even more important 
now than it has been in the past.’ 

It may seem surprising that,.with the imposing array of economic 
talent that has addressed itself to the problem, the basing-point system 
has not already been exhaustively analyzed. But it has not, and this 
is due I think to the antitrust legislation which has centered contro- 
versy on the question whether the basing-point system is monopolistic or 
competitive in nature rather than directed attention to an explanation 
of its operation. Moreover, the legalistic method of examining witnesses 
before the Federal Trade Commission limits them to opinions on the 
question of “competitiveness” and does not give them an opportunity 
for extensive analysis. Consequently, much testimony is devoted to 
showing that the practices of the basing-point industries do not conform 
to those of industries, e.g., agriculture, which are generally regarded as 
competitive, and do bear some resemblance to practices, international 
dumping, for instance, which are generally regarded as monopolistic.” 

Epiror’s Note: The author has resumed his teaching duties as associate professor of 


economics at the University of Michigan, after serving during the summer as consultant 
with the British Empire Division of the Board of Economic Warfare in Washington. 


*T am very grateful to Professor I. L. Sharfman and Professor Fritz Machlup for read- 
ing the manuscript of this paper and making many valuable suggestions for the more 
effective presentation of the subject matter. I have followed their advice to the best of 
my ability, but I am afraid I have not achieved the simplicity of exposition that they 
recommended. I must therefore crave the reader’s patience with what is essentially a diffi-. 
cult subject. . 


* The transcript records of the hearings in the Cement Case now before the Commission 
are most illuminating in enabling the economist to evaluate the usefulness of legal methods 
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These analogies are nò doubt instructive, but they do not lead to a 
solution of the problem of the mechanics of the basing-point system. 

The methods employed before the Commission may be judged by 
the results to which they lead. In the Cement Case before the Com- 
mission in the fall of 1942, counsel for the Commission states: “If a : 
single corporation owned all the mills and attempted to operate them, 
that is just what it would do to prevent them from competing with 
each other. Such a’ monopoly would act just as respondent manu- 
facturers under separate ownership are acting when they use the 
[multiple] basing point system.’ This statement is incorrect. A 
monopolist would never adopt the basing-point system, since he could 
always increase his profits by leaving the price pattern unchanged and 
eliminating cross-hauling. It follows that if, as is contended by its 
‘opponents, the existence of the system implies collusion, it is collusion 
short of complete agreement. On the other side, it is contended for the 
respondents in the Cement Case: “The term [imperfect competition ] 
has no relation to monopoly, does not shade into monopoly. ... Itis a 
natural phenomenon and is the inevitable form of competition in all 
manufacturing industry. It is entirely consistent with free competition 
and-does not imply less or weaker competition, since it is frequently 
more keen and vigorous than ‘perfect competition’ would be.’’* Suffice 
it to say that no economist would endorse this statement; but the 
statement was made by learned counsel who had heard the testimony 
of a galaxy of economic talent. 

Convincing evidence can certainly be adduced that the basing-point 
system neither conforms to the economist’s ideal of perfect competition, 
nor to his anathema, pure monopoly. But surely it is obvious that the 
monopoly-competition controversy from an economic point of view is 
barren, since the basing-point system involves imperfect competi- 
tion, containing elements both of competition and monopoly; and to 
abolish the basing-point system and require, say, f.o.b. mill pricing 
would merely substitute one form of imperfect competition for an- 
other. This is the point of view of J. M. Clark® and M. G. de Chazeau.® 
Although these writers have clearly recognized the nature of the prob- 


for getting to the heart of economic problems. For a digest of the economic evidence, sce 
the Commission’s Brief (Docket No. 3167), Part II, pp. 69 f., and the Respondent’s Brief 
(Docket No. 3167), pp. 330 f. 

*Commission’s Brief, Part I, p. 9. 

* Respondent’s Brief, p. 347. 

*“Basing Point Methods of Price Quoting” Can. Jour. of Econ. and Pol, Sci. (Nov., 
1938), p. 477. 

° Daugherty, de Chazeau and Stratton, The Economics of the Iron and Steel Industry 
(New York, 1937). 
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RICHARD THEODORE ELY 
Sixth President of the American Economic Association, 1900-01 


Born at Ripley, New York, April 13, 1854; now living at Old Lyme, 
Connecticut. After attending the New York State Normal School, he en- 
tered Columbia University, where he was graduated in 1876. As holder of 
a graduate fellowship in Letters at Columbia University (1876-79), he 
studied at the Universities of Halle, Heidelberg (where he received his 
Ph.D. degree in 1879), Geneva, and at the Royal Statistical Bureau in 
Berlin. Honorary degree of LL.D. was conferred upon him by Hobart 
College in 1892 and by the University of Wisconsin in 1923 and by Colum- 
bia in 1929. Dr. Ely served as professor of political economy and head of 
the department at Johns Hopkins University, 1881-92, and as head of the 
Department of Political Economy at the University of Wisconsin from 
1892 until his retirement in 1925. In the following year he moved to 
Northwestern University, where, as honorary professor of economics and 
president of the Institute for Economic Research and the School of Land 
and Public Utility Economics, he initiated a significant movement in the 
systematic study in a new and vital field. Since 1933 he has continued this 
work in New York City, where he established the Institute of Economic 
Research. In 1939 he was appointed honorary associate in economics at 
Columbia University. 

Dr. Ely was a member of the Baltimore Tax Commission, 1885-86, of the 
Maryland Tax Commission, 1886-88, and of the President’s Conference on 
Home Building and Home Ownership, 1931-32. He was lecturer on po- 
litical economy, University of London, 1913. He was one of the founders 
of the American Economic Association; served as secretary (1885-92) as 
well as president. He was the first president of the American Association 
for Labor Legislation, 1907-08. He is a member of the International Sta- 
tistical Institute. 

Among the most important of his publications are: French and German 
Socialism in Modern Times (1883), Taxation in American States and Cities 
(1888 ), Introduction to Political Economy (1889), Outlines of Economics 
(sixth edition, 1937), Monopolies and Trusts (1900), Studies in the Evolu- 
tion of Industrial Society (1903), and Property and Contract in Their 
Relation to the Distribution of Wealth (two volumes, 1914). In recent 
years he has written a large number of volumes on land economics and 
related subjects in collaboration with associates and former students. 


Number 6 of a series of photographs of past presidents of the Association. 


Correction: In Number 5 of this series, line 2, 1865 should read 1856. 
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ASPECTS OF THE BASING-POINT SYSTEM 


By ARTHUR SMItutEs -| 


Although discussion of price policy in a single industry may seem at _ 
first sight a peacetime activity which might well be suspended in the 
face of the urgencies of the present, the fact remains that price con- 
trols are now general and at least some of them will carry over into the 
post-war economy. Unless all discretion as to price policy is to be 
taken away from private industry, it seems to me that an understand- 
ing of the operation of existing pricing practices i is even more important 
now than it has been in the past.’ 

It may seem surprising that,.with the imposing array of economic 
talent that has addressed itself to the problem, the basing-point system 
has not already been exhaustively analyzed. But it has not, and this 
is due I think to the antitrust legislation which has centered contro- 
versy on the question whether the basing-point system is monopolistic or 
competitive in nature rather than directed attention to an explanation 
of its operation. Moreover, the legalistic method of examining witnesses 
before the Federal Trade Commission limits them to opinions on the 
question of “competitiveness” and does not give them an opportunity 
for extensive analysis. Consequently, much testimony is devoted to 
showing that the practices of the basing-point industries do not conform 
to those of industries, e.g., agriculture, which are generally regarded as 
competitive, and do bear some resemblance to practices, international 
dumping, for instance, which are generally regarded as monopolistic.” 

Epiror’s Nors: The author has resumed his teaching duties as associate professor of 


economics at the University of Michigan, after serving during the summer as consultant 
with the British Empire Division of the Board of Economic Warfare in Washington. 


*I am very grateful to Professor I. L. Sharfman and Professor Fritz Machlup for read- 
ing the manuscript of this paper and making many valuable suggestions for the more 
effective presentation of the subject matter. I have followed their advice to the best of 
my ability, but I am afraid I have not achieved the simplicity of exposition that they 
recommended. I must therefore crave the reader’s patience with what is essentially a diffi- 
cult subject. 


* The transcript records of the hearings in the Cement Case now before the Commission 
are most illuminating in enabling the economist to evaluate the usefulness of legal methods 
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These analogies are no doubt instructive, but they do not lead to a 
solution of the problem of the mechanics of the basing-point system. 

The methods employed before the Commission may be judged by 
the results to which ‘they lead. In the Cement Case before the Com- 
mission in the fall of 1942, counsel for the Commission states: “If a : 
single corporation owned all the mills and attempted to operate them, 
that is just what it would do to prevent them from competing with 
each other. Such a: monopoly would act just as respondent manu- 
facturers under separate ownership are acting when they use the 
[multiple] basing point system.’* This statement is incorrect. A 
monopolist would never adopt the basing-point system, since he could 
always increase his profits by leaving the price pattern unchanged and 
eliminating cross-hauling. It follows that if, as is contended by its 
‘opponents, the existence of the system implies collusion, it is collusion 
short of complete agreement. On the other side, it is contended for the 
respondents in the Cement Case: “The term [imperfect competition] 
has no relation to monopoly, does not shade into monopoly... . It is a 
natural phenomenon and is the inevitable form of competition in all 
manufacturing industry. It is entirely consistent with free competition 
and.does not imply less or weaker competition, since it is frequently 
more keen and vigorous than ‘perfect competition’ would be.”* Suffice 
it to say that no economist would endorse this statement; but the 
statement was made by learned counsel who had heard the testimony 
of a galaxy of economic talent. 

Convincing evidence can certainly be adduced that the basing-point 
system neither conforms to the economist’s ideal of perfect competition, 
nor to his anathema, pure monopoly. But surely it is obvious that the 
monopoly-competition controversy from an economic point of view is 
barren, since the basing-point system involves imperfect competi- 
tion, containing elements both of competition and monopoly; and to 
abolish the basing-point system and require, say, f.o.b. mill pricing 
would merely substitute one form of imperfect competition for an- 
other. This is the point of view of J. M. Clark® and M. G. de Chazeau.° 
Although these writers have clearly recognized the nature of the prob- 


for getting to the heart of economic problems. For a digest of the economic evidence, sce 
the Commission’s Brief (Docket No. 3167), Part II, pp. 69 f., and the Respondent’s Brief 
(Docket No. 3167), pp. 330 f. 

? Commission’s Brief, Part I, p. 9. 

* Respondent’s Brief, p. 347. 

*“Basing Point Methods of Price Quoting” Can. Jour. of Econ. and Pol. Sci. (Nov., 
1938), p. 477. 


° Daugherty, de Chazeau and Stratton, The Economics of the Iron and Steel Industry 
(New York, 1937). 
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lem and have contributed valuably to explaining the raison d’être of the 
basing-point system, they have not sought to explain the process of 
determination of the base prices themselves. It is with that problem 
that this paper is chiefly concerned. We shall be concerned only with 
problems of explanation, and not with public policy.” __ 

In Section I we shall discuss a multiple basing-point system where 
there are two identical competitors, or two identical groups of com- 
petitors situated symmetrically at each. of two points in a uniform 
linear market. In Section II the assumptions of identity, uniformity and 
symmetry will be relaxed, while in Section III we shall consider the 
problem of non-base mills. 

In Sections I and II it seems desirable not only to determine 
equilibrium conditions for a multiple basing-point system, but to com- 
pare the results with those that would have obtained had the industry 
concerned sold on an f.o.b. mill basis, on the one hand, and as a single, 
unregulated monopolist on the other. In Section III our concern will 
be chiefly with the problems of new firms entering the industry and 
our main interest will be in comparing the situation of a new non-base 
mill with that of a mill which establishes a new basing pani at its 
production point. 

In order to achieve definite results, we must necessarily be con- 
cerned with simplified models. Although the results naturally cannot 
be proved to be valid for more complicated situations, I do not see 
any reason why the general principles which govern the behavior of 
the simple models should not apply in more complicated cases. Al- 
though our problem can best be handled by mathematical methods, I 
shall attempt to state the argument verbally, in view of the interest of 
the subject for non-mathematical economists. However, where the 
verbal argument needs to be supplemented, I shall include mathematical 
proofs in an appendix. 

I 


The Multiple Basing-Point System. Let us assume that there are 
two producers A and B who attempt to maximize their profits in a 
linear market of finite length, producing a uniform product for which 
there is a known demand curve, relating price to quantity sold, at 
every point of the market, such that quantity is a decreasing function of 
price and that the second derivative is of the same sign for all relevant 
prices; that is, the demand curve is either concave, convex, or linear 
throughout its whole length. This is a sufficient but not a necessary con- 
dition for the assumptions of decreasing marginal revenue that will be 

"By this I mean I shall not attempt to answer the question whether the basing-point 


system should be retained or abolished. We shall necessarily be concerned with the validity 
of arguments that have been advanced for the abolition of the system. 
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made in the course of the argument. I shall assume also, as is in fact 
the case for the chief basing-point industries, that marginal costs for 
each producer are constant. I shall further assume that each mill is 
a basing point, so that the delivered price at every point in the market 
is computed by adding to the price charged at the nearest basing point 
the freight cost from that basing point to the point of delivery. I shall 
assume that the freight rate is uniform per unit of distance and that 
its relation to the demand conditions is such that sales are made by 
one or both producers at every point of the market. Lastly, I shall 
assume that a producer will not make sales that do not cover his 
marginal costs plus freight to the point of delivery. The situation can 
best be illustrated by the following diagram: 





B 


Fic. 1 


CD represents a linear market and A and B the positions of producers 
A and B respectively. AM and BN are their respective base prices, 
p: and pz. The lines MP and MR show delivered prices based on A, 
while NR and NQ show those based on B. The slopes of these de- 
livered price lines will depend on the freight rate. AH and BK are the 
(constant) marginal costs of the two producers; the lines HF and KE, 
obtained by adding freight to these marginal costs, will show the mini- 
mum delivered prices that each producer is prepared to accept. If these 
lines intersect RN and RM at distances SU and ST from S, then pro- 
ducers A and B will sell exclusively in the regions CT and UD and 
will share the region TU. Except where otherwise expressly stated, 
we shall assume that if the market at any point is shared by A and B, 
it is shared equally. If HF and KE do not intersect RN and RM, but 
NB and MA, then each producer can make sales at more than 


*See Clark, op. cit, p. 478. 
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marginal costs over the whole market, which will consequently be 
shared. l 

Producer A will then realize uniform mill-nets in respect of his sales 
in the region CS. For any sales he may make in the region SB he will 
realize a mill-net equal to his base price less twice the freight cost from 
S to the point of delivery; that is, he will absorb twice the freight cost 
from S to the point of delivery. If he also sells in B’s hinterland BD, 
he will, in respect of those sales, absorb twice the freight cost from 
S to B. The same thing holds, mutatis mutandis, for B. 

The assumptions we are making in this section imply that CA == BD, 
AH = BK, and the demand curve at every point of the market is the 
same. In this case we can, without loss of generality, assume that CA 
and BD are zero; this is, that the competitors are situated at the ends 
of the market. It follows from considerations of symmetry that where 
the competitors are identical in this sense, and where their expectations 
of each other’s behavior is the same, their equilibrium prices and 
profits will be equal.’ 

Degrees of Competition. I shall preface the argument by recording 
agreement with the point of view that the basing-point system is in- 
consistent with perfect competition. If A and B consist of groups of 
competitors, whom we must assume to be producing at increasing 
marginal cost, sufficiently large for each competitor to believe that his 
own action will have no effect on the market ‘price, it is obvious that 
any competitor situated, say, at A will believe that he can realize 
higher mill-nets on sales in AS than in SB, so a determinate equilibrium 
will be established with each producer realizing equal mill-nets on 
every unit of output and competition will equalize mill-nets as between 
producers.*° 

In the basing-point system, as in other cases of imperfect competi- 
tion, the equilibrium position is indeterminate unless the conjectural 
assumption which the competitors make as to each other’s behavior is 
known. In the present case it seems most reasonable to assume that 
these assumptions will concern price reactions and, in the case of identi- 
cal competitors, it seems reasonable to assume that the conjectures 
that are made will fall between the extreme situations where each 

°Tf any reader objects that this model is too abstract to be useful, I reply that it is no 
more abstract than the hypothetical questions which are formulated for the consideration 


of expert witnesses before the Federal Trade Commission. It is on the basis of answers 
to these questions that the Commission presumably makes up its mind. 


2 This conclusion depends on the usual assumptions of perfect competition; in particular, 
on the assumption that the whole quantity offered for sale will in fact be sold for what it 
will fetch. If, however, the market price is not adjusted instantaneously to supply, producers 
at A may attempt to dump their surplus products in SB, and similarly for producers at B. 
But if the remaining requirements for perfect competition are met, this situation can only 
be of transitory significance. 
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competitor assumes that his rival will set a price equal to his own, on 
the one hand, and where each expects that his rival will hold his price 
unchanged, on the other. These extreme cases I have elsewhere termed 
“quasi-codperation” and “competition.”** Although in general the con- 
jectures that are actually made probably lie between these limits in 
the sense that a competitor will expect his price changes to be met at 
least partially, the nature of the problem can be best demonstrated by 
considering the extremes. 

Quasi-coGperation. Let us therefore consider first the case of quasi- 
coöperation. In the basing-point problem, this will imply that when 
either competitor sets a base price he will expect his rival to set an 
equal base price. 

It was shown in the f.o.b. paper that, if the two competitors sold 
on a uniform mill-net basis and acted as quasi-codperators, they would 
charge the same prices and would jointly realize the same (equal) 
profits as would a monopolistic owner of the two plants who restricted 
himself to selling of an f.o.b. mill basis.** The reason for this is that 
each competitor assumes that he can gain no new territory through 
price cutting, but must be content with maximizing his revenue in half 
the market. Therefore, he will charge the ideal monopoly price in his 
half of the market. It is obvious in this case that f.o.b. mill selling is 
more profitable than basing-point selling, since as we have already 
seen, the mere existence of the cross-haul assumes that the total basing- 
point profits of the two producers must be less than the two-plant 
monopolist’s profits. Also on our present assumptions that the competi- 
tions are identical, we can conclude that in equilibrium their profits 
will be equal. Hence we can conclude that, in quasi-codperation, they 
will have neither a joint nor a several interest in preferring the basing- 
point system to f.o.b. mill selling. 

Next let us consider the (equal) prices that will be charged by the 
two producers after they have had time to reach an equilibrium posi- 
tion. Throughout this paper, I shall describe the maximization profits 
as a process by which each producer sets a price such that his (ex- 
pected) net marginal revenue, with respect to his mill price, is equal 
to zero. By “net marginal revenue” I mean the total increment to 
receipts less the increment to freight costs and prime costs arising from 
a small change in the mill price. So far as costs are concerned, this 
merely means that we work in terms of the net prices MH and NK 
in Figure 1, rather than the total prices AM and BN.” 

H “Optimum Location in Spatial Competition,” Jour. of Pol. Econ., Vol. XLIX (June, 
1941), pp. 423-39. I shall refer to this paper as the “f.o.b. paper.” 


“This qualification is of course important. See my paper “Monopolistic Price Policy 
in a Spatial Market,” Econometrica, Vol. 9 (Jan., 1941), pp. 63-73. 


2 Since the problems we are concerned with involve price adjustments, it seems preferable 
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For such a position to be a maximum it is clearly necessary that, 
in the neighborhood of the equilibrium point, marginal revenue must 
be decreasing as the price increases. Our assumptions as to the shape 
of the demand function will ensure that this condition holds over the 
whole price range. 

Now what will be the behavior of the quasi-codperator tities the 
basing-point system? It is clear from Figure 1 that if producer A ex- 
pects p: to be equal to p,, this implies that he will expect TS and SU 
to be equal; that is, his total expected sales corresponding to a given 
base price will be equal to those of an f.o.b. mill seller. Hence he is 
interested in the same marginal revenue before any deduction is made 
for freight as the f.o.b. seller, but his marginal revenue net of freight 
must necessarily be different because of the effects of the cross-haul. 
It may be seen from Figure 1, that an increase of p, and p: will in- 
crease both TS and SU, that is, the distance over which cross-hauling 
takes place will increase; this factor will tend to decrease marginal 
revenue net of freight as compared with the f.o.b. case. On the other 
hand, an increase of base prices will reduce sales per unit of distance 
in TS and SU, and so reduce the amount of cross-hauling done. Conse- 
quently, for this reason marginal revenue net of freight will tend to be 
greater than in the f.o.b. case. 

Which of these two conflicting influences on net marginal revenue is 
the greater depends on the elasticity of the relevant region of the de- 
mand curve. The more elastic the demand curve, the greater will be 
the second influence, and vice versa; and net marginal revenue may be 
greater or less than in the f.o.b. case. Consequently the equilibrium 
basing-point prices may be greater or less than the equilibrium f.o.b. 
prices, depending on the shape of the demand curve. If, however, de- 
mand and cost conditions are such that each competitor sells over the 
whole market, the influence of changes in the area over which cross- 
hauling occurs will be absent, and it follows that in equilibrium the 
basing-point system will yield higher prices than f.o.b. mill pricing. 
Equilibrium may be possible in either of these situations; and it is 
consistent with the assumptions of quasi-codperation to say that the 
competitors will choose the more profitable of the two possible equilib- 
rium positions. 

Thus we reach the conclusion that in the case of quasi-codperation 





to pursue our analysis in terms of marginal price revenue rather than the more conven- 
tional marginal quantity revenue. This change requires some slight readjustment on the 
part of the reader; in particular, where marginal quantity revenue is positive, marginal price 
revenue is negative, and vice versa. In what follows we shall have to consider relative 
marginal revenues under various pricing policies since, in equilibrium, net marginal revenue 
(as above defined) must be decreasing, and since it follows that if marginal price 
revenue at any price is greater under price policy A than under price policy B, the 
equilibrium price will be greater in the former case than the latter. 
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the basing-point system will result in lower profits to the producers 
and higher or lower prices to the public than either complete monopoly 
or the f.o.b. mill system. The question then arises: Is it conceivable that 
the basing-point system would be retained in these conditions? The 
answer.is, I think, that a basing-point system would never be adopted 
by identical quasi-codperators, but if that system had been adopted 
for some reason in the past, it could and would continue under quasi- 
coöperation unless and until there were an agreement to eliminate it. 
For neither producer could expect the other to follow him in eliminat- 
ing freight absorption in the absence of an agreement. However, it 
seems highly improbable that such an agreement would not be made. 
In this case we therefore have à possibility of collusion not to establish 
the basing-point system, but to abolish it. 

Price Competition. In price competition each producer makes the 
assumption that when he changes his own base price his rival will hold 
his price unchanged. The essential difference between this case and 
quasi-coéperation is that a competitor will expect a price change by 
him not only to affect his revenue within a given area, but also to affect 
the size of the area which he expects to occupy exclusively. 

If the producers are selling on an f.0.b. mill basis, it has been seen 
in the f.o.b. paper that producer A will, in this case, expect to increase 
the distance AS, that is, enlarge his total market area by a price cut. 
Thus each competitor will have a greater inducement to cut prices than 
in the case of quasi-codperation. That is, each competitor’s expected 
net marginal price revenue at a given price will be less in the case of 
price competition than quasi-codperation. Consequently, price reduc- 
tions will be carried further, and equilibrium established at lower 
(equal) mill prices than in the cases of quasi-codperation or two- 
plant monopoly. 

The basing-point case is somewhat more complicated and two situa- 
tions must be distinguished. (1) As we have seen, if the base prices 
are sufficiently high relative to the cost of transport over the whole 
market plus marginal costs, the two sellers will share the whole market. 
(2) If, however, the base prices are sufficiently low, we have the 
situation depicted in Figure 1, where A and B occupy, respectively, AT 
and BU exclusively. Either of these situations may characterize the 
equilibrium position, depending on the nature of the demand curve. 

(1) If the producers are both charging prices such that the first 
case obtains, small changes in price will not affect the market area of 
a producer, since by definition they are both sharing the whole market. 
The only change possible is that, if B’s price remains unchanged, A, 
by cutting his price, can increase the region AS in which he sells f.0.b. 
mill at the expense of the region BS in which he absorbs freight. How- 
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ever, if the price adjustments are small, as they will be in the final 
stages of the process of attaining equilibrium, this will have a negligible 
effect on profits and is, therefore, irrelevant to the determination of 
the equilibrium position. We are therefore left with the conclusion that 
the equilibrium position will be determined by each producer attempting 
to maximize his profits in half the market. That is, they will act jointly 
as a single monopolist and the result of price competition will be identi- 
cal with that of quasi-codperation. 

(2) An equilibrium position, however, may not exist with both 
producers selling over the whole market, so.that we have to consider our 
second case where each producer sells in: only part of the market, as 
shown in Figure 1. In this case a seller still cannot enlarge his total 
selling region by a price change, for U which marks the end of A’s region 
is independent of A’s price, being determined by B’s price and A’s mar- 
ginal costs. Moreover, a small shift in the point S is again of negligible 
importance. But A can, by a price cut, reduce B’s territory since his 
price cut will shift the point T to the right. In other words, A can in- 
crease the region in which he is selling exclusively and reduce the region 
in which he only makes half the sales. 

In this case it may be shown“ that net marginal price revenue is 
always greater than in the case of f.o.b. mill selling, which, together with 
our assumption that equilibrium exists, implying decreasing net mar- 
ginal revenues, requires that the equilibrium base prices are greater in 
the basing-point case than in the f.o.b. mill case. On the other hand, 
when we compare this basing-point equilibrium with the monopoly 
position, no definite conclusion is possible. The possibility of driving 
his competitior out of part of the market will contribute to making 
marginal price revenue less in the basing-point case than in the monop- 
oly case. But with the general type of demand curve we are assuming, 
the fact that the nearer parts of his market, which he occupies exclu- 
sively, are more important to a producer than the remoter parts which 
he shares will make for a higher mill price than in the monopoly case, 
since in the former case it will be more profitable than in the latter to 
charge a smaller-than-optimum delivered price near his mill in order 
to increase distant profits. Which of these conflicting influences on the 
equilibrium price will prevail is uncertain, and the prices under the 
basing-point system may be greater or less than if the two plants were 
in the hands of a single monopolist. 

So far we have assumed that an equilibrium position may exist 
either with both producers sharing the whole market or with them 
sharing only part of the market. It is, however, possible that two alter- 
native equilibrium positions could exist simultaneously, one at high 

See Mathematical Appendix. 
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prices with both producers selling in the whole market, the other at 
lower prices with the producers sharing only part of the market. Al- 
though one of the equilibria will doubtless be more profitable for both 
producers than the other, it seems, in contrast with the case of quasi- 
coöperation, inconsistent with the independence of action implicit in 
the notion of competition to say that they will choose the more profitable 
of the two. Which final position is adopted depends, I think, on the 
initial prices in the adjustment process. Since the competitors are 
identical, it may be assumed that their initial prices are identical and 
the equilibrium that will be finally reached will depend on the direc- 
tion in which it is profitable for both producers to move from the 
initial position. There will presumably be one critical initial position 
where the producers would expect to increase their profits by move- 
ments in either direction, in which case we may suppose that they will 
choose the direction which yields the greater marginal revenue. 

We turn next to a comparison of profits. As we have seen, the basing- 
point profits of each producer are always less than they would be if the 
two plants were operated by a single monopolist. Whether or not the 
basing-point system is more profitable than f.o.b. mill pricing depends 
on the cost of transport over the length of market in relation to the 
shape of the demand function at every point. This may be seen by 
considering two extreme cases. First, suppose the freight rate were 
zero. Then two basing-point producers would charge the monopoly 
price and would make monopoly profits. Such profits are, ex definitione, 
greater than the f.o.b. profits, which in this case, as a matter of fact, 
would be zero. On the other hand, it has been shown in the f.o.b. 
paper that the cost of transport may be sufficiently high for two 
f.o.b. mill sellers to act as single monopolists in their own halves of 
the market. In this case f.o.b. profits would be, ex definitione, greater 
than basing-point profits. We may conclude therefore that there is a 
critical value of the cost of transport below which the basing-point 
system is more profitable than the f.o.b. system and above which the 
reverse holds. 

We may now summarize the discussion of price competition. Where 
two identical producers engage in price competition, the basing-point 
system will reduce expectations of the profitability of price cutting so 
that the final equilibrium base prices will in all cases be greater than 
those prevailing under f.o.b. mill pricing; and they may be greater 
than those set by a single monopolist. These higher prices will result 
in higher profits than in the f.o.b. situation if the freight rate is suffi- 
ciently low. The upshot of it is that, for identical producers, the basing- 
point system is a clumsy but automatic device for protecting the 

€ Smithies, Jour. of Pol. Sci, Vol. XLIX (June, 1941), p. 435. 
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competitors from their own self-destructive tendencies. 

Conclusions as to Identical Competitors. In the discussion thus far, 
I have assumed the basing-point system to exist, but have made no 
attempt to explain how it would come into being. It is hardly con- 
ceivable that it could be adopted by express agreement among the 
producers. In his testimony in the Cement Case, Professor Viner said: 
“In thinking about the structure, I have not been able to see how 
you could design any worse one, from the point of view of the national 
economy, assuming you had free choice.’’** I am inclined to think that 
two identical competitors would be as reluctant as would Professor 
Viner to enter into an agreement to establish the system. The chief 
possibility for the development of the system seems to lie in one com- 
petitor, say, A, thinking that he can sell in SV on a freight absorption 
basis but that he will not provoke retaliation from B. But where A 
and B are identical, such an expectation certainly seems more than 
optimistic. On the other hand, once the system was established, neither 
competitor could afford to abandon his freight absorption sales unless 
he expected his rival to do likewise, so that the basing-point practice 
could continue to exist, even though both producers realized they were 
better off without it, because neither might be prepared to take the 
initiative for an agreement to abolish it. These considerations are 
sufficient to explain why mutual invasion should occur and persist. But 
why should delivered prices be identical at any point where both 
competitors are making sales? This is understandable if it is assumed 
that A realizes that, since B is in a stronger position than he is in 
the region SU, he would probably lose any price war that developed; 
and that B feels the same way about A. 

It must be obvious that our analysis has not provided a convincing 
raison d'être for the basing-point system, although I hope it has 
thrown some light on the mechanics of the system and on the validity 
of indiscriminate allegations that collusion is implicit on the system. 
This negative result contributes to my belief that the existence of the 
system depends chiefly on its possibilities in giving advantages to some 
competitors at the expense of others. Where the competitors are identi- 
cal such possibilities do not exist; and it follows therefore that a 
major part of our explanation must depend on the extent to which the 
assumptions that we have hitherto made are not fulfilled. It is to this 
question that we now turn. 


It 


The assumptions that we have hitherto made and now propose to 
relax are as follows: 


1 Commission’s Brief, Part II, p. 70. 
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1. Marginal costs for both producers are equal. 

2. If the two producers share any part of the market, they share 

it equally. 

3. The demand function at every point of the market is the same. 

4. The producers are situated symmetrically with respect to the 

ends of the market. 
We shall now consider in order the cases where these assumptions are 
not fulfilled. 

1. Unequal marginal costs. Let us assume that marginal costs for B 
are at a higher constant level than for A. 

It will be well to begin the discussion by considering the appropriate 
adjustment if the two producers were selling on an f.o.b. mill basis. 
If A and B make the same assumptions as to each other’s behavior, it 
follows from general principles of imperfect competition analysis that 
equilibrium will be attained with B charging a higher price than A, but 
the margin between B’s mill price and his marginal costs is smaller 
than for A. Any revision of the conjectural assumptions on the basis 
of experience will be in the direction of convincing the competitors that 
A is a lower-price setter than B, and such revision will tend to reinforce 
the tendency toward disparity of the margins of mill price over marginal 
costs.” 

Now, as we have seen, in any f.0.b. equilibrium situation, it would be 
profitable for one producer to absorb freight in order to sell into his 
rival’s territory, provided he thought his competitor would not retaliate. 
If the margin between B’s mill price and his marginal costs is smaller 
than A’s, A can rely on SU being greater than ST and the marginal cost 
difference may be sufficiently great to make it profitable for A to sell 
in SU, even though he expects B to share his market ST. But might B, 
retaliate by reducing his mill price in order to drive A out of part of SU? 
He may not. It may be more profitable for B to exploit the territory 
UD that remains to him exclusively by charging higher prices than to 
try to repel A’s invasion. But even if B does retaliate by cutting his 
base price, the marginal cost difference may be sufficiently great to 
preserve A’s advantage, and, therefore, to preserve A’s interest in the 
basing-point system. We thus have a more solid possible explanation 
of the basing-point system than those advanced for cases where the 
competitors were identical. For, whereas in those cases our explanation 
rested largely on assumptions that A and B made mistakes as to each 
other’s behavior, we have here a case where it is to the interest and 
within the power of A, acting with perfect foresight, to force B to 
acquiesce in adopting a basing-point system. 


l "wI am of course assuming that the difference in marginal costs is not sufficient to make 
it possible or profitable for A to cut B out of the market entirely. 
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2. Unequal shares in the market. When we abandon the assumption 
that any point of the market is shared equally by A and B, if it is 
shared at all, we may do so in two ways. First, we may assume that A 
and B consist not of single producers, but of unequal groups of- 
identical producers. Then if there are such producers; the same 
probability argument that led us to assume that two producers would 
share the market equally would lead us to assume that where there are 
n producers each would make 1/n of the total sales at any point where 
they all did in fact sell. 

The second way in which sales at any point may not be shared 
equally by A and B is where the market is imperfect. Now the existence 
of uniform delivered prices implies that the market is substantially 
perfect as to price. That is, if prices are unequal, the whole demand at 
any point will be supplied by the producer charging the lower price. 
But that does not imply that the market may not be imperfect as to 
some other factor, such as reputation of the producer for prompt de- 
livery, business connections, and so forth. Differences between A and 
B in these respects will in general result in unequal sharing of the 
market. 

Let us assume then that A, denoting either a single producer or a 
group, will obtain more and B less than half the sales at any point 
where they charge equal prices; but if either A or B sells in any point 
exclusively, let us assume that at given prices their sales would be the 
same; and in order to isolate this phenomenon, let us assume that the 
marginal costs of A and B are constant and equal. Our analysis of this 
case follows very much the same lines as that of marginal-cost differ- 
ences. If the two sellers are selling on a uniform mill-net basis they 
will obviously share the whole market equally, and will make equal 
profits—provided they make the same assumptions as to each other’s 
competitive behavior. Then if A can occupy a sufficiently large share of 
any market in which he sells, it will be profitable for him to invade B’s 
territory on a freight absorption basis, notwithstanding any retaliation 
that B can profitably undertake. Thus it will be to A’s interest and to 
B’s disadvantage to substitute a multiple basing-point system for the 
uniform mill-net system. Again, we have a plausible explanation of the 
system, which, in fact, may be relevant to the cement industry which 
has a large concentration of producers in the Lehigh Valley. But if our 

* This assumption is not without its difficulties, for the n producers must be assumed 
to be distinct from each other in some special sense. For suppose there were but two 
producers sharing a market equally, and then suppose one of them merely published and 
distributed two catalogues, it would seem to follow from our argument that he would 
immediately capture two-thirds of the market. The difficulty could be avoided, however, 


if we assume that, if this were possible, each competitor would realize that his rival could 
do the same thing, so that they agree tacitly only to publish one catalogue each. 
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reasoning is correct it affords small comfort: to those who allege that 
the existence of the basing-point system implies collusion between A 
and B. 

3. Non-identical Demand Functions at Every Point of the Market. 
Here there are three situations to consider: (1) The demand may be 
more concentrated near the center of the market than near the points 
of production; (2) concentration at the ends may be greater than at 
the center; (3) demand may be more concentrated in the vicinity of 
A than in the vicinity of B. By “concentrated,” I here mean that a 
greater quantity can be sold for a given price. Let us consider these 
cases in order. : 

(1) Let us here suppose as an extreme case that the demand exists 
only in a region about the center of the market sufficiently narrow for 
the basing-point system always to result in sales by the two identical 
producers over the whole of that region. In this situation our previous 
analysis shows that if the producers act “competitively” as to their 
base prices, they will in fact charge the ideal monopoly price. More- 
over, the concentration at the center means that, for a given value 
of sales, the cost of freight absorption will be less than if the demand 
were more widely spread. This will contribute to making the basing- 
point system more profitable relative to f.o.b. mill selling than in the 
case already examined where demand is uniformly spread over the 
whole region. Hence we may conclude that concentration of demand 
at the center of the market will increase the protection which the 
basing-point system affords to identical competitors against their own 
predatory instincts. 

(2) Let us now consider the opposite extreme situation where there 
is no demand for the product at all in a region, in the center of the 
market, sufficiently wide for the selling territories of the two pro- 
ducers to be immune from each other’s invasion if they were sélling 
on an f.o.b. mill basis. Assume the two competitors to be identical and 
to sell on an f.o.b. mill basis within their respective territories which 
are assumed to be identical as regards demand. They will then act as 
monopolists, and each will charge the ideal monopoly mill price within 
his territory and there will be no competition. If, however, the basing- 
point system is introduced, each producer may make sales in his rival’s 
territory, provided his marginal costs and the cost of transport are 
sufficiently low. The problem is precisely the same as that which we 
investigated when we compared monopoly with the basing-point system 
for identical producers. Profits will certainly be reduced by the intro- 
duction of the basing-point system and prices may be higher or lower 
for the reasons we have already examined. In fact, it may be profitable 
for each producer to lower his base price sufficiently to drive his rival 
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out of his end of the market entirely. Obviously, the basing-point system 
in these conditions is not a practice that the industry itself would 
wish to continue; and we may conclude that not only the extreme 
situation we have examined, but also a relative concentration of demand 
at the ends of the market furnishes no inducement for identical 
competitors to adopt the system. 

(3) We shall here consider the simple case where demand exists 
only at A and at B, and let us assume that the monopoly profits at A 
are greater than those at B. Now, provided the ideal monopoly prices 
in their respective markets are maintained, the difference in profits may 
make it profitable for B to absorb freight in order to sell in A’s market, 
notwithstanding that A might retaliate in like manner. In other words, 
the multiple basing-point system will be profitable for B and un- 
profitable for A. A would have no retort to B other than to reduce his 
price until it was less than B’s marginal cost plus freight from A to B; 
in which case he would drive B out of his market entirely. The very 
existence of the basing-point system in the case assumed implies that 
it is more profitable for A to accept B’s policy than to resist it. This 
is the simplest asymmetrical demand situation; more complicated 
situations could be formulated and analyzed and it will be found 
in general that, if demand conditions differ sufficiently as between A 
and B, it will be profitable for one producer to adopt the basing-point 
system regardless of the reactions of his rival. 

4. Producers Not Situated at Equal Distances from the Ends of 
the Market. Assume that CA is greater than DB, that is, A has a larger 
hinterland than B, and that demand is again uniform over the whole 
market and the marginal costs of A and B are constant and equal. Let 
us now consider the f.o.b. equilibrium situation. The fact that A’s 
hinterland is longer than B’s, while the demand curve at every point is 
the same, will make his ideal mill price in respect to that hinterland 
lower than B’s, on the principles developed in the f.o.b. paper. In the 
competitive region AB on the other hand, their marginal net revenues 
in respect of their mill prices will be the same. In general, therefore, 
A’s marginal net revenue will be less than B’s, and f.o.b. equilibrium 
will be reached with A charging a lower mill price than B, provided 
they both make the same competitive assumptions as to each other’s 
behavior. Further, any rational revision of these assumptions will 
probably result in a greater rather than a smaller disparity of prices. 
Now if A’s mill price is less than B’s, and their marginal costs are 
equal, it follows that ST will be greater than SU, so that, provided 
the mill prices remain the same, B can invade A’s territory without fear 
of an equivalent amount of retaliation by A. Although, according to 
the principles we have already developed, A may tend to raise his 
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price, which may tend to reduce B’s advantage, the initial difference 
in base prices will not be entirely obliterated and B’s gain may persist 
if the forces making for a difference in mill prices under the f.o.b. 
system are sufficiently strong. Hence, in this case, it may be to B’s 
advantage and it will be to A’s disadvantage to substitute the basing- 
point system for the f.o.b. system. 

Conclusion as to Asymmetrical Cases. Examples could be multiplied 
of asymmetrical situations where it is to the advantage of one producer 
or group of producers to adopt the basing-point system, while the re- 
mainder of the suppliers has no profitable alternative but to accept the 
system. Where the competitors are identical it would be a simple 
matter to negotiate an agreement for the profitable abolition of the 
system, but in the asymmetrical cases such an agreement would be a 
much more complicated matter. It seems to me therefore that in this 
section we have found far more convincing explanations of the exist- 
ence of the system than in the first section. This conclusion is re- 
inforced by the overhead costs argument and the unused capacity argu- 
ment that are invariably raised as partial explanations of the system. 
These have genuine significance in the asymmetrical cases, but no 
necessary validity where the competitors are identical.” 

A very pertinent point has been raised by one critic of this paper: 
namely, why, if I am correct in attaching importance to asymmetries, 
do we not find one group of producers supporting the basing-point sys- 
tem and another opposing it; whereas in fact producers are usually united 
in its support. Consider the case where A and B are unequal groups of 
identical producers. If B is the smaller group, as we have seen, it would 
prefer to substitute f.o.b. mill selling for the basing-point system, pro- 
vided it could rely on the whole of group A remaining at A. But this 
is precisely what B cannot assume. If the basing-point system is abol- 
ished, some of the producers at A will be forced to move to B and 
the position of those originally at A will be worsened. Thus both A 
and B support the basing-point system, A because it is more profitable 
to invade B’s territory by the basing-point method than to incur the 
capital costs of moving to B, and B because it is more profitable to 
submit to A’s invasion than to have A locate plants at B. And this 
joint support need not imply collusion.” 


Til 


We turn finally to consider the question of the non-base mill; that 
is, a mill which does not set a base price where it is located, but calcu- 


” Cf. Cement Case, Respondent’s Brief, p. 342. 


* Let me reémphasize that nothing I have said is intended to imply that it may not be 
a desirable objective of policy to force such a relocation of the industry. 
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livered prices over the market AD. Let BK be B’s constant marginal 
costs. Then KE, B’s marginal costs plus freight, represents B’s mini- 
mum delivered prices, so that he will make no sales to the left of T. 
(Of course BK may be sufficiently low for him to sell over the whole 
distance BA.) Then if B operates as a non-base mill, he will sell over 
the region TD at delivered prices as indicated by EG. We shall assume 
that he. makes a given fraction of the sales at every point. If B estab- 
lishes himself as a base mill, he will set a base price at B, say BN, and 
will sell on an f.o.b. mill basis over BD, and on an f.o.b.-mill-cum- 
freight-absorption basis over BT in the manner indicated by NR and 
RE. We shall assume, to begin with, that A’s marginal costs are suffi- 
ciently low for him to meet B’s delivered prices over the whole distance 
AD, and that B makes the same fraction of sales at every point, 
whether he is a base or ‘a non-base mill. 

If B’s marginal costs are equal to BL, he has no alternative but to 
charge delivered prices indicated by LG, and he can make no profitable 
sales to his left. He may then regard himself either as a base or a 
non-base mill. It should be observed that he is here receiving no 
“nhantom-freight” advantage or benefiting in any other way from A’s 
presence. For if he were the sole occupant of the market, he would 
set a higher mill price than BL, and would sell both to his right and his 
left, and would make all the sales instead of a fraction of them. Even 
though B’s marginal costs were less than BL, they may be sufficiently 
high for his optimum mill price to be greater than BL. Here again he 
would operate as a non-base mill. 

In the cases in the last paragraph, B has been forced into a non-base 
position in the sense that if he were the sole occupant of the market, all 
his delivered prices would be greater than they are in the presence of 
A. We have now to inquire whether there are any circumstances under 
which B may seek shelter under A’s “umbrella” rather than to be 
forced under it. First, suppose the optimum price for B at the point B 
is less than BL, and equal to BL’; then obviously B could increase his 
profits, as compared with his non-base position by establishing himself 
as a new basing point and setting a base price BL’. His optimum base 
price would, however, be less than BL’ since his object is to maximize 
profits over the whole region TD, and it would be profitable for him 
to charge a less-than-optimum price at B, in order to achieve optimum 
delivered prices in respect of all his sales. Secondly, suppose BL is 
equal to or less than B’s optimum delivered price at B. From the point 
of view of sales to his right, it may nevertheless be profitable to B to 
charge a lower base price than BL in order to achieve optimum 
delivered prices over the whole region BD. From the point of view of 
sales to his left, however, the best approximation to an optimum 
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system of delivered prices B can achieve is that fixed by A, so that 
any attempt to establish himself as a new basing point with a base 
price less than BL will reduce his profits to his left. Now, if it is 
assumed that B is a finite distance from D, it will be possible for B to 
increase his profits to his right by more than he decreases them to his 
left by reducing his base price to some extent. But his optimum price 
will be greater than if he had only his sales to his right to consider. 

Our conclusion” as to the non-base mill is therefore that its non-base 
position is at best a pis aller. B adopts such a position because he wants 
to charge higher delivered prices than those indicated by MG, but A’s 
presence in the market prevents him from doing so. Once his marginal 
costs are sufficiently low he will establish a new basing point. The only 
situation in which A’s schedule of delivered prices constitutes a pro- 
tective “umbrella” for B is where there is competition between pro- 
ducers at B, and A saves them from themselves by coercing them into 
accepting his delivered prices. If, however, those producers were pre- 
pared to save themselves by acting as a single monopolist they would be 
hampered rather than assisted by A in working out their own salvation. 


V 


It has been shown in the foregoing sections that the basing-point 
system can be explained as a form of imperfect competition; and that 
given a suitable environment with respect to demand and cost condi- 
tions, the system may develop by each producer pursuing what he 
conceives to be his own self-interest. We have not proved that the 
system may not grow in any other way, but we have, I think, shown, 
conclusively, that if the producers concerned were prepared to negotiate 
an agreement they would certainly agree on something more rational 
and more profitable than the basing-point system. This of course does 
not mean to imply that agreements may not be made between producers | 
in the basing-point industries; but the same may be said of any form 
of imperfect competition. The only type of agreement that the basing- 
point system is particularly likely to encourage is an agreement for its 
own abolition. It is of course true that equilibrium in imperfect competi- 
tion implies to some extent a policy of live and let live; and we have seen 
that in some conditions this tendency may be stronger in the basing- 
point system than, say, under f.o.b. mill selling; but even this cannot be 
shown to be a general tendency. On the question of public policy as to 
whether the basing-point system should be abolished or retained, I can 

“YT regret that I found it necessary to be so prolix in the foregoing argument. Had there 
not been all this hypnotic talk of grisly phantoms lurking under umbrellas, I should have 


contented myself with pointing out that it is hardly likely that a restriction placed by A, 
acting in his own interest, upon B’s action should benefit B. 
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only say that argument over the pricing methods involved will not 
answer the question in the absence of exhaustive empirical knowledge. 
On the one hand, the cross-haul is obviously non-economic but, on the 
other, consumers may benefit more, through lower costs, from the 
asymmetrical situations which the basing-point system permits than 
from the symmetry that a uniform f.o.b. mill rule would require. Which 
type of influence is predominant cannot be settled on a priori grounds. 

If it were practicable or desirable to give the Federal Trade Com- 
mission powers unrestricted by legislative mandate, it could base its de- 
cisions on a consideration of all their economic implications. As it is, 
one can only hope that the lawmakers will eventually develop methods 
of defining standards of behavior in industries where imperfect com- 
petition is inevitable, and that meanwhile the Commission will use such 
discretion as is legally vested in it to consider on their merits such cases 
as do not fall unambiguously into the narrow categories of competition 
and monopoly now covered by the law. 


Mathematical Appendix 


In this Appendix the proofs of the main propositions of Section I as 
to the relation of basing-point prices to those under f.0.b. mill pricing and 
monopoly will be indicated. For the remaining sections of the paper I 
think the verbal argument is sufficient. 

In Figure 1 let AB =k, AS = d}, SB = d}, SU=h,, ST =hs,, 
AM = p,, BN == p». Let the freight rate per unit of distance be unity 
and let the (constant) marginal costs for both competitors be zero. Let 
mı and rr denote the respective profits of A and B. 

From Figure 1, and the argument of Section I, we can write for the 
profits of A 


ay dy 
Ti = pif(pi + x)dx — a pif(pi + x)dx 
(1) 0 dyj—he 


dithi 
+- 4 [pı — 2(x — dı) |f(pi + 2dı — x)dx 
dy 
where f( ) denotes the demand function at every point of the market. 
The expression for m, will be symmetric with (1). From Figure 1, the 
following relations can be established: 


k— 
(2) a =P 





(3) h, = — 


with symmetric expressions for dz and hy. 
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It will be seen that the first term of (1) will denote profits of A under 

k 

f.o.b. mill selling which we shall denote by m t.o.».. Further, if d, = > 


this term will represent the profits of a two-plant monopolist, mm, in 
respect of his plant situated at A. 

We shall now examine the cases of quasi-codperation and competi- 
tion: 

(a) Quasi-codperation. Here A expects p, = pz = p and consequently 


expects that d, == p and it follows that mı t.o.b. = Tim. 


Making these assumptions, the necessary condition for A maximizing 
his revenue will be obtained by differentiating (1) with respect to p. 
Thus 

dm, 


k/2 
(4) —= (pf’(p + x) + f(p + x))dx — 
dp 0 


(ktp)/2 k p (2 3 
B a PE 4 (penne artes = 
S (= jiet ods 4 2 F 2 
That is 


(k+p)/2 k k 
iia f (=--> )ro+i-oa-2t( 2+4) |=0 
dp dp 1/2 2 4 \2 2 


Differentiating the equation for nm, will also yield this equation for p. 
The quantity enclosed in the square brackets will be positive or 
negative depending on the effects of an increase in p on the costs of 
cross-hauling, which have been described in Section I. Now we have 
assumed 
dri  dêrim 
dp? i dp? 
Hence the equilibrium price under the basing-point system will be 
greater or less than that under f.o.b. selling or monopoly depending on 
whether the quantity within the square brackets is negative or positive. 
If, however, each competitor can sell over the whole market, we 








k 
shall have h, == h, == 5 and the second term in the square brackets 


in (4) will not occur. Thus, since f’ is negative, this quantity will be 
negative and the basing-point equilibrium price will exceed the f.0.b. or 
monopoly price. 

(b) Competition. Here A assumes p, and pz are independent. Differ- 
entiating (1) partially with respect to pı, we have as a necessary 
condition for the maximization of m 
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Om oh 
op, J (pif (Pr + x) + (pi + x))dx — dpif(pi + dy) 
Opi 0 
(5) 
-+ ¢pif(pi + di — he) — J) © £(pr + x)dx = 0 


dı—h2 
When m is differentiated partially with respect to pz, an equation that 
is symmetric with (5) is obtained. The equilibrium prices of the two 
competitors will be given by the simultaneous solutions of these equa- 
tions, where the second order conditions for maxima are also fulfilled. 
Considerations of symmetry then suggest that in equilibrium we shall 


have p, = p: == p, and consequently d, = d; = In these conditions 


we have for (5) 


Bait a TO 1 12 
Go == -it( p+) + «(2>) -f f(pta)dx | 
: ( 








op op k—p) /2 
or 
ĝ O71 tob. p+ I 1/2 
(7) om = Teoh [a = )- f p + x)ax | 
dp dp 2 (k—p) /2 


Now the quantity within the square brackets in (6) and (7) may be 
shown to be positive and therefore in view of our assumptions that 
mi O TI.o.b. 
Opy? dpi? 
over the range of our considerations, it follows that the equilibrium 
. prices will be greater under the basic-point system than under f.o.b. 
mill pricing. In (6), however, the quantity within the square brackets 
may be greater or less than 4% pf (p + %), whence it follows that the 
equilibrium prices under the basing-point system may be greater or less 
than those under two-plant monopoly, according to the conditions set 
forth in Section I. 
If it is assumed that h, — d; and h, = d,, we have instead of (6) 
for the equilibrium value of p, 











Opi dpi 
so that the equilibrium prices under the basing-point system are 
identical with those under monopoly. 


MONOPOLISTIC COMPETITION THEORY AND 
PUBLIC PRICE POLICY 


By Vernon A, MUND 


I 


In monopolistic competition theory duopoly is usually defined as a 
case “where there are only two competing sellers” and oligopoly is 
treated as an extension of the case to “a. few sellers.’* A characteristic 
of these two situations is that there are “not so many [sellers] as to 
render negligible the contribution of each to the total supply.” It 
is assumed as a condition in the problem that “there can be no actual, 
or tacit, agreement—that is all. Each is forced by the situation itself 
to take into account the policy of his rival in determining his own, 
and this cannot be construed as a ‘tacit agreement’ between the two.’” 
A further assumption is that “if each seeks his maximum profit ration- 
ally and intelligently, he will realize that when there are only two or 
a few sellers his own move has a considerable effect upon his com- 
petitors, and that this makes it idle to suppose that they will accept 
without retaliation the losses he forces upon them.” As a consequence, 
“No one will cut from the monopoly figure because he would force 
others to follow him, and thereby work his own undoing.” a 

In evaluating the assumptions underlying duopoly and oligopoly it | 
should be observed that an essential feature of ordinary market com- 
petition is that traders have as complete a knowledge as possible of 
supplies, bids, offers, prices, etc. In the light of all the available in- 
formation, traders are constantly readjusting their buying and selling 
valuations; each one is constantly forced to consider the action of his 

Eprror’s Note: The author is professor of economics at the University of Washington, 
Seattle. 


t Edward Chamberlin, The Theory of Monopolistic Competition (1938), pp. 3, 8. The 
carefully prepared statement of monopolistic competition theory presented by Edward 
Chamberlin will be taken as typical of the usual treatment. 


? Ibid., pp. 30-31. It should be observed that “There can be no actual, or tacit, agree- 
ment,” and “this cannot be construed” (italics mine), and similar expressions are not 
statements of fact but merely of the conditions assumed in the theory. These expressions 
may easily be misunderstood on a careless reading, as they seem to have been done 
by some making use of duopoly theory, to mean that the theoretic possibility that 
prices may be monopolistic without actual or tacit agreement between sellers is proof 
that there is and can be no agreement in such cases. Professor Chamberlin does not say 
that or anything approaching it, when read with due attention. 


3 Ibid., pp. 48-49. 
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rivals, as well as his own reserve valuations at the going price. In 
this respect a typical competitive market does not differ from duopoly 
or oligopoly as pictured above. A significant difference, however, is 
.that, although a competitive seller may take into account the action 
of a rival in determining his own action, in the final analysis he acts 
independently and makes a bid or offer in terms of his own judgment 
and estimate of the market forces and of his chance to make a profit 
or to avoid a loss. When an independent seller reduces his price, he 
may expect his rivals also to reduce theirs, if his estimate of market 
forces is correct. In initiating the lower price, however, a seller secures 
a temporary advantage in being able to make sales. The viewpoint of 
the independent producer is well expressed by the statement, “The best 
of us may be wrong, but of what use to be right if we cannot deal.” 

Oligopoly writers emphasize the fact that it is the fear of “retali- 
ation” which restricts one in reducing his price when sellers are few.* 
The fear which restrains independents, however, is rarely the possi- 
bility that the dominant firm will reduce its prices uniformly. Rather 
it is the almost certain probability, not that the mill price will be 
reduced uniformly, but that delivered prices will be “cut” in particular 
local areas, or to particular customers, in a discriminatory way, ex- 
pressly to injure the concern showing a price independence. Financially 
dominant concerns, operating in different trade areas, have the power 
to cut prices in one locality while maintaining them elsewhere, and it 
is the well-grounded fear of such a possible discriminatory “cut” in 
prices, rather than of a general reduction:of the uniform price to all 
buyers, which is unquestionably the greatest deterrent to price reduc- 
tion by independents. 

There will be no dissent from the proposition that collusion is not 
only easier but also more tempting when the number of sellers is small. 
The real question is whether and how easily monopolistic prices can 
be arrived at and maintained without collusion and conference. The 
common testimony of business leaders who have endeavored to secure 
monopoly is the great difficulty of bringing and keeping rivals in line 
on price. This difficulty results largely from the different market posi- 
tions of individual sellers. Some sellers are short of cash and cannot 
afford to accumulate inventory or to finance unused capacity; others 
are unwilling to speculate on the stocks which are likely to accumulate 
with higher prices. Further, every agreement implies some individual 
restraint, and as a rule sellers strongly resist giving up their independ- 
ence of action. 

The task of securing monopoly is, of course, much simplified when 
the interests to harmonize are few. When there are only two sellers, a 


“See, for example, zbid., pp. 48-49, 
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leader has only one price to worry about and only one other seller to. 
convince; when there are three sellers, only two individuals have to be 
brought into line. It has long been a maxim in the public interest that 
every trade not given to public regulation should be in numerous hands, 
for when it is in few hands there invariably are rings, corners and 
combinations. 

When rival sellers account for only a small percentage of the business, 
they may follow a large seller because of fear or because of the extra 
profits which a holding of the “umbrella” (price) by the dominant 
producer or producers enables them to secure. In general, an incon- 
sequential seller cannot expect to secure a price higher than that quoted 
by the large seller in exactly the same market and from the same 
group of buyers, for the large seller is likely to. be in a position to 
absorb more business at the going price. Similarly, the small seller 
cannot expect to change the going price, for he does not have the 
productive facilities to take business away from the larger rival. The 
studies of a long-time student of the copper industry indicate, for 
example, that the sales of secondary refined copper which account for 
7 to 74% per cent of the total output of domestic refineries have little, 
if any, effect on the market price of copper.’ If a large seller is tem- 
porarily “sold up,” or if the small seller cannot move his stocks, the 
small seller may sell at a price in the one case above, or in the other 
case below, the umbrella. This action, however, will not affect prices 
on the great bulk of transactions, for only a few customers can be 
satisfied. s 

When rival sellers are relatively small and inconsequential, it may 
be said that a dominating seller (or several acting as one) who controls 
such a large part of the supply that others are unable to threaten his 
position has a considerable degree of monopoly power. Usually in such 
cases, it is the dominant producer who assumes the burden of curtailing 
production, or of accumulating inventory, in order to secure a monop- 
oly price. A necessary condition of a competitive market is the presence 
of sellers and buyers acting independently, with no one person so 
dominant as to be able to threaten or ignore the price independence of 
another. This situation may exist with only two (or a few) sellers and, 
in principle, is not dependent upon a large number of sellers. 

When rival sellers are consequential, though few in number, they 
may choose to keep their independence, and produce and sell freely to 
secure a legitimate manufacturing profit. This state of mind may result 
from an inability to finance inventory accumulations or unused capac- 
ity, or from a desire to keep free from restraints and control by others. 


*Percy Barbour, Secondary Copper (Mining and Metallurgical Society of America, 
1931), pp. 75-81. 
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It is the production of independent sellers of significant size, having 
such an attitude, which often operates to bring monopoly schemes to 
grief. 

When sellers are few in number, however, the frequently found de- 
sire to form rings and combinations is most easily effected. The power 
which brings, and holds, a few rivals together is simply the cohesive 
power of private plunder. It is difficult for self-interest to resist an 
opportunity presented by a ring leader to make extra profits. 

How do a few sellers proceed when they decide to act as one? In the 
first place, in order that several sellers may act as one on price, some 
price formula must usually be devised to adjust the varying freight 
costs’ of scattered sellers to given destinations. It is obviously for this 
reason that basing-point and freight-allowed formulas come into being. 
The original establishment of such devices always requires discussion, 
understandings, and agreements among the codperating sellers, but a 
subsequent generation of executives may inherit a pricing formula and 
regard it as a “custom.” The experience often is, however, that devi- 
ations bring rebuke and admonition from other sellers, and that there- 
upon the old agreement becomes reappraised and renewed. 

In the second place, regular price following requires that sellers 
forego their own individual price and production estimates and that 
they unite mutually upon a compromise position. Thus, the Wall Street 
Journal for November 29, 1930, in explaining the action of the large 
producers in raising the price of copper from 914 cents to 12 cents 
stated: “There were differences of opinion among producers as to the 
wisdom of such a rapid advance. After argument those wanting a more 
orderly market acquiesced in advancing the foreign price and that 
automatically raised the domestic price.” 

It is easy to overestimate the rationality of a business man’s psy- 
chology. Without an understanding on price, a seller cannot be sure 
of what another will do. Assuming strict rational behavior, identical 
output and trade interests, a demand that is highly inelastic, and few 
sellers with entry of others improbable, it is conceivable that each 
seller might hesitate to reduce his price for fear that his rivals would 
follow suit. Such assumptions, however, are highly unrealistic. Business 
men are typically individualistic, self-seeking, and distrustful of one 
another. Their judgments and market positions are different and their 
foresight is not perfect. With the existence of unused capacity or 
unsold stocks, moreover, the impulse to shade prices to stimulate sales 
is very strong, and the urgency for business varies sharply with dif- 
ferent sellers. When one examines the restrictive sales policies, pricing 
formulas, Webb-Pomerene export associations, and other mutual de- 
vices which exist in industries where there is “unity of action on price,” 
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one realizes that market leaders do not usually rely upon rationality 
for their exercise of monopoly power. 

In an industry such as a natural resource industry where entry is 
definitely restricted because of exclusive ownership of mineral deposits, 
and when sellers are few (say two), well financed and with similar 
interests, and when demand is highly inelastic, it is possible that the 
two sellers may pursue a common price policy without formal meeting 
and agreement. In such a case, the larger producer announces a price 
which the small producer in turn faithfully follows—so long as it ap- 
pears to be in his interest. Since a producer cannot sell freely all of 
his regular output at a “pegged” price, a price following normally re- 
quires curtailment of production or inventory accumulation, and at 
times export dumping. A price leader and a follower must be prepared 
to pay this price for monopoly profits, and if the monopoly good is a 
by-product for one seller, a policy of high prices and limited sales may 
be quite expensive. 

The mere matching of prices by a follower is not an expression of 
price competition, and preéminently not when the matching follows 
a mathematical formula resulting in varying mill-nets. Under competi- 
tion each seller seeks to judge the market independently and helps 
in varying degrees to create the supply and to make the current price. 
In following a formula price, however, a seller tacitly concurs with it, 
regardless of his own sales, unused capacity, and inventory accumula- 
tion. As a result of such price following there is “unity of action on 
price,” and the two sellers by their concerted action represent monopoly. 

Although active competition may exist when sellers or buyers are 
few, it is, of course, more likely to occur when sellers are numerous. 
There is then a greater probability of securing in a market a number 
of alert, capable sellers who will not allow a competitor to sell greatly 
over an equilibrium price. Similarly, when there are numerous buyers, 
there is a greater chance of securing active bidding with no buyer being 
permitted to buy too cheaply. A large number of traders brings a 
greater diversity of interests and a wider range of judgments on the 
worth of the product, and these are factors which help to develop the 
potential value of the product in its various uses. 


II 


Let us now return to the question whether, when sellers are few, 
concerted action can occur without explicit or implicit collusion, agree- 
ment, or understanding. Chamberlin insists that agreement, actual or 
tacit, is not necessary. The same view is taken by de Chazeau in his 
analysis of steel prices. He says: “Under conditions of oligopoly, 


€ Chamberlin, op. cit., p. 31. 
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effective price leadership within or between basing-points need depend 
neither on tacit understandings nor on collusive agreement”; and again, 
“agreement is not a necessary condition of uniform pricing under oli- 
gopoly.”” Although these authors apparently would admit that unity 
of action may be accompanied by agreement, tacit or actual, when 


"sellers are few, their main contention is that collusion is not a necessary 
'. factor in uniform pricing. 


The significance of such a thesis, of course, depends upon whether it 
` means that collusion is always or only occasionally absent. Identical 
prices might occur without collusion so infrequently as to be without 
Significance, while in actual, concrete situations collusion may be the 
usual condition for identity of price. 

The persons applying duopoly theory, however, put the whole em- 
phasis upon the distinctive doctrine of the purely automatic and un- 
collusive character of the greater part of monopolistic behavior. We 
are asked to believe that, generally speaking, monopolists first arrive 
at a meeting of minds without a single guilty word or gesture sug- 
gesting formal agreement; that no one formally or by innuendo tries 
by promises of rewards or threats of punishment to induce reluctant 
independents to join the group and to follow orders; and that there 
are no equally unmistakable threats and acts of discriminatory com- 
petition, causing loss and even ruin, to deter present and potential 
competitiors from enterprise and investment when prices and profits 
` have been raised above normal rewards by the artificial restriction of 
supply. The net effect is to picture monopoly as so innocent and in- 
evitable that it defies all ‘human intervention, legal regulation, and 
moral condemnation. These ideas have been eagerly appropriated and 
employed of late before public tribunals by the apologists of monopoly 
as the allegedly “scientific” justification of current collusive practices 
in contemporary American business.’ 


T Carroll R. Daugherty, Melvin G. de Chazeau, and Samuel S. Stratton, The Economics 
of the Iron and Steel Industry, Vol. TI, pp. 618, 631. 


5In the testimony presented by counsel for the cement industry during the recent 
hearings of the Federal Trade Commission on its proceeding against the industry for use 
of the basing-point plan of delivered prices, the basing-point plan was characterized by 
economists from our leading universities as being a “description of competition” (pp. 
45505, 44738); “without inference of collusion or conspiracy” (pp. 42975, 44619, 45485, 
45822); “a competitive method of pricing” (p. 44646); “definitely favorable to the public 
interest” (p. 44811); “consistent with competition” (pp. 45485, 45842, 44246, 44619, 
44106, 42982); a formula which springs “spontaneously out of the conditions of the 
industry” (pp. 45830, 42986). Record of Proceedings of the Federal Trade Commission 
against the Cement Institute, et al., Docket 3167 (1940), at the pages cited in parentheses. 

Other examples of the attempt to exploit the doctrine that monopolistic behavior is 
automatic and uncollusive in character are to be found in the United States Steel Cor- 
poration T.N.E.C. Papers, The Basing Point Method (1940), Vol. IH, pp. 28 ff.; and in 
Daugherty, de Chazeau, and Stratton, of. cit., Vol. II, pp. 618, 631, 728. 
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In actual market situations, it is possible that the independent 
rivalry of a few sellers may cease momentarily while each seller seeks 
to estimate market forces in terms of his current output and capacity. 
However, market forces are fluid and constantly changing and someone 
must judge the market in quoting a price. If this price is regularly and 


systematically followed by another seller or sellers, there is a concur- `. 


rence (agreement) on price which may be either implied (tacit) -or 
actually discussed. In many industries today “identical delivered prices” ` 
under the basing-point or the freight-allowed method of price quotation 
regularly follow a formula. This necessarily implies agreement, either 
voluntary or involuntary, induced through fear or favor; for, other- 
wise, each seller could not be expected to quote delivered prices identi- 
cal with other sellers anywhere at all times. 

Systematic price following by sellers of consequence involves mu- 
tual restraints on individual action which the sellers feel obliged to 
respect, as well as a harmonizing of individual views on the best market 
policy. The arrangements (restraints) which producers usually make 
include sales to consumers alone, sales at delivered prices only, prohi- 
bitions on resale, limited forward deliveries, output curtailment, etc. 
The formulation of, and systematic adherence to, these arbitrary poli- 
cies necessarily involves discussion and understandings. Price under- 
standings, tacit or discussed, are most clearly in evidence when sellers 
of consequence follow along, week in and week out, regardless of 
variations in their individual sales, inventory, or degree of utilized 
capacity. 

In the light of the behavior patterns of individual sellers acting inde- 
pendently on price, it appears that the thesis that a policy of identical 
prices according to formula can be followed without collusion, agree- 
ment, or understanding is misconceived and unproved. Regular and 
systematic price identity of this sort over a period of time can exist 
only as the result of monopolistic agreement or of monopolistic coercion, 
actual or implied. It is doubtful whether actual cases of so-called 
duopoly or oligopoly can be found in which at one time or another 
there has not been some conscious collusion, coercion, or formal agree- 
ment. 


IIT 


The definition of pure competition typically given in monopolistic 
competition theory is “competition unalloyed with monopoly ele- 
ments”;°® and the first condition essential for this concept is said to 
be the presence of a large number of buyers and sellers. “There must 
be a large number of buyers and sellers so that the influence of any one 


° Chamberlin, op. cit., p. 6. 
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or of several in combination is negligible. There is no need that their 
numbers be infinite . . . but they must be large enough so that, even 
though any single individual has, in fact, a slight influence upon the 
price, he does not exercise it because it is not worth his while.’”’*° 

This concept is at once helpful and misleading. Competition is diffi- 
cult to maintain when sellers are few. But all three of the terms, 
“influence upon the price,” “negligible,” and “exercise,” are ambiguous. 
Their meaning varies as they are applied to competitive or to monopo- 
listic situations. In the theory of competitive prices, the influence of 
each seller in the determination of the equilibrium price might be said 
to be “negligible” merely in the sense that his purpose is not to change 
this price, but is either to profit by selling at the going price or to 
escape a loss by declining further to sell and perhaps by shifting to a 
more advantageous position. However, the influence of no single seller 
on price is “negligible” in the sense that his action in no degree tends 
to modify or to maintain the going price, for every going price is the 
resultant of the choices made by all the exchangers in the market. This 
influence is not confined to the persons who at the moment are “mar- 
ginal” as contrasted with “intra-marginal.” The presence of all is 
necessary to account for the actual equilibrium. 

The influence of a single market seller on price may be very con- 
siderable in many actual situations. Some units of supply offered by 
a seller at the fluctuating margin of price not only are the most 
sensitive to price changes, but also are at a certain moment the most 
influential in initiating price changes. A change in the equilibrium 
price results from a preponderance of demand or supply at the going 
price. In the mechanics of this change, some buyer or buyers having 
higher latent valuations raise their bids, or some seller or sellers having 
lower latent valuations lower their offers in order to be able to deal, and 
this action taken in the altered market situation brings about a new 
equilibrium price. Competitive sellers, however, do not exercise this 
sort of influence upon price intentionally and as they please; they 
exercise it automatically, unintentionally, and unavoidably with every 
independent decision they make to sell or not to sell in a certain market 
at the going price, for this decision in some degree tends either to main- ` 
tain price or to alter the whole market situation in which a new equi- 
librium price is made necessary. 

When it is said in the first assumed condition of pure competition 
that “even though any single individual has, in fact, a slight influence 
upon the price,” the reference evidently is to that influence which is 
unconsciously and inevitably exercised by competitive sellers, in every 
choice they make to sell or not to sell at the going price. But the con- 


” Tbid., p. 7. 
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cluding clause, “he does not exercise it because it is not worth his 
while,” implies a potential influence which is not inevitably exercised, 
and is not exercised at all except when it is profitable to restrict supply 
deliberately. The thought is confused between the unintentional influ- 
ence of sellers upon price in a competitive market, and the purposeful 
limitation of supply by a monopolistic seller (or group of sellers) in 
order to raise prices and thus to maximize profits from the sale of the 
remainder. 


IV 


Another condition necessary to pure competition greatly empha- 
sized in monopolistic competition theory is that “goods must be per- 
fectly homogeneous, or standardized, for if the product of any one 
seller is slightly different from those of others, he has a degree of 
control over the price of his own variety.”™ In pursuing this thought, 
it is pointed out that in pure competition the sellers, too, must be 
“standardized.” “Anything which makes buyers prefer one seller to - 
another, be it personality, reputation, convenient location, or the tone 
of his shop, differentiates the thing purchased to that degree.”™ 

This limitation of pure competition to cases where the goods are 
“perfectly homogeneous” is so stringent that almost all prices become 
in some degree monopolistic by mere definition, no matter how inde- 
pendently and eagerly the several owners are acting in selling the 
goods at the best prices they can get. Such a requirement excludes 
from the possibility of “pure” competition most, if not all, natural 
products, such as grains, fibers, minerals, and animals, as well as many 
semi-processed goods, such as hides, tallow, cheese, molasses, etc. 
There is always great variation in nature. It is said, for example, 
that no two sugar plantations will produce blackstrap molasses which 
is exactly the same in quality. In the South cotton classifiers recognize 
over twelve hundred different qualities of cotton. Only goods identical 
in pattern and quality, highly processed in terms of a common formula, 
meet the requirement of “perfect homogeneity,”** and no generally use- 
ful public policy of competition could ever be formulated in terms of 
such goods alone. 

The requirement of similarity in goods requisite for a practical sys- 
tem of competitive pricing is met if the goods of the different sellers 
are usable in meeting the needs of a substantial group of buyers in a 
given market. In view of the variations in qualities of goods, it is 

* Loc. cit. 

? Ibid., p. 8. 


€ An excellent analysis of this point is made by John Ise in the special problem of urban 
and agricultural rents, in “Monopoly Elements in Rent,” Am. Econ. Rev., Vol. XXX 
(March, 1940), pp. 44-45. 
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hardly conceivable that all units of a distinctive class of goods will be 
chosen with indifference by all buyers. Some buyers, for example, need 
cotton of a specific grade and staple, but there are others who can use 
the different grades interchangeably. As a result of this diversity of 
interest which usually exists in a market, quality differences find ex- 
pression in price differentials. 

The other aspect of homogeneity, that the sellers themselves must be 
“standardized,” is also a hypothetic requirement. In view of the great 
variation in human personalities, it is almost certain that personality 
factors may become some basis for choice, either positive or negative. 
To recognize personal factors in business transactions, however, is not’ 
to deny the primary importance of the price nexus. The problem is 
well expressed by the old maxim, “There are no friends in the grain 
business for a quarter of a cent.” The selection of a seller also can 
hardly be called a random matter, for under competitive conditions 
buyers are constantly shopping about in search of the lowest price. 
It is true that in an increasing number of cases there is no lowest 
price, for frequently monopoly is expressed in terms of identical 
prices and sellers are typically selected by drawings, the flip of a 
coin, and by the rapidly growing practice of reciprocity by which orders 
are granted to those concerns that reciprocate with an order. 


V 


Another concept in monopolistic competition theory is perfect com- 
petition. Perfect competition is defined as pure competition, plus “an 
absence of friction in the sense of an ideal fluidity or mobility of factors 
such that adjustments to changing conditions which actually involve 
time are accomplished instantaneously in theory. It may imply perfect 
knowledge of the future and the consequent absence of uncertainty. 
It may involve such further ‘perfection’ as the particular theorist finds 
convenient and useful to his problem.’’** 

The basic phrases in the definition of perfect competition, such as 
“ideal fluidity,” “perfect knowledge,” etc., are not characteristics of 
the market place; nor are they characteristics of the actual making, 
converting, and processing of goods. Rather they are statements of 
conditions which may be assumed by a given theorist. From the days 
of Josiah Tucker and Adam Smith, those concerned with making com- 
petition more effective have spoken simply of “rivalry,” “rivalship,” 
“competition,” “free competition,’ “competition without restraint,” 
and “effective competition.” Alfred Marshall cautioned his readers 
that “it may be well to insist again that we do not assume that com- 
petition is perfect.”** The concepts of “pure” and “perfect” competi- 

44 Chamberlin, op. cit., p. 6. 

18 Alfred Marshall, Principles of Economics, 8th ed., p. 540. 
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tion appear to have been devised by certain mathematical economists 
in building the distinctive doctrines of monopolistic competition. Al- 
though such concepts may be useful in theoretical discussion, their 
assumptions are greatly out of accord with the realities in economic 
processes; and serious error must necessarily result when they are used 
in formulating and appraising public price policy. 


VI 


In monopolistic competition theory, monopoly is defined as “control 
over supply.””** It is sometimes stated, although sometimes only implied, 
that monopoly means a control over supply exercised by one seller. In 
accounting for monopoly, attention is centered primarily on the differ- 
entiation which may characterize a seller or a good. According to 
Chamberlin “with differentiation appears monopoly, and as it proceeds 
further, the element of monopoly becomes greater. Where there is any 
degree of differentiation whatever, each seller has an absolute monopoly 
of his own product, but is subject to the competition of more or less 
imperfect substitutes.’”” 

In defining monopoly as control over supply, and in considering sup- 
ply to be an amount, or source, of goods differentiated from others, the 
monopolistic competition theorists have confused the problem of 
monopoly with that of scarcity.** In a literal sense, it would be right 
to state that there can be monopoly in which the scarcity is natural, 
if the scarcity is under a single control. A single ownership of a differ- 
entiated good or multiple units thereof, however, does not mean that 
the seller will thereby be able to secure a monopoly profit. The control 
must extend to such a large part of the multiple units of a species of 
market goods that the seller can manage price and make more by selling 
fewer units. In an economic sense, monopoly arises only when the 
single control makes possible an artificial enhancement of scarcity. The 
essence of monopoly is the power to manage price to make more profit 
by selling less. The distinguishing feature of monopoly is not scarcity, 
as such, but rather an artificial scarcity which is a concomitant of price 
control. It is the manifold ways and means of artificially enhancing 
natural scarcity that constitutes the monopoly problem to be solved by 
social control. 

According to monopolistic competition theory, each seller with a 
store site of different quality or location has a monopoly. But it is 
hardly ever true that any two store sites are of equal value; they usually 


** Chamberlin, op. cit., pp. 7, 65. 

* Ibid., p. 9. 

2 This confusion is found in the work of John Stuart Mill. Mill states: “A thing which 
is limited in quantity, even though its possessors do not act in concert, is still a monopo- 
lized article.” Principles of Political Economy (Ashley ed., 1848), p. 448. 
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grade off in quality in a variety of ways. The fact, for example, that 
your plot of land is of a different quality from mine does not mean 
that either one of us has a monopoly. The problem is simply one of the 
value of different grades of scarce land.*® As long as there is no con- 
certed action among the various owners to withhold land and leave 
it vacant, there is no monopoly. 

In the sale of goods covered by patents, copyrights, and trade-marks, 
price management and supply restriction typically prevail. Such goods 
are usually produced in no greater amounts than can be sold at a 
previously named price, so the fact of a curtailment in supply may not 
always be apparent. The frequent breaking down of price maintenance 
schedules by retail dealers, however, in an effort to secure larger sales, 
bears witness to the curtailment involved. A comprehensive system of 
compulsory grading, along with improved consumer education, would 
do much to force sellers of branded merchandise to give way in their 
policy of high prices and limited output.” With compulsory grading, 
moreover, sellers are not able to divert at lower prices excess supplies 
which cannot be sold at the managed price. 

When prices are managed and fixed at a given level, an increasing 
demand at the fixed price often results in capacity production, and at 
times in a taxing of facilities to their utmost, with a postponement of 
deliveries and a rationing of supplies. Such a situation is really a case 
of “inverse” monopoly; for, with competition, the price would rise to 
equate demand with supply. Under monopoly conditions, however, such 
factors as the difficulty in deciding upon a new price, or a more far- 
sighted policy of forestalling the entry of new producers, sometimes 
causes sellers to keep rigidly to a given price lower than could be 
obtained competitively. It is when demand decreases and the man- 
aged price is maintained that the characteristic of artificial scarcity 
reveals itself. 

The definition of monopoly in monopolistic competition theory not 
only involves a confusion of the concept with that of scarcity, but also 
a failure to emphasize the prevalent fact that several, or many, sellers 
may act as one. From an economic standpoint the presence of monopoly 
is to be found not in the number of persons controlling the supply, but 
rather in the market situation which faces buyers. If the market supply 
is in large measure “controlled” either by one seller or by a group 
which acts more or less as one on price, there is present an element of 
monopoly. The essence of monopoly is the power to effect an artificial 


* See also Ise, Am. Econ. Rev., Vol. XXX, pp. 44-45. 


*In Canada the grading and labeling of canned goods has resulted in bringing prices in 
line with quality, and the same result is taking place in the United States. 
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enhancement of scarcity, a particular scarcity which in all but the 
rarest cases is produced by collective action involving some sort of 
agreement. Monopoly is typically the result of a meeting of the minds 
of sellers on price and has to do with human contracts and agreements, 
rather than with scarcity from impersonal causes. 

Thus, the definition of monoply proposed by the monopolistic com- 
petition theorists not only involves illogical assumptions, but also is 
out of accord with established usage. The concept appears, therefore, 
to be one which is inappropriate to use in formulating a workable 
policy of price regulation. 


VIL 


Thus far we have been examining the concepts of monopolistic com- 
petition in terms of concrete economic processes, as well as in terms 
of the thought on monopoly which has gone before. The principal sig- 
nificance of monopolistic competition theory arises from current appli- - 
cations of the technique of the theory to particular sets of facts, and to 
an appraisal and formulation of public price policy. 

Although it is recognized in monopolistic competition theory that 
“perfect” competition is unreal and impossible of attainment, persons 
trying to apply the technique of the theory charge that this is the goal 
expected and sought by those concerned with making competition more 
effective in our present economic order. Thus Mr. de Chazeau states 
that perfect competition is impossible and then charges defenders of 
antitrust law policy with foolishly trying to bring it about. In analyzing 
the work of Professor Fetter on the basing-point system, de Chazeau 
says: “The conviction is that competition will effect prices more nearly 
in accordance with mill costs and that under perfect competition the 
mill-net price for steel of a given kind would be identical irrespective 
of the location of buyers. But the truth of the underlying assumption— 
that perfect competition is practicable in the’ steel industry—is not 
questioned.” 

Similarly, in the recent study of the iron and steel industry financed 
by the United States Steel Corporation and supervised by Theodore O. 
Yntema, it is stated, “The criticisms of the basing point practice in 
the steel industry all stem from the proposition that it results in 
deviations from ‘perfect competition,’ and the proposed alternative, the 


= Daugherty, de Chazeau, and Stratton, of. cit., Vol. I, p. 552. Other examples of this 
same misrepresentation are found on pp. 550, 551, 572, 1105. Italics mine. 

The concept of “perfect competition” used by de Chazeau appears to be the same as 
that presented by Chamberlin. According to de Chazeau, “ ‘perfect’ competition is seen 
to be highly abstract, requiring the absence of all elements of friction, immobility, and 
any undiscounted future changes.” Ibid., Vol. I, p. 549, 
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uniform f.o.b. mill price system, is put forward as a supposed means of 
realizing ‘perfect competition.’ ”’” 

A further example of this misuse of economic concepts may be found 
in the economic testimony presented by counsel for the Cement Insti- 
tute, et al., during the recent hearings of the Federal Trade Commis- 
sion on its complaint against the use of the basing-point plan in the 
cement industry. In replying to the complaint, the counsel for the 
cement industry developed through the testimony of economists se- 
cured from leading universities the thesis that the concept of com- 
petition of “the Classical economists,” the “older economists,” and 
the “critics of the basing-point plan” is a “preconceived,” “impossible,” 
“unreal” type of competition which present-day economists would call 
“perfect competition.””* 

It appears that the persons applying the concepts of monopolistic 
competition theory are here reading their special concepts on compe- 
tition into the views of those who are interested in making competition 
more effective. They apparently fail to realize that monopolistic com- 
petition theory is based on changed definitions which are substantially 
different from those long held by economists. In terms of their changed 
definitions, the monopolistic competition theorists find an enormous 
increase in monopoly.” It was with the tools of monopolistic competi- 
tion theory that Mr. de Chazeau analyzed the iron and steel industry 
and reached his principal conclusion that the industry was one of 
oligopoly in which price competition could not be expected.” If those 
persons trying to use the technique of monopolistic competition theory 
had approached their studies with realistic or workable concepts of 


” United States Steel Corporation T.N.E.C. Papers, The Basing Point Method (1940), 
Vol, III, pp. 21-22. Italics mine. For additional statements that “perfect competition” is 
the desired norm of those seeking to restore competition, see pp. 35, 73, 80, and 84. 

According to the United States Steel Corporation’s study, perfect competition requires 
“(1) that the commodity dealt in be strictly uniform; (2) that there be so many sellers 
independently offering the commodity for sale, and so many buyers independently bidding 
for the commodity, that no one seller or buyer could influence the price level in the 
market; (3) that sellers and buyers would know all or at least many of the bids and 
offers; (4) that all sellers and buyers would be free to enter or retire from the market; 
and (5) that as a consequence of the preceding conditions, price would be the only 
possible inducement for any buyer or seller to consummate a sale.” Ibid., p. 21. This 
definition of “perfect” competition appears to be similar to Chamberlin’s concept of 
“pure” competition. See above, p. 1. 


= Record of Proceedings of the Federal Trade Commission against the Cement Institute, 
et al., Docket 3167 (1940), especially pp. 42948, 42949, 43297, and 45474. 


Thomas J. Anderson, Jr, in a note on “The Rise of Monopoly,” Am. Econ. Rev., 
Vol. XXX (March, 1940), p. 120, significantly observes that “imperfect or monopolistic 
competition theorists of today would discover much less monopoly in the modern economy 
than they do if they followed the less refined usage of the terms ‘commodity’ and ‘market’ 
adhered to by the economists of the Classical school.” 


*> Daugherty, de Chazeau, and Stratton, op. cit., Vol. I, pp. 557-558; and Vol. II, p. 1118. 


1942] MUND: MONOPOLISTIC COMPETITION THEORY 741 


competition and monopoly, their conclusions most likely would have 
been strikingly different. 

In applying the concepts of monopolistic competition to antitrust 
law policy, the foregoing persons also read the view of perfect competi- 
tion into the type of competition which is required by the antitrust 
laws. Since these persons find that even pure competition exists almost 
nowhere, they see and consider efforts to enforce our antitrust laws 
in the industries studied “doomed to futility.”° Such an incorrect, de- 
featist view, widely and popularly publicized,” is being designedly used 
in the defense of monopolistic practices and apparently to prepare the 
way for a further weakening or a complete cessation of antitrust law 
enforcement. 


VILI 


In working toward a concept of “workable competition” in public 
policy, it may be observed that competitive activities of business men 
express themselves in many ways, including rivalry in price, quality, 
sales activity, advertising, “free” services, gifts, etc. History indicates 
that, for purposes of public policy, to insure that the fruits of technical 
progress shall inure to the public in the form of more and better goods 
at lower prices, the most essential type of competition is price competi- 
tion. With this assured, quality and service competition naturally fol- 
low and find expression in price differentials. 

When there is no legal restraint on a seller’s activity in offering 
goods of a given category, and no private agreement or coercion, actual 
or implied, among the sellers, there is possible the kind of “workable” 
competition (never “perfect”) called for by the antitrust laws. All 
experience shows, however, that these basic conditions necessary for a 
workable price competition never can be maintained without a con- 
tinuing governmental policing of price practices to insure that they 
are open, fair, and free from discrimination. 

In a very broad sense competition of some sort is universal and every- 
where. Every seller in a degree is competing with every other seller of 
goods and services for the buyer’s money. The universal substitution of 
goods that is constantly going on occurs at the margin of choice and 
is governed by relative prices and marginal valuations. The competition 
afforded by substitutes, however, would perhaps be better described as 
substitute competition; the phrase monopolistic competition is a con- 
tradiction in terms. The fact that a given product touches in some 
directions the competition of a substitute does not mean that there is 


6 See, for instance, ibid., Vol. I, p. 548; and Vol. TI, p. 1146. 


* For example, the publication Steel—Problems of a Great Industry, Public Affairs Pamph., 
No. 15, 1937, pp. 8-14. 
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no monopoly within that industry, and that government may forego 
an enforcement of the antitrust laws. 

The concept of monopoly which is the basis for social policy is a 
unity of action among sellers as to price, this unity adding a measure 
of artificial scarcity to whatever scarcity derives from other sources. 
Monopoly in this sense involves the absence of independent price com- 
petition. It exists when a single seller of a distinctive category of goods, 
or a sufficient number of sellers acting as one on price, is able to estab- 
lish or make the going price, or prices, that as an actual fact will be 
largely observed in the industry. When there is no rivalry on price, 
there is monopoly in defiance of the law even though a dozen salesmen 
are wastefully “competing” in the field for orders.” A buying monopoly, 
on the other hand, exists when a buyer, or a group acting as one, has 
the power to lower the market price and yet hold sufficient sellers so 
that a net profit is made by the lowering of price. The various methods 
of securing monopoly are manifold and vary from industry to industry, 
as well as over periods of time. 

Monopoly prices may be uniform mill-net prices, but usually they 
are discriminatory because price discrimination nearly always makes 
possible a larger revenue. It is a generally accepted principle, clearly 
conceived first in the theory of “dumping” in foreign commerce, that 
systematic price discrimination can occur only with monopoly.” Sys- 
tematic discriminatory pricing is not the kind of price competition 
found in a true market, but is rather a formula method of quoting 
prices which enables sellers to act as one. 

The competitive impulse in sellers is hard to restrain and a scheme 
of artificial pricing very often simply forces competition underground. 
Just as the American experiment of prohibition resulted in boot- 
legging, so likewise the modern business practice of collusive price 
agreements has forced rivalry on price, so far as it still survives, to 
take the form of secret discrimination in favor of certain buyers. 


IX 


In summary, it may be said that any careful examination of recent 
monopolistic competition, duopoly, and oligopoly theories reveals how 


**The much emphasized “quality” and “service” competition rendered by sellers acting 
as one on price cannot be identified with price competition as many economists have done, 
See Federal Trade Commission, op. cii., pp. 42958, 42998, 44393, 44733, 44738, 45494, 
45650, and 46128. Free postcards, air, water and other services do not enable motorists 
to buy more gasoline. It is with price competition that the fruits of technological progress 
inure to the public in the form of more and better goods at lower prices. 

**For a discussion of the principle that “there can be no discrimination without some 
monopoly,” see A. T. Hadley, Transportation, pp. 101, 108; Frank Taussig, Some Aspects 
of the Tariff Question, p. 208; Jacob Viner, Dumping, pp. 1-3, 94-95; Frank A. Fetter, 
Masquerade of Monopoly, pp. 300, 411, 417; and Vernon A. Mund, “Prices under Compe- 
tition and Monopoly,” Quart. Jour. of Econ., Vol. XLIX (1934), pp. 288-303. 
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greatly the assumptions are out of accord with the realities in economic 
processes, and how essentially the definition of the terms differs from 
that hitherto understood in the discussion of antitrust law policy. 
Therefore, most serious error results when this disparity is overlooked. 
The terms serve rather to confuse than to clarify thought regarding 
the competition required by the antitrust laws. 

The purpose of the present essay is not to condemn the abstract 
theory of monopolistic competition, as such; it is rather to oppose the 
unjustifiable use which has been made of it. In the problem at hand, 
there is a need for clearly distinguishing between an abstract theory 
which may have a certain validity under conceivable conditions, and, 
on the other hand, the application of a theory assuming such a highly 
improbable or rarely occurring set of conditions in the formulation 
and appraisement of a workable policy of price regulation. 

It may be alleged by some that no formal pattern of theory can be 
directly applied to aid in answering questions of public policy. In 
holding such a view, however, one is denying the maxim that the ex- 
perience of the past is worth remembering. Whether one reads Zeno’s 
Code, the writings of Jean Bodin and Adam Smith, or studies the actual 
way in which modern mergers, pricing formulas, holding companies, 
and restrictive sales policies originated and developed, one finds that 
monopoly arises out of human action and human volition, rather than 
from technological, impersonal forces. 

The exchange of goods is a phase of human conduct and requires 
rules as do other forms of conduct. In applying the theory of com- 
petition to the fields of manufacturing and merchandising one simply 
calls for competition of a non-discriminatory type, open and above- 
board. The disappearance of this type of conduct was a result of 
human volition and its restoration awaits the public will. It is ir- 
relevant that the result would not correspond to any picture of “perfect 
competition.” 


PRICE CONTROL IN OUTLINE? 


By Don D. HUMPHREY 


When Germany invaded Poland, the gross national product of the 
United States was running at an annual rate of 86 billion dollars, and 
most manufacturing industries were operating at less than 75 per cent 
of capacity. Industrial production and wholesale prices stood at 107 
and 93, respectively, on a 1935-39 base. Three years later, in August 
1942, gross national product was 167 billion dollars (annual rate), 
industrial production was up 74 per cent, and all wholesale prices 
except farm products and foods had risen 19 per cent. Farm prices, on 
the other hand, had risen 85 per cent, while an important fraction of 
the 18 per cent increase in agricultural production must be credited 
to favorable weather. 

Except for imports and strategic war materials, the impact of the 
war at the outset was largely speculative. Spot prices of 28 basic 
commodities and of critical materials jumped 25 per cent in September 
1939. But the cost of living was almost unchanged at the year’s end, 
and nine months after the attack on Poland the entire price structure 
‘had softened and production was drifting back toward pre-war levels. 

Following the swift conquest of France and the expulsion of the 
British army from the continent, this country launched a 12-billion- 
dollar defense program. The Advisory Commission appointed to direct 
the program included a Division of Price Stabilization. In the field of 
direct price control, the job was mainly to restrict speculation. The 
conference (or “jaw bone”) method of price control was successful in 
the case of copper, steel, and many other metals but was less success- 
ful in the case of lumber. 

From the middle of 1940 until the spring of 1941, total industrial 
production increased 25 per cent while durable goods production in- 
creased 43 per cent. Wholesale prices rose only 3 per cent. The spring 
of 1941 marked a turning point on the price front. Congress provided 


Epitor’s Note: The views expressed are not necessarily those of the Office of Price 
Administration but are the personal views of the author who is chief of the Price Analysis 
and Review Branch, Research Division, O.P.A. 

*Space limitations have not permitted the inclusion of several statistical tables and 
charts that should accompany these remarks. Some of these are available in the Price 
Control Reports of the O.P.A. The First and Second Quarterly Reports to the Congress 
also contain a more complete account of the development of price control. 
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support prices for basic agricultural products, the Lease-Lend act was 
signed, and defense spending was taking hold. 


Selective Price Control 


Discussion of the appropriate price-control policy at this time was 
almost unanimously in favor of selective control. The policy of im- 
posing control at each spot where inflationary pressure developed 
recommended itself for several broad reasons. First, the appropriate 
means for the control of general inflation is fiscal policy. If the aggre- 
gate demand is held to levels that roughly match the supply, direct 
control of prices is needed only in local bottleneck areas. There was 
considerable slack in the economy and inflationary pressure was spotty. 
The uneven character of the expansion in this period is indicated by 
the 600 per cent increase in the output of aircraft compared with the 
3 per cent increase in flour. Also, time was required to build a staff 
and gain experience. To freeze prices across the board would have 
thrown an unmanageable relief problem into the lap of an embryonic 
organization. 

Type of Action and Pattern of Control. Price actions during the 
period of selective control can be roughly classified into five major 
types. First, and most informal, were “Suggestions and Warnings” 
which put the members of an industry on notice that stabilization of 
their prices was expected and which usually carried the implication 
that more formal action would follow if necessary. A second informal 
type involved issuance of a “Fair Price List” to which the industry was 
requested to conform. A third type was the “Freeze Letter” addressed 
to the members of an industry, requesting that prices be held at levels 
which prevailed during a specific period. In a fourth type, the “Volun- 
tary Agreement,” the Office obtained an explicit agreement from indi- 
vidual producers relating to prices, margins, or the conditions of trade. 
Finally, formal price schedules were issued under Executive authority. 
When, after six months’ debate, the Price Control act was finally 
enacted on January 30, 1942, 98 of the 105 schedules then in effect 
were reissued on a statutory basis. 

Selective price control grew directly out of the defense program. 
The most serious pressures developed in metals and metal products. 
Of the 20 price ceilings issued during the first five months, about 
three-fifths by number and seven-eighths by value were in the field of 
metals. Equipping and housing a new army brought inflationary de- 
velopments in lumber and textiles and, by the fall of 1941, several 
schedules were issued in these fields. 

These early price actions acquired further controls to supplement 
and support them. Initially, it was possible to stabilize the prices of 
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virgin copper, zinc, and aluminum by informal agreements with the 
producers, but as shortages became more acute the prices of scrap 
and secondary metals rose above virgin metal prices. Consequently, 
ceilings were placed on most of the secondary scrap and waste ma- 
terials. 

Of the criteria established for the determination of maximum prices, 
possibly the two following are the most important: (1) The over-all 
profits position of the industry, rather than profits on individual prod- 
ucts, is the relevant consideration as long as the price covers direct 
costs. Each industry is expected to absorb rising costs within the limits 
of reasonable over-all profits. Thus, iron and steel ceilings were main- 
tained in face of a 10 per cent increase in wages. (2) The price need 
not cover marginal costs. The premium-price principle was adopted 
instead of the bulk-line-price principle of World War I. The outstanding 
application of this principle is the payment of premium prices for pro- 
duction of nonferrous metals above designated quotas based on 1941 
output. 

The fraction of the economy subject to control at the manufacturing 
and wholesale level was extended from one-fifth in the middle of 1941 
to two-fifths by the end of the year. During the early months of 1942, 
informal price actions were replaced by formal schedules to an appre- 
ciable extent. The type of industry brought under control shifted with 
the spread of the inflationary pressure. 

In the pre-Pearl Harbor period, price control was concerned almost 
exclusively with the basic materials of industry. Consumers’ goods 
remained untouched with minor exceptions. During the period from 
January 1, 1942, to the General Regulation in May, the regulation 
of industrial products was extended. But the O.P.A. could no longer 
postpone coping with consumers’ goods and they appeared in the 
controlled list with increasing frequency. Two-thirds of the thirty-odd 
regulations effective after March 1 involved consumer goods. This 
was a consequence of the fact that consumer purchasing power was 
rising rapidly while war production began cutting into civilian supplies. 

Evaluation of Selective Controls. By value, roughly two-thirds of 
the schedules controlled prices at the manufacturing level, one-fifth 
controlled raw materials, and the remainder controlled semi-manufac- 
tured goods. Formal price ceilings were extremely successful in hold- 
ing prices, once they were imposed. Informal measures were effec- 
tive in many cases and not in others. Despite the fact that controls 
were imposed where inflationary pressure was strongest, flagrant viola- 
tions were confined to scrap materials and waste products. 

Selective price control has an indirect as well as a direct effect. 
Control of steel and copper prices, for example, exerted various degrees 
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of influence upon the prices of both finished products and raw ma- 
terials. There is both a forward and a backward influence from the 
point of control. The latter, doubtless, is much the stronger. But as 
pressures grew, these indirect “effects” did not suffice. The stabilization 
of iron, steel, copper, and zinc prices did not, in the face of rising 
demand, stabilize the prices of automobiles and farm machinery. In 
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b = House furnishing goods i = Chemicals and allied products 
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e = Lumber and building materials k = Semi-manufactures 
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Source: U. S. Bureau of Labor Statistics and Office of Price Administration 


The Relationship between Price Increases and the Extent of Control: 
Ten Major Industry Groups and Three Principal 
Stages of Production 


order to protect the ceiling placed on iron and steel in April 1941, it 
became necessary to control the price of pig iron in June, coke in 
October, and iron ore in April 1942. Schedule No. 7, Combed Cotton 
Yarn, led producers to shift to uncontrolled carded yarns which, in turn, 
had to be controlled. 

Price control at the raw materials or processors’ level is only a delay- 
ing action. The control of hides and skins in June 1941 postponed 


748 THE AMERICAN ECONOMIC REVIEW [ DECEMBER 


but did not avoid the necessity for controlling the price of leather; 
the eventual control of leather in December postponed but did not 
avoid the need to stabilize shoe prices which were covered by the 
General Maximum Price Regulation in May 1942. 

There is, of course, no reason to expect that control of the price- 
determining prices will stabilize the entire price structure when income 
payments are accelerating. In a forward direction, the control of key 
prices affects the supply side through stabilization of costs. On the 
demand side, the rise in income that is associated with rising prices 
may be checked. On the other hand, there may be some increase in 
demand for uncontrolled commodities because of spill-over from the 
controlled area. The strongest indirect effect is probably in a backward 
direction, where it operates on the demand side to reduce the maximum 
bids for raw materials. But even here strong producers will outbid their 
less efficient competitors and raise prices, unless supplies are allocated. 

In the first year of selective price control ending March 1942, two- 
thirds of all industrial goods were controlled. All wholesale prices 
other than farm products and foods increased 11 per cent. . 

The figure on the preceding page shows a remarkable inverse correla- 
tion between the extent of price control and the magnitude of the price 
rise. Although the grouping of commodities is the familiar Bureau 
of Labor Statistics classification, the case may seem prejudiced in favor 
of price control. The prices on the left are characteristically less sensitive 
to changes in demand than those on the right. Nevertheless, war is the 
one time when this characteristic difference between the behavior of de- 
pression sensitive and insensitive prices breaks down unless prices 
are controlled.” 


The General Maximum Price Regulation 


The most extensive step in the history of price control in this nation 
was the GMPR, effective in May 1942. This regulation applied to 
all levels—manufacturing, wholesale, and retail—and covered every 
commodity, both domestic and imported, not covered by a separate 
regulation or specifically excluded. Control was extended to about 60 
per cent of the food budget, to most other retail sales, and to more than 
three-fourths of manufacturing and wholesale trade. The commodities 
excluded were (1) those excluded by the Price Control act itself, such 
as books and newspapers; (2) some primary raw materials, such as logs 
and mineral ores whose prices were indirectly controlled by ceilings at 
later stages of production; (3) commodities with no organized markets, 


*See the diagrams in the writer’s note, “Rigid Prices, 1890-1933,” Jour. of Pol. Econ., 
Vol. XLV (Oct., 1937), pp. 651-61. 
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such as fresh fish and objects of art; (4) and, most important, farm 
and food products that had not reached the limitations of Section 3 
(a) of the act.’ 

In view of the overwhelming opinion in favor of selective price con- 
trol at the time of its adoption, an explanation of the shift to a general 
ceiling is called for. The answer is that Pearl Harbor completely 
changed the magnitudes. A defense program was converted into a war 
program. Given sufficiently flexible fiscal powers, selective price control 
remains the logical solution to bottleneck inflation. But there is no 
real likelihood of the severe use of the fiscal weapon that is required 
to prosecute a modern war. In fact, if the morale factor is taken into 
account, it is open to question whether or not the over-all prosecution 
of the war would benefit from the unlimited use of the fiscal powers. 

Subsidiary factors affecting the decision were (1) the necessity for 
moving into the control of retail prices which is far more difficult to 
handle on a piecemeal basis than is control at the manufacturing level; 
(2) the fact that a more adequate staff was available; (3) a frank recog- 
nition of the tendency for prices to edge upward through personal 
pressures involved in the wide dispersion of administrative authority. 

By the spring of 1942, the facts were compelling. Inflationary pres- 
sures spread throughout the economy so that all components of the 
wholesale price index were turning sharply upward with the exception 
of metals, which was 90 per cent controlled. Not only was the price 
rise spreading, it was accelerating as well. Raw material prices rose 
43⁄4 times as fast during the year beginning February 1941 as during 
the first year of the war. Prices of manufactured products rose 7 times 
as fast, clothing 314 times as fast, and household furnishings twice as 
fast. 

Perhaps the principal factor limiting the effectiveness of selective 
price control was the rapid acceleration in income payments. Even 
though cost increases were restrained appreciably by the control of © 
key-commodity prices, the acceleration in demand continued. In the 
early months of the war, income payments increased at an average 
rate of one-half of one per cent a month. This rate doubled from April 
to November 1940, and tripled and quadrupled thereafter. The slack in 
the economy which had absorbed so much of the initial impact of the war 
program was disappearing. The nation faced a further acceleration of 
war expenditures, on the one hand, and a savage cut in civilian supplies, 
on the other. 

*The act very carefully protected not only primary farm products but Section 3 (c) 
provides: “No maximum price shall be established or maintained for any commodity 
processed or manufactured in whole or substantial part from any agricultural commodity 


below a price which will reflect to producers of such agricultural commodity a price for 
such agricultural commodity equal to the highest price therefor specified in subsection (a).” 
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The decision to control retail prices offered a basic choice between . 
margin control and the freezing of prices as of some base date. The latter 
was adopted because it appeared to offer more effective control. But the 
freeze technique raises at least four difficult problems. First, there 
are many cases of hardship where the prices of individual sellers during 
the base period were out of line with their competitors. Second, there 
are unstandardized and seasonal commodities not produced and sold 
in the base period. Third, there is danger of irrational geographical dif- 
ferences in base period prices which, if frozen, will starve some areas. 
Fourth, there is the problem of disparities in both the horizontal and the 
vertical price structure. 

Horizontal Price Balance. A few years ago, Gardiner Means at- 
tracted considerable attention with his analysis of “administration 
dominated” and “market dominated” prices. The core of his analysis 
was a chart which arranged wholesale prices in five groups on the basis 
of frequency of price change. A high degree of correlation was shown 
between frequency and magnitude of change. It is unmistakably clear 
that the price structure is drastically altered by depression conditions 
and that a characteristic dispersion occurs among the commodity groups 
classified according to depression sensitivity. Declining production and 
employment in the great depression, and again in 1938, were directly 
associated with a drastic widening of the spread between those prices 
that are sensitive and those that are insensitive to changing levels of 
demand. Contrariwise, the improvement in economic conditions cul- 
minating in the spring of 1937, and again during the war, has led 
to a closing of the gap among the five classes of prices grouped accord- 
ing to depression sensitivity. It is of interest, therefore, that the dis- 
persion was almost entirely eliminated and that prices had regained 
the balance as well as the level of pre-depression days by March 1942. 
On a 1926-29 base, the A, B, C, D, and E groups in March 1942 were 
100, 100, 100, 108, and 96, respectively.* 

While it is true that, in detail, the requirements of a war economy 
are markedly different from those in a peacetime boom (that is, guns 
are needed instead of automobiles), it is true also that, broadly speak- 
ing, war requirements are similar to those of a peacetime boom. Both 
are periods of heavy capital building and require large supplies of 
metals, chemicals, and other raw materials. 

Vertical Price Balance. Retail prices during a period of rising prices 
are not fully adjusted to current replacement costs, but are, to some 
extent, based on the wholesale and manufacturing price of some earlier 
period when stocks were purchased. The magnitude of the retail lag 


“These indices are discussed in The Structure of the American Economy, National Re- 
sources Committee, June, 1939, p. 389. 
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depends upon the extent to which retail prices are based on inventory 
costs rather than replacement costs. 

In order to find out if the squeeze on retailers was of manageable 
proportions, two independent estimates were made of the maximum 
potential squeeze. The first method compared the rise in wholesale 
prices with the corresponding rise of retail prices of comparable items. 
The second method compared current wholesale prices with wholesale 
prices at some earlier date determined by the price lag. The lag was 
derived from the turnover period. 

Between June 1939, and March 1942, the special wholesale price 
index’ rose 30.5 per cent while corresponding retail prices rose 26.6 
per cent. In order for retailers to enjoy the same percentage increase 
in price as wholesalers, it would have been necessary to roll back the 
wholesale price level 3.9 points, or 3 per cent. The estimated wholesale 
cost of retail sales amounted to 22.39 billion dollars, 3 per cent of which 
is 672 millions. The real potential squeeze would be considerably less 
than this maximum because retail prices would not need to rise as much 
as wholesale prices in order to maintain margins. Furthermore, all the 
historical evidence indicates that retail prices do not move as much as 
wholesale prices. 

The alternative method was to determine the average lag by type of 
retail outlet. If retail prices were based on average inventory costs, the 
average lag would be approximately one-half the average period of 
stock turnover. Thus, if the number of stock turns for a year in a 
particular type of retail outlet is three, the average period of stock 
turnover is four months. Consequently, the average price lag is two 
months. Current wholesale prices were compared with wholesale prices 
two months earlier. The results of this method gave a maximum po- 
tential squeeze of 617 million dollars. A further check was to estimate 
the squeeze by commodity groups (rather than type of outlet) in terms 
of average price lags. Here again, the results were very close.” 

The retail price squeeze in March 1942 was relatively low because 
wholesale and manufacturing prices had already been controlled at 

"The wholesale price data of the Bureau of Labor Statistics are really manufacturers’ 


and packers’ prices. The lag and the squeeze thus represent the lag in the distribution 
field rather than between wholesale and retail prices. 


° Excluding nonmanufactured foods and meats for which the turnover is so rapid that 
retail prices are always close to replacement cost. 


"The second method of computing the squeeze compares current wholesale prices with 
wholesale prices at some earlier period, determined by the average lag, while the first 
method measures the squeeze by the difference between the percentage increase in whole- 
sale prices and in retail prices since the base period, June 1939. Thus, Method I assumes that 
' (a) the percentage mark-ups were the same, both at the beginning and end of the period 
covered, and (b) that average inventory costs and replacement costs were identical in the 
base period. 
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January 1, 1942, prices or earlier for one-third of all commodities. 
Furthermore, retail prices had risen more rapidly than wholesale in the 
months immediately preceding the March base period. 

Further Developments. More than half the wholesale index was 
controlled prior to the General Maximum Price Regulation. ‘These con- 
trolled prices had risen 25 per cent between August 1939 and May 1942 
(almost entirely before control was imposed). An additional 25 per cent 
of the index was controlled by the GMPR; these prices had risen 28 
per cent. The uncontrolled segment of the index—farm products and 
foods—had risen 66 per cent. 

As the following tabulation shows, the group that was uncontrolled 
before the GMPR increased twice as fast after Pearl Harbor as before, 
while selective control was slowing down the rise of the controlled group. 
- But it was farm products and foods (which remained uncontrolled after 
issuance of the GMPR) that had risen most rapidly. 


AVERAGE PERCENTAGE MONTHLY INCREASES In CONTROLLED AND UNCONTROLLED 
WHOLESALE Prices (B.LS.) 


Commodities 


Period Controlled T Uncontrolled 
Prior to by GMPR Commodities 
GMPR 
From August 1939 to April 1941 0.5 0.4 0.8 
From August 1939 to Pearl Harbor ' 0.8 0.6 1.4 
From August 1939 to May 1942 0.8 0.7 1.6 
From Pearl Harbor to May 1942 0.5 1.2 2.0 
From May 1942 to September 1942 0.1 0.2 0.6 


The GMPR has been successful in that the price indices of the 
controlled commodities were stabilized.* Controlled foods, representing 
60 per cent of the wholesale index, were unchanged between May and 
August; uncontrolled foods, on the other hand, rose 10 per cent. The 
wholesale price level was stable between May and August after rising 
at an average monthly rate of 1.55 per cent from the spring of 1941. 
The small rise in the cost of living was due almost entirely to the rise in 
uncontrolled foods. Since May 1942, individual industry regulations 
have replaced much of the GMPR and new schedules have further ex- 
tended the coverage. 

One of the goals of effective price control is to name specific maximum 
prices in the regulation. It was possible to achieve this goal in almost 
half of the 90-odd schedules issued during this period. Producers’ 
goods and standardized articles were relatively easy to handle, but new 

5‘There is some evidence to indicate the downward lag of a short inventory cycle, 


following issuance of the GMPR, which helped temporarily to relieve the pressure on 
prices, 
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products and stylized merchandise required an alternative to the base 
period method of setting maximum prices. This, together with the fact 
that costs remained uncontrolled, forced the O.P.A. to adopt variations 
of the cost-plus formula. 

These formulas have been used principally in the food field, where 
most farm prices remained uncontrolled, and in the clothing, where 
there is a notable lack of standardization. Prices of women’s outerwear 
garments, for example, could not be priced by the March base period 
provided in the GMPR because fall clothing was not being made or 
sold in March. Moreover, because of style changes, prices could not 
be based on the 1941 season. Schedule No. 153 provides a cost-plus 
formula. The manufacturer’s price is his cost plus his average percent- 
age margin on garments in the same category sold in the 1941 season. 
Manufacturer’s cost is the replacement cost after June 14, 1941, or 
the actual cost—whichever is lower—-and includes labor cost at the 
wage rates of 1941-42, plus increases unconditionally granted prior to 
the issuance of the GMPR. The dealer’s price is his actual cost plus 
the dollar mark-up taken by him on the largest number of garments 
of the same category sold in the 1941 season. The complexity of such 
formulas is, in itself, an obstacle to their effectiveness. It is to be hoped 
that they are only temporary. 

The policy decided upon when the GMPR was issued was to hold 
the retail price level and to make necessary adjustments (a) by reduc- 
ing prices at the earlier levels or (b) by using subsidies. Prices have 
been reduced in many cases. Subsidies are now being paid on a number 
of commodities, including coffee, cocoa, shortening and oleomargarine, 
sugar, petroleum, copper, lead, and zinc. However, difficulties with the 
subsidy program and the formula pricing-schedules referred to above 
have opened the way to a substantial breach in the March ceilings of 
the GMPR. 

The administration of price control was hampered by the delay in the 
other parts of the inflation-control program. The GMPR was never in- 
tended to stand alone. Direct price control deals only with the effects. 
Rising income, the basic cause of inflation, was still cumulating upward. 
When the GMPR was announced, the President sent to the Congress 
a 7-point program requiring heavier taxes, reduced spending, and the 
stabilization of wages and farm income. 

Despite the ceiling prices over a large fraction of the price structure, 
failure to deliver the other parts of the program jeopardized the existing 
controls. More adequate provision for subsidies and stabilization of © 
wage rates and farm prices were particularly needed. Actually, these 
go hand in hand. Control of the cost of living is dependent upon income 
stabilization and income stabilization cannot be achieved without con- 
trolling the cost of living. i 
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Farm Prices 


The explanation of why effective price control was impossible under 
the original Price Control act calls attention to two extremely interest- 
ing and fundamental aspects of the parity price ratio. 

The Price Control act, among other special restrictions, prevented 
the control of farm prices below 110 per cent of parity. Farm prices, 
which were unusually low when war broke out, were up 72 per cent in 
June 1942: ‘The over-all parity ratio stood at 99, but the restriction 
applied to individual products. 

It was estimated that, provided prices paid by farmers were rigidly 
controlled, the value of farm marketings would need to rise 2 billion 
dollars from June 1942 levels to reach the 110 per cent limit. But be- 
cause of the necessary structural relationship among farm prices, it is 
not economically desirable to control all farm prices at 110 per cent (or 
at any other fraction) of parity prices. Meat prices were 25 per cent 
above parity, but feed prices were 25 per cent below. If feed prices rose 
to 110 per cent of parity, production goals would require that meat 
prices be permitted to rise further even though already out of bounds. 
The necessity for maintaining the supply of meat would add an addi- 
tional 3.8 billion dollars to the value of farm marketings. 

Parity price, of course, changes with the index of prices farmers pay. 
The parity index is not a ratio between farm and industrial prices but 
between prices received and prices paid by farmers. The surprise comes 
in the fact that a large fraction of the index of prices paid is farm 
products.’ As a result, changes in the numerator almost automatically 
produce a smaller change in the denominator in the same direction. 
Thus, a rise in farm prices causes a smaller rise in the parity ratio because, 
at the same time, it has raised prices farmers pay. Were all non-farm 
prices rigidly controlled, the parity ratio would rise, within limits, as 
farm prices rise. Taking account of this interaction between farm prices 
and the prices farmers pay, the total increase in value of farm market- 
ings permissible under the act would be, not 5.8 billion dollars, but 
7 billions, which would increase retail values of food and clothing by 
over 8 billions, or 23 per cent.” 

The same calculation was made assuming that corn prices rise to 
110 per cent of parity and that other grains, which are now further 
below parity than corn, rise proportionally with corn. Of course, this 
would add less to farm values, the estimate being 1.7 billion dollars, 
and a further 2 billions for maintaining the feed-meat ratio. The inter- 


” Feed and seeds have a weight of 12 per cent, and the raw component of food and 
clothing is equivalent to a weight about twice as great. 


** Raymond Mikesell expects to publish a more comprehensive analysis of these relation- 
ships. 
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action between the numerator and denominator of the parity ratio would 
add a further 0.7 billion dollars to farm values. On this basis, farm 
values under the act could rise 4.5 billions and retail food and clothing 
values, 5.4 billions, or 16 per cent above June 1942 levels. 

These estimates demonstrate that it was not possible to control 
inflation under the 110-per-cent-of-parity limitation. 

Similar estimates show that parity ceilings would permit the value 
of farm marketings to rise 0.9 billion, the feed-meat ratio would add 
a further 3 billions, and the interaction one billion. The total rise of 
4.9 billion dollars would increase retail food and clothing prices 16 
per cent. If corn prices rose to parity and other grains rose proportion- 
ally, the corresponding estimate is 0.6 billion added to the value of farm 
marketings, 1.6 billions by the meats, and 0.5 billion by the interaction. 
The total increase of 2.8 billions would increase retail food and clothing 
prices 10 per cent. 

It seems possible to live with parity only if feed costs are maintained 
below parity levels. The difference to farmers can, if necessary, be 
made up by subsidy payments. But this is a critical problem. The fact 
is that cash grain growers are now relatively better off with their prices 
25 per cent below parity than are meat raisers with prices 25 per cent 
above parity. On a 1910-14 base, the 1942 net income of cash grain 
growers is estimated at 402, and that of hog-beef raisers and fatteners 
around 338."* 

It is unrealistic to assume that other prices can be held rigid while 
farm prices are permitted to rise in the magnitudes indicated. The rise 
in farm prices not only generates additional farm income but also raises 
the food budget, thus rendering wage control more difficult. It would be 
impossible to prevent general upward wage adjustments with further 
rises in the cost of food and clothing of the magnitudes indicated above. 
Actually there was no limit to the rise in prices permissible under the 
110-per-cent-of-parity provision in the act. 


Wages 

Wage costs have only recently become a major inflationary force. 
Unit labor costs did not rise in the first half of the period since August 
1939. The substantial rise in the latter half has largely been absorbed 
out of profits; it has reached the price level in relatively few instances. 
On the demand side, however, the magnitudes speak for themselves. 
Wage income to May 1942 increased 79 per cent.” While real hourly 
earnings for all nonagricultural establishments were practically un- 
changed from August 1931 to May 1942 there are sharp differences 

“ See the Second Quarterly Report of the Office of Price Administration. 


“Farm income is up in about the same proportion. Profits are up 265 per cent before 
and 65 per cent after taxes. 
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among the various industries. Manufacturing payrolls increased 130 per 
cent; employment rose 38 per cent, hours lengthened 12 per cent, cash 
hourly earnings rose 31 per cent, and cash weekly earnings 53 per cent. 

In general, the increase in wage rates appears to have accounted for 
roughly one-fourth of the additional wage income. It is perfectly clear 
that stabilization of basic wage rates will reduce the acceleration but 
not stop the rise in wage income. There is, however, a limit to the longer 
hours and shifts to higher grade employment but no similar limit to 
rising wage rates. 

By holding the lid on prices, the O.P.A. undoubtedly held down 
wages. But there were two serious limitations upon the indirect control 
of wages through the control of prices. First, a large and rapidly ex- 
panding sector of the economy was producing war materials over which 
the O.P.A. exercised little or no control. Second, profits were suffi- 
ciently fat in some sectors to permit wage Increases without price 
adjustments. And these, in turn, would require a balancing wage in- 
crease in other areas where the adjustment could not be made out of 
profits. 

The President’s message to Congress on April 27 had called for the 
_ general maintenance of wage scales with (1) adjustments for inequali- 
ties and (2) elimination of “substandards of living.” Nation-wide 
“stabilization” agreements which initially raised rates were subse- 
quently negotiated in the shipbuilding and construction industries. The 
War Labor Board’s most important decision was the Little Steel Case 
which provided that workers whose wage rates had increased less than 
the 13 per cent rise in the cost of living from January 1941 to May 1942 
were entitled to have their “peacetime standards reestablished as a 
stabilization factor.” 

It was these facts which led the O.P.A. to take the toughest attitude 
in Washington toward wages.** Perhaps the most disturbing fact was 
the continued adherence to the collective bargaining principle in the 
face of general administrative determination of prices. The same forces 
which require wartime control over prices also require the administra- 
tive determination of wages. If management and labor are permitted 
to bargain over the distribution of the product, the government very 
shortly finds itself paying the bill. In addition, the entire system of war 
controls is endangered. War profits are abnormal; they should not be 
industry’s to bargain away, nor labor’s to demand. In order to function 


appropriately collective bargaining must operate under more normal 
conditions. 


*Q.P.A.’s wage policy was not taken without a great deal of soul-searching. It appears 
desirable to maintain labor’s share of total income and to raise wages in the sweated trades 
but doubtful if both can be accomplished. Space does not permit development of these 
problems. 
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Reni Control 


Before the passage of the first Price Control act, the O.P.A.’s activi- 
ties were limited to advising Local Fair Rent Committees. On March 
2, 1942, 20 areas in 13 states were defined as Defense Rental Areas. 
As a part of the GMPR, 302 areas with a population of 86 million 
people were added to the program on April 28; in the other one-fifth, 
rents were rolled back to earlier dates. Between May and September 
1942, the rent component of the B.L.S. cost of living index de- 
clined from 109.2 to 107.6 (1935-39 == 100). This, of course, repre- 
sents a very substantial reduction in rents in the specific properties 
affected. 

Rent control, to date, appears to be one of the O.P.A.’s outstanding 
achievements. On October 5, when 45 additional areas were designated, 
practically the entire country was included in the program. The act 
requires that local governments be given a 60-day period within which 
to stabilize rents. Federal control does not become effective until 60 
days after the O.P.A. has designated the rental area. The act now limits 
rent control to residential properties. It appears likely at the present 
writing that the Congress will include business properties as well. 


Conclusion 


The act to amend the Price Control act, passed after bitter contro- 
versy on October 2, represents a definite improvement in the prospect 
for effective control of farm and food prices. An Executive Order has 
paved the way for stabilization of wage rates. 

It goes without saying that prices could have been more effectively 
controlled with a more flexible fiscal policy, with the earlier regulation 
of farm and food prices, with wage stabilization, with more subsidies, 
with inventory controls, with allocations and rationing of consumer 
goods. Within the framework in which it has operated, however, price 
control has been successful. The unparalleled expansion of production 
has been helped rather than hindered by price control. In the face of 
similar pressures we have had nothing approaching the inflation of 
World War I.* 

The success of the program is due, on the one hand, to a series of 
bold policy decisions, and, on the other hand, to the fact that, despite 


BY 


Percentage Increase in Prices During First 37 Months of War 
All Wholesale 


Except Farm and Metals and Cost of 

All Wholesale Food Metal Products Living 
War I 85 85 120 30 
War II 33 19 11 19 


We have now mobilized our resources to about the same degree that had been reached 
at the end of World War I. 
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pinches here and there, price control to date has left generous elbow 
room for profits. The 78 per cent expansion of output, together with 
the change in its composition, has made it possible to limit the price rise 
to 19 per cent and, at the same time, industrial profits before taxes 
have risen 265 per cent in the face of moderately rising costs. 

There have been four major policy decisions that required a cour- 
ageous price administrator: first, to hold steel prices in the face of a 10 
per cent wage increase in the spring of 1941; second, to issue the GMPR 
while farm prices and wages were remaining uncontrolled; third, to 
meet the wage issues squarely; and fourth, to seek more effective control 
of farm prices in the face of determined and powerful opposition. 

Price control has inevitably been less effective than the indices 
show. There are countless forms of hidden price increases. But within 
limits, quality deterioration is the least harmful form of raising prices 
for, in this way, the cumulative character, which is the critical aspect, 
of inflation is avoided. 

There are now in operation three broad types of price regulation. 
First, there are the schedules tailored to fit individual industries, the 
majority of which were issued before the GMPR. Some of these now 
need to be refitted. Second is the GMPR which has now outlived its use- 
fulness. It should be replaced by schedules designed to fit the specific 
industry and trade. A third type is the series of regulations by price 
formula. These were expedients employed to bail out of problems created 
by the GMPR. They are unsatisfactory and are being replaced. 

The second Price Control Act, which became law on October 13, 
1942, made possible a significant extension of price control. ‘Temporary 
Maximum Price Regulation No. 22, issued immediately thereafter, 
went far toward bringing the remaining uncontrolled prices under 
maximum ceilings. Eighty-five per cent of the economy at the manu- 
facturing and wholesale level is now subject to price control. Un- 
controlled commodities consist mainly of two-thirds of all farm prod- 
ucts (those which have not reached parity) and less than 5 per cent 
of all foods (leafy vegetables and highly seasonal crops). Price control 
has now been extended to approximately 90 per cent of the average 
family’s food budget, to practically all other retail commodities, and 
to many services. 

Price control is now almost complete as far as coverage is concerned. 
The arduous job still ahead is holding the price level in face of rising 
demand, on the one side, with reduced supplies and rising costs, on 
the other. There will no longer be, as there has been in the past, a 
reservoir of rising profits to ease the pinch. 

Effective price control must be enforceable by consumers. For this 
purpose, price regulations need to be sufficiently simple that consumers 
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can find out what maximum prices are. At the same time, the regu- 
lations must be reasonable to producers and recognize the complex 
structure of the various industries and trades. Meeting these dual re- 
quirements is the task on which the O.P.A. is now engaged.” 

The acid test for direct price control is still ahead. To be successful 
it will need to be supported by a rationing program. 

* A step was taken in this direction in the recent revision of Schedule No. 148 which 


fixed specific dollar and cents prices for more than 90 wholesale pork cuts and established 
3 geographical differentials. 


PRICE FREEZING UNDER THE OFFICE OF 
PRICE ADMINISTRATION 


By VICTOR ABRAMSON 


The General Maximum Price Regulation, promulgated by the Office 
of Price Administration on April 28, 1942, reversed a year-old policy 
of selective price control based primarily on cost and profit considera- 
tions. The existing explicit price schedules covering a number of spe- 
cifically defined commodities were mainly continued, but to the re- 
mainder of the economy the new regulation applied, with a group of 
important exceptions, a general “freeze” of the prices of all goods 
and services at the highest levels at which actual deliveries or offers 
were made during the base-period of March 1942. The areas directly 
affected by this new control were primarily the retail sales of com- 
modities and services, though manufacturing and wholesaling were 
directly influenced in many cases and indirectly in others. 

The record of administration of this regulation has been one of con- 
tinued retreat from the declared objective. In almost the first days of 
its life, a procedure was established for adjusting the individual re- 
tailer’s prices upward to the going-level for specific classes of sellers in 
particular communities. The same principle was later applied to whole- 
saling and manufacturing. There followed a succession of amendments 
authorizing increases in the general level of prices for particular com- 
modities, and establishing the governing principle of replacement 
costs plus customary rates of markup for certain groups of seasonal, 
new and unstandardized commodities covering a wide range of both 
consumer and producer goods. 

On the enforcement front also difficulties were encountered. The 
educational task proved to be a formidable one, particularly at the 
retail level where the most severe problems had been anticipated. The 
control of services raised almost insurmountable difficulties. Compre- 
hensive price freezing is at best extremely hard to enforce. The im- 
practicability of the particular plan which was adopted, however, to- 
gether with the inordinately obscure and unnecessarily complex lan- 
guage of the regulations, and the frequency with which they were 

Eprtor’s Note: The author was formerly with the Office of Price Administration and 
is now with the office of Alien Property Custodian. The opinions expressed are the 


author’s personal views and do not necessarily reflect the views of the Alien Property 
Custodian or the O.P.A. 
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amended and even basically modified in principle, added greatly to 
the difficulties of securing compliance. 

Price control is most equitable and most effective where both the 
buyer and the seller know precisely the price which has been estab- 
lished. The clearest regulations are those in which the control agency 
names the actual prices which are fixed and identifies the commodities 
which are affected. If the seller is required to post lists of these govern- 
- mentally determined prices, buyer knowledge will provide a strong 
enforcement influence. In the absence of sufficient information concern- 
ing actual transaction prices, the only choice in price freezing is to 
establish rules under which the seller determines and declares his own 
maximum prices. To be effective, these rules must be simple and clear 
and require the use only of readily available information. The posting 
of prices will in these circumstances serve no purpose beyond that 
which is served through the marking of the commodities, because the 
maximum prices are set by the seller in accordance with his interpre- 
tation of the regulations. 

The O.P.A. chose to establish principles for individual price determi- 
nation, rather than explicit price schedules, in its plan of price freezing, 
though it did retain existing schedules which presumably reflected 
actual transaction prices. Not only did it allow the individual seller 
to set his own prices, but it offered him the choice of a range of con- 
flicting principles for making these determinations, and required him 
under some conditions to make use of information not easily available. 
The circumstances under which one or another principle was to apply 
were defined in the regulations, but the seller was left with important 
discretionary powers to decide which plan to follow. Moreover, the 
choices were such as to invite evasion of the purposes of the control. 

Where a seller actually sold and delivered a commodity in March, 
the highest transaction price during the month was clearly to govern 
all future transactions. Where the commodity was dealt in but no 
deliveries were made, the highest offering price during the month was to 
control subsequent sales. Complications arose, however, when commodi- 
ties not offered for sale during March were handled in a later period. 
In an effort to relate all maximum prices to March transactions or 
offering prices, the seller was required to base his prices for products 
not dealt in during the base-period, first, on the delivery or offering 
price “for the similar commodity or service most nearly like it” in 
which he dealt. If he did not deal in the same or similar commodities 
during March, he was asked to determine his “most closely competitive 
seller of the same class,” and base his prices on the highest price 
charged by that competitor for the same product or service during 
March; and, if no charge was made by that competitor for the same 
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product or service during March, the charge for the similar commodity 
most nearly like it was to govern. 

If in the seller’s judgment he could not price under either of these 
provisions, he could in the case of wholesale and retail transactions fol- 
low a wholly different plan of maximum price determination. He was 
allowed at his own discretion to select some commodity in the same 
general classification and price range which he actually sold in March, 
or a similar one which he actually sold, to calculate the percentage 
markup over the replacement cost of that commodity, and to add the 
same percentage markup to the replacement cost of the commodity 
priced under that provision. In the case of other than wholesale or 
retail transactions, the seller was allowed to apply to the O.P.A. for an 
alternative pricing method if in his judgment he was unable to price 
under the existing provisions. 


Problems of Administration 


While an effort was made to define the terms “similar commodities’ 
and services,” and “most closely competitive seller of the same class,” 
the seller was allowed a wide range of individual judgment in choosing 
a product or competitor which would yield him a high price for any 
product not sold or offered for sale during March, or of shifting to a 
replacement cost basis in pricing these commodities. Under this princi- 
ple of control, maximum prices would vary with the chance component 
of similar products handled during the base-period by the seller and 
his competitors, with the particular competitors who happened to exist 
at the time, and with the interpretations of “similarity” and ‘“competi- 
tiveness” which the individual seller chose to make. The range of 
discretion which was thus provided created an inducement to shift to 
the manufacture or handling of new commodities in order to escape 
the more stringent provisions of the regulation, and held forth an invi- 
tation to “misinterpretation.” This constitutes a particularly serious 
threat to the effectiveness of the control in those industries in which 
new products are being manufactured under the stress of wartime 
material shortages and conservation measures. Moreover, because it 
was impossible to avoid a recognition of style, brand, and design dif- 
ferences, evasion of the regulation may be relatively easy in many in- 
dustries. In meeting this problem, it will be almost impossible to avoid 
either the obstruction of desirable changes in output or unworkably 
detailed regulation. 

It is difficult to believe that anyone could seriously have expected 
sellers to be able to determine accurately their competitors’ maximum 
actual transaction or offering prices during any period, or the most 
nearly comparable products which they handled. Moreover, the regu- 
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lation did not specify the sort of evidence which would be acceptable as 
an indication of competitors’ prices, nor in what degree the “closeness” 
of the competitor was to take precedence over the “similarity” of the 
product. In an effort to define this provision more explicitly for re- 
tailers it was, furthermore, later negated and reduced to an absurdity. 
The bulletin What Every Retailer Should Know About the General 
Maximum Price Regulation, in explaining how a retailer should deter- 
mine the “similar” article carried by a “competing” retailer, stated as 
one condition that it must have been “sold by the competing retailer 
at the same price or in the same price line as he [the retailer determin- 
ing his price] would have sold the article being priced had he carried 
-it during March” (p. 14). This means that the price-basis is the re- 
tailer’s statement of what his own price would have been, rather than 
the actual price of a competitor, in a provision designed originally to 
establish prices in accordance with the actual transactions of com- 
petitors. 

Perhaps the most serious danger to the effective administration of the 
regulation was the failure to reach many retailers with an understand- 
able interpretation of its provisions. An active campaign of educational. 
group meetings was conducted with varied success. To meet the many 
detailed problems which arose, a profusion of question-and-answer 
interpretations was issued, the effect of which was often to clarify the 
particular question while leaving in even greater doubt the treatment of 
slightly different situations. This procedure led to the prescription of 
rules for unnecessarily minute differences, and to a greater and greater 
rigidification of existing practices. For example, an effort was made to 
maintain departmental differences in the prices of an identical product 
within a single store and existing differences between private and na- 
tional brands, and even to require a retailer who, during March, had 
sold similar articles purchased in the same lot in different price lines 
to continue this distribution between price lines in future purchases. 
Futhermore, one interpretation of the regulation forbade retailers from 
selling a new brand at a price higher than the March price for the lowest 
price brand carried in that month. A great deal of time and effort was 
devoted to the task of securing compliance with the posting provisions, 
under the mistaken impression that requiring the retailer to post prices 
which he himself determined, and which he had already marked on the 
individual articles, would contribute to enforcement. The results of all 
these efforts left many retailers unenlightened concerning their respon- 
sibilities. There was greater success in the wholesaling and manufactur- 
ing fields, but even here it is doubtful whether many understand the 
regulations. 

Under any plan of freezing prices at their existing levels, problems 
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will arise because of the fact that some commodities were not sold dur- 
ing the base-period, because others were sold at unprofitable or extraor- 
dinarily low levels, and because there is often a great disparity in prices 
among individual sellers even in a single community. The O.P.A. quickly 
encountered all of these difficulties in the administration of the General 
Maximum Price Regulation. 

There was an almost immediate protest from many who claimed 
that they had been selling certain products during March at “sale” 
levels, and from retailers who alleged that they were being “squeezed” 
because they had failed to advance their prices fully to compensate for 
recent increases in wholesale costs. Manufacturers of seasonal commodi- 
ties who had no March offering prices, producers of commodities 
manufactured on an individual-specification basis, and producers of 
all products undergoing design or construction changes objected that 
the regulation did not provide a clear guide for the determination of 
their maximum prices. At the same time, producers who had not ad- 
vanced their prices to cover recent cost increases, or who faced the 
prospect of increased material or labor costs which were not subject 
to control, opposed the principle of price freezing. 

A variety of measures was developed by the O.P.A. to meet these 
difficulties. Retail prices were to be adjusted in individual “hardship 
cases” (defined as those in which a particular retailer was selling below 
his customary level and at a loss, with a resultant threat to his financial 
position) on the basis of specific applications. This principle of adjust- 
ment was later extended to similar cases in the wholesaling and manu- 
facturing fields. After a confusion of conflicting declarations and coun- 
ter-declarations, producers of certain groups of specifically defined 
“seasonal commodities” who had complained of marked cost advances 
since last season were allowed to price on a formula basis amounting to 
direct replacement costs plus the preceding season’s rate of markup. 
In some instances, it was specified that the wage rates, material prices, 
and methods of cost estimation should be those in effect during March 
1942. Similar formulas were also applied to certain nonstandardized 
commodities, and to some which were subject to unusual changes in 
specifications because of material shortages. In a few instances, the 
confusion was relieved by the establishment of explicit price schedules. 

To meet the problem of the “squeeze,” an effort was made to force 
a voluntary “roll back” or “roll forward” to equalize the burden of 
maintaining prices at March levels. Where there was no “surplus” at 
any level with which to absorb these burdens, it was hoped that sub- 
sidies could be made available to maintain output. These hopes were 
not realized, however. In some cases, where the outcry was most 
vociferous and the pressure strongest, price advances were allowed at 
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various levels of production and distribution. Increases in wage costs 
or in farm prices, which were left largely uncontrolled, sometimes 
formed the basis for these concessions. 

The task of adjusting the prices of each individual retailer to the 
going-level for comparable sellers of similar products in his community 
is indeed a prodigious one, and one which is likely to be fraught with 
great dangers resulting from the lack of reliable data. There was some 
hope that the complaints and representations of individual sellers could 
be verified through shopping surveys in individual communities and 
through more general price information. Shopping surveys for each 
community in the land, however, would be wholly impracticable, and 
most general studies of price movements do not provide sufficiently 
detailed classifications of products and types of sellers to make them 
useful for this purpose. Moreover, if sufficient information of this 
character is available to judge the merits of particular complaints, it 
would be possible on this basis to establish explicit schedules, and thus 
avoid the confusing multiplicity of individual maximum prices and 
greatly improve the prospect of effective enforcement. The determina- 
tion of the effects of the price freeze on the profits from the sale of 
particular products and the financial position of individual sellers would 
in the case of most retailers be an almost impossible task. 

The formula-pricing principles which were introduced represented a 
reversion to the earlier principle of control on a cost-basis. However, 
the formulas which have been adopted do not consistently follow either 
actual costs or the costs of a. given period. They are a hybrid of the 
two, representing a compromise of these conflicting principles. Where 
formulas of this character are not provided, the manufacturer who is 
forced to use more costly substitute materials, or less efficient labor, 
may be seriously harmed, because the “similar” product on the basis 
of which he must price these new products under the regulation has to 
be one of “fairly equivalent serviceability.” If more costly new products 
are to be allowed correspondingly higher prices, there will be a problem 
of deciding whether to permit the older products also to rise in price. 
If they are not, price discrimination will result; if they are, there will 
be windfall profits. 

The effort to provide subsidies to maintain output reveals one of the 
most significant dangers of price freezing. Where price controls are not 
related carefully to cost changes they are likely to operate perversely, 
causing uncontemplated and undesirable changes in output. On the 
other hand, a program of subsidization designed to counterbalance the 
defects of a price-control scheme will confront equal difficulties which 
call the entire plan of control into serious question. 

It will obviously not be desirable to subsidize all production. Yet the 
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decision not to subsidize in the face of rigid price control may impose a 
death sentence on an enterprise or even an industry when demand 
conditions might under other circumstances have made possible its 
survival. The concept of “essential industries” is too greatly in dispute 
to make it of much service in establishing standards for subsidization. 
The political pressures and intrigues which are likely to result where 
extensive subsidies are employed, the encouragement to inefficiency in 
production which would be an ever-present danger under a program 
of this character, and the longer-range consequences of a filial reliance 
of industry on governmental support, argue strongly against the use 
of this device, particularly in view of the fact that the necessity for a 
subsidy in this case arises from the defects of another governmental 
control which may be corrected with less dangerous consequences. 
Moreover, a subsidy program can only contribute to inflationary pres- 
sures because of the enormous expenditure of government funds which 
it would require. It is true that government subsidies may represent 
merely an alternative to equal private expenditures. On the other hand, 
as is shown below, governmental expenditures, especially in time of 
war, are peculiarly likely to have an inflationary effect. 

The lag of retail behind wholesale prices was found to be greater 
than had been anticipated. The roll back of prices to meet this situation 
was undertaken primarily on the basis of voluntary negotiations and, 
as might have been expected, met with considerable resistance. There 
were, however, several instances of success. When the effort to secure 
funds for subsidies failed, the entire program was jeopardized. Some 
upward adjustments were consequently allowed. That complaints have 
not been even more marked may perhaps be explained by the lack of 
familiarity or understanding of the regulations, and the consequent 
lack of effective compliance. 


Quality Maintenance vs. Simplification and Standardization 


There is a danger under any price control program that price ad- 
vances will be cloaked by a reduction in quality. In dealing with this 
problem, the O.P.A. adopted a conflicting set of principles. It both en- 
couraged and discouraged quality maintenance. 

Where manufacturers and distributors complained that they were 
unable to cover their costs at the level at which prices were frozen, it 
was suggested that they reduce their costs by eliminating “frills” and 
reducing variety. Though in some cases the O.P.A. pointed to the War 
Production Board’s conservation measures as providing cost-reducing 
opportunities, or made vague suggestions of its own, in many instances 
no positive standards or even general limits were set to control these 
changes. Yet, while these measures may make it possible to create the 
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illusion that prices are being controlled, their effect will inevitably be to 
promote an increase in prices through the substitution of a commodity 
or service of inferior consumer appeal. 

Where manufacturers or distributors took the initiative in reducing 
quality or service, the O.P.A. sometimes followed the opposite policy. 
The offenders were taken to task for evading the regulation, and 
ordered to maintain quality substantially at pre-regulation levels. 

Programs of standardization and simplification have long had sup- 
port from those who regard their own judgments concerning com- 
modity values and the economical use of income as superior to the 
buyers’. It is rarely possible to justify an imposed reduction in variety 
below that which will meet with consumer acceptance, though a strong 
case can be made for temporary controls of this character as a con- 
servation measure, where there has been an abrupt and sharp reduction 
in the supply of some critical material or product, and where neither 
producers nor consumers may have adjusted themselves fully to the 
changed conditions. Viewed as a price-control measure, however, it is 
an unwieldy and insensitive device for compensating for cost increases, 
and the most deceptive and often least desirable means of allowing 
price advances. A better adjustment of prices and production can þe 
assured if both are allowed to vary. 

Quality maintenance, on the other hand, can in a certain form serve 
as an enforcement device for price control. It must, however, be care- 
fully distinguished in this respect from proscriptions against the intro- 
duction of new products, with which it is often confused. The function 
of quality maintenance in a price-control scheme is to identify products 
by defining their specifications. This does not require restrictions 
against variety. New products always create new problems under 
price control, and, as we have seen, particularly difficult ones under the 
existing general freeze. The introduction of new varieties of produc- 
tion may not only be desirable, however, but necessary as a result of 
changes in material supplies or consumer needs, and it is scarcely 
defensible to prevent the best use of productive resources as a means 
of protecting a defective system of price control. 

The difficulties of defining quality are greatest where the product is 
normally unstandardized, or where it ordinarily varies greatly from 
period to period. The control of services has, for this reason, perhaps 
been the most troublesome single problem under the general freeze. 


Indirect Pricing Methods and Customer Differentials 


Under any scheme of price regulation, it is necessary to control 
indirect pricing methods as well as the base-price itself. This was recog- 
nized under the general freeze by a provision requiring that “no seller 
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shall change his customary allowances, discounts or other price differ- 
entials unless such change results in a lower price.” 

A provision of this character works very well where discounts and 
allowances are used merely as a means of effectuating general reduc- 
tions below the base-price. However, where these discounts represent 
compensation for services performed by the buyer, such control may 
have the effect of freezing unprofitable or undesirable forms of trade ` 
relationships. Similar difficulties will arise where the discounts repre- 
sent a means of quoting price differentials to various classes of cus- 
tomers. Cost conditions or the utility of particular types of distributive 
channels may change, making any existing set of discounts obsolete. If 
they cannot be altered, some channels may be unnecessarily favored 
while others may encounter difficulties in securing supplies. 

In handling the question of advertising allowances, the O.P.A. made an 
effort to distinguish between those which represent outright price con- 
cessions and those which support the performance of advertising by 
the buyer. It favored the former and allowed the latter on a discretion- 
ary basis. This is a proper distinction under a price-control scheme. 
There remains much to be done, however, in appraising the propriety 
of a wide variety of other indirect pricing methods, and in deciding 
appropriate regulatory measures for price-control purposes. 


Control aver War Materials 


Special provisions were made under the General Maximum Price 
Regulation for controls over the prices of war materials. While at 
this time (September) the issue has not been fully settled, there has 
apparently been some disposition to exempt the heavier matériel and 
to control the lighter articles and sub-assemblies. 

There is an advantage in controlling the prices of war materials, 
because the costs of governmental purchases represent the most sig- 
nificant influences affecting the course of inflation in wartime. On the 
other hand, the consequences of any obstruction to output which may 
result from price regulation are obviously much more Serious in the 
case of war goods. It may even be contended, with some merit, that 
price control should be applied to civilian production while military 
output is left unregulated, as a means of promoting an expansion of 
war production. 


Control of Exports and Imports 


Export prices were subjected to controls similar to those which 
‘were applied to domestic transactions. This was necessary aS a means 
of preventing an artificially induced outflow of commodities to foreign 
nations. 
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Difficulties arose, however, in defining precisely the transactions 
which would be regulated. Some commodities are sold abroad at whole- 
sale, others at retail. Some are bought through agents here, others are 
_ ordered from abroad. Moreover, the costs and risks of foreign ship- 
ments have increased more markedly than have comparable domestic 
factors. 

The general policy has been to allow for certain extraordinary ex- 
penses of foreign trade. The controls have been confined to. the first 
level of transactions, and have been applied to purchases by American 
agents. Complaints have been widespread, however, that pany costs 
have not been covered. 

No direct controls have been applied at the earliest id in the 
case of import transactions. Reliance has been placed largely on the 
repressive effects of controls at subsequent levels to exercise a limiting 
influence on import prices. Price regulations which obstruct the inflow 
of products from foreign countries will have an unfavorable influence 
on the war effort. Yet it is necessary to integrate these prices into the 
plan of domestic price control. We have been less troubled by this 
problem than have Great Britain and Canada, which rely more 
heavily on foreign sources for important materials. 


The Over-all Earnings Basis for Price Adjustments 


In determining the desirability of price adjustments, the O.P.A. has 
been guided almost from its earliest days by the over-all earnings 
of the individual concern. This policy is supported on two major 
grounds. It is favored as an instrument for the restriction of business 
profits, and it is accepted as an expedient means of setting prices so as 
to avoid the problem of allocating overhead costs. Under this policy, 
prices have been fixed at current levels and advances disallowed, or 
reductions required, so long as direct costs were covered and over-all 
earnings remained adequate. 

The most serious criticism of over-all earnings as a basis for price 
control is that it provides no guide for the fixation of individual 
prices. This limitation does not become apparent until the over-all 
earnings position of a company is threatened, or the output of a product 
is seriously affected. Furthermore, it will lead to differential prices for 
identical products, and a product may be regulated when produced by 
some companies, but not when produced by others. Another set of 
difficulties will arise in administering price contol under the over-all 
earnings principle. Each time control is extended to a new product, or 
any existing fixed price is altered, it may become necessary to revise 
some of the other prices which have been fixed. Similar revisions may be 
required when changes occur in the supply or demand situation which 
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affect earnings on any of the products. Factors of this character are 
likely to be numerous and significant because of the many changes 
which war conditions bring in the supply of basic materials and re- 
sources, the efficiency of production, and the income position of buyers. 

The over-all earnings basis for price control is least justified when 
regulation is extended to all, or nearly all lines of production, as it has 
been under the general freeze. In these circumstances, there should be 
no products which may be relied upon to carry the costs of others. 
Each of the controlled products will, therefore, have to be regulated 
separately on the basis of its own costs, even though firms with finan- 
cial reserves may still be forced for a time to absorb losses on specific 
commodities. 


Trends and Dangers 


A great deal of what occurs in the future under the general price 
freeze will depend upon the success in securing funds for subsidies and 
an effective control over wages and farm prices, and on the degree to 
which excess purchasing power is absorbed through taxation and gov- 
ernment borrowing. If these efforts should fail, it is doubtful whether 
direct price regulation covering so wide a range of commodities and 
services can be made effective. 

Even if there is some considerable success in securing these supple- 
mentary measures, we are likely to witness a continuation of the trend 
toward explicit price schedules to replace the general freeze, and 
perhaps some upward price adjustments to compensate for cost 
changes. The profusion of variations and the dangers of evasion which 
result where each seller determines his own maximum prices are likely 
to grow increasingly unsatisfactory from an enforcement standpoint as 
new products are introduced. Essentially, this means a reversion to 
the earlier principles of control except in the range of its appli- 
cation. 

The very range of these controls, however, is likely to prove their 
undoing. The sheer magnitude of the administrative task of adjusting 
all prices to changes in production, in costs, and in demands will 
scarcely be less than overwhelming. The danger of only limited and 
purely arbitrary action is, therefore, very great, particularly in view 
of the necessity for leaving much of the work to local officials in a 
program so vast as this. With no outlet for excess demands in un- 
controlled areas, all of the pressures for change must spend their force 
within the sphere of control. If these pressures are not recognized, 
they will give rise to a series of black markets. Moreover, the extension 
of price controls will require an increased range of rationing. Rationing 
can operate to support price regulations. However, it creates equally 
difficult administrative problems of its own. 
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The failure to provide a satisfactory plan of price readjustment under 
the general freeze may prove disastrous. At no time have we experi- 
enced the necessity for changes in the structure of our production as 
pervasive as those with which we are now confronted, nor at any time 
has it been so imperative. to insure the most rapid possible conversion 
of productive factors to new uses and their fullest and most effective 
employment. The necessity for preserving, in these circumstances, the 
clearest guides to action and the strongest incentives to maximum effort 
is plain. 

A comprehensive scheme of price control has one important contri- 
bution to make to this objective. Where prices are fixed, there is less 
danger of a lagging in production because of uncertainties concerning 
costs, and there is less to gain from withholding supplies. Similarly, 
where wages are fixed, there is less of an incentive to transfer employ- 
ment, with the consequent peril of time lost. 

These advantages are likely, however, to be far outweighed by the 
evils of an all-embracing system of price control. Far from maintaining 
all prices and profits at reasonable levels and in proper relationship to 
each other, the result is likely to be the opposite. It will be almost 
impossible to avoid impediments to production resulting from the in- 
sensitivity of the controls to changes in efficiency and in demands, and 
to required substitutions of materials. Output will be governed not 
so much by what is wanted and needed as by what has been made 
profitable as a result of the price regulations. There will result unde- 
sired shifts in production and the obstruction of necessary and bene- 
ficial readjustments. The total effort is also likely to be adversely 
affected by the restricted opportunities for gain. Moreover, the business 
community is not likely to regard the future actions of governmental 
agencies as any less unpredictable than the competitive movenee of 
prices. 

The reasons for a shift from selective to over-all price gies and 
the use of the price-freezing technique, must be very strong indeed 
if they are to justify taking these risks. Practically speaking, the de- 
cision to extend the range of price controls so broadly can probably be 
traced to the notion that, if living costs were stabilized, demands for 
wage increases could be placated, a presumption which has proved ill- 
founded. ‘The freeze technique was in a sense a measure of desperation, 
born of a lack of information and a lack of time for more sensitive 
controls. 

Beyond these reasons for over-all price control, the primary support 
has been based on the presumed usefulness of this device as a means 
of controlling inflation, of regulating profits, and of keeping the real 
incomes of the low-income, fixed-income groups at a satisfactory level. 
The merits of this view we may now briefly consider. 
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The Prevention of Inflation 


It is widely held that wartime inflation usually begins with price 
increases in the basic commodities and with wage increases for certain 
specialized types of labor, as a result of their scarcity in relation to 
the many new demands. The effect of these first increases, it is held, 
is to raise production costs and the costs of living, generally. These 
increases in living costs, in turn, provoke new demands for wage in- 
creases, thus touching off another series of increased costs and prices, 
and so on in a cumulative and progressive “spiral.” This upward move- 
ment of costs and prices is likely to be sustained, it is held, by the 
increased borrowing and spending which are stimulated to meet the 
added production costs, and to be further strengthened by speculative 
purchases in anticipation of future price rises and loans made for this 
purpose. Were it possible to prevent the first price and wage increases 
resulting from scarcity, it is argued, the entire upward cycle of costs 
and prices might be forestalled. 

There are, however, certain omissions in this explanation of the 
causes of wartime inflation and, consequently, certain limitations in 
the plan for its control. It seeks to account for a general expansion 
of the currency on the basis of increases in the prices of particular 
products, and for the incentive which is thereby created to press for 
wage increases and to extend borrowing and spending. Scarcities of 
particular types of materials, equipment, or services, however, are 
not likely to result in a general increase in prices. We know from ex- 
perience that limited scarcity situations are always arising and that 
the pressure for wage increases is always present. Their.usual effect, 
however, is to promote an expansion of supply through a diversion of 
resources, a tendency which grows stronger as the scarcity becomes 
more acute, and to bring about price declines for other goods and serv- 
ices, leaving the general level of prices unchanged. Only general short- 
ages in commodities or, what is more pertinent in wartime, a general 
increase in demand such as is induced by an increase in the volume 
or velocity of circulation of money and credit can bring about a gen- 
eral price rise of an inflationary character. 

In the theory outlined above, an attempt is made to meet this diffi- 
culty by arguing that in wartime scarcities are more widespread and 
pronounced in character, and that it is, therefore, easier to provoke a 
general expansion of money and credit. It is doubtful, however, whether 
particular scarcity situations can ever become so extensive or so severe 
as to promote a significant inflation of the currency, in the absence of 
other factors which have a more direct effect on the volume and ve- 
locity of the circulation of money. 

There is, however, one factor which in time of war can, and often 
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does, operate directly to bring about an expansion of the currency. It 
is peculiarly true of governmental purchases that an increase in their 
costs may provoke an inflationary movement. Whereas an individual 
may be forced to meet rising prices by curtailed consumption, govern- 
ments are likely to resort merely to new measures to finance expendi- 
tures, especially if they are for military purposes. The greater the 
disparity between actual and estimated costs, the greater is the likeli- 
hood that inflationary measures of finance will be employed; and once 
such inflation has got under way, the effect it has in increasing the 
costs of subsequent government purchases is likely to provoke an 
additional and progressive inflation. Perhaps even more important is 
the fact that a significant expansion of governmental expenditures may 
lead to inflationary methods of finance even though the prices of the 
goods purchased by the government are not allowed to rise. The 
resultant pressure for price increases is likely to become all-pervasive 
as the increased purchasing power is disseminated throughout the 
economy. 

The objectives of preventing inflation can, under this theory, at 
most justify price regulation only for those goods and services which 
are important in the cost of living of the mass of the people, the basic 
raw materials of production, and government purchases. If in spite of 
these limited controls inflationary forces continue, price regulation 
will affect only the outward manifestations and not the causes them- 
selves. 


The Control of Profits 


It is difficult to combine control over the prices of specific products 
with general profits control in the same regulation. Whereas price con- 
trol must be applied to particular products or groups of products, the 
regulation of general profits is necessarily directed at the total oper- 
ations of individual business units. As a result, where price control 
is the objective, uniform prices will be fixed on a product basis, while, 
where the purpose is to control general business profits, prices will be 
set on the basis of the specific costs and general income of particular 
operating concerns. These two purposes of control are likely to require 
greatly different prices for particular products. Moreover, the principle 
of regulating prices so that the over-all earnings of individual business 
enterprises will not exceed a level regarded as reasonable implies as a 
corollary that a sufficient number of the products manufactured by 
these concerns will be allowed to rise high enough to make possible 
the earning of a reasonable rate of return. The effect of this type of 
regulation will be to place a premium on inefficient operation and cost- 
padding and on the separation of efficient and inefficient operations 


774 THE AMERICAN ECONOMIC REVIEW 


into different units; and it is certain to lead to dissatisfaction on the part 
of those who will be forced to pay the higher prices. 

It is doubtful, moreover, whether the objective of general control 
of wartime profits can best be accomplished through price regulation. 
The effect of regulation of this character is to tax the general profits of 
a corporation and to turn the proceeds over to the particular buyers 
` who may purchase the price-controlled products. While this form of 
regulation can be defended where the transference of gain is controlled 
through rationing, it is questionable under other circumstances. A 
simpler and more certain device for limiting general corporate profits 
is to tax them directly. Similarly, a more acceptable procedure for the 
protection of buyers is to impose controls on a product rather than a 
producer basis, so that all purchasers may be treated alike, supple- 
mented by rationing where there is a desire to assign the gains from 
this form of control to particular buyers. 


The Stabilization of Income 


This leaves to be considered the usefulness of general price freezing 
as a device for the stabilization of income. No matter how successful 
the effort to absorb excess purchasing power may be, the supply and 
demand situation for particular commodities may, nevertheless, pro- 
voke precipitate increases in their prices. Those who have favored 
income stabilization through price control have generally confined 
their proposals to the low-income, fixed-income groups. It would be 
difficult to justify a broader extension of such a program. If price 
control is to be used only to stabilize these incomes, it will be un- 
necessary to extend the regulations as broadly as they have been under 
the general freeze. The control of certain basic elements of food, 
clothing and shelter would suffice. 

Limited selective price control, moreover, has certain important 
positive advantages. The regulations can be framed more carefully so 
that they will be equitable, workable, and properly adjustable, and ‘it 
is more likely that they can be enforced effectively. Necessary supple- 
mentary production control and rationing measures can be developed 
and applied more easily to a narrower sphere, to assure the proper 
incidence of the burdens and gains. The presence of an uncontrolled 
area of production will diminish the danger of wholesale breakdown 
of the regulations, and the nation can be spared the expense and bother 
of a huge and widespread administrative organization. 


MONETARY THEORY AT THE TEXTBOOK LEVEL 
By ARTHUR W. Marcet 


I 


The jacket of Professor Reed’s excellent textbook? announces the 
author’s determination to depart “from the orthodox categorical and 
factual presentation of the subject” in order to provide “a better 
understanding of recent and revolutionary developments” not only in 
“monetary policies” but also in “theoretical interpretation”, and the 
Preface (p. vii) to Professor Halm’s equally admirable text? an- 
nounces a similar determination to present “a more detailed theoretical 
analysis” than is to be found in most texts on the subject. 

A superficial thumbing of the two texts might easily lead to the 
conclusion that only Professor Halm has actually carried out his de- 
termination. For even a more careful reading of Professor Reed’s text 
must reveal that he is primarily interested in precisely those “institu- 
tional and historical characteristics of the various money and banking 
systems” whose treatment Professor Halm, according to his own state- 
ment, wishes “to avoid as far as possible” (p. 38 n.; cf. also pp. vii, 46, 
59), and in those “essential features of the banking structure” which 
Professor Halm, again in his own words, has introduced solely “by way 
of illustration” (p. vii). But to twist this conclusion to mean that 
Professor Reed’s text has nothing to offer to those interested in the 
very same “theoretical problems” to which Professor Halm has devoted 
his “major emphasis” (p. vii) would involve serious injustice not only 
to Professor Reed, but to Professor Halm as well. For such a twist 
would represent nothing less than a dilution and perversion of the 
substance of “monetary theory”: a dilution and perversion as charac- 
teristic of those unworthy disciples of Mr. Keynes who have misunder- 
stood the implications of their master’s decision, in his General Theory, 
to allow “technical monetary detail” to “fall into the background,” as it 
will prove to be fatal to any hope of breeding a new generation of 
monetary theorists superior to the old. 


Epitor’s Nore: The author is professor of economics at the University of Minnesota. 
t Harold L. Reed, Money, Currency, and Banking, (New York: McGraw-Hill. 1942. 
Pp. viii, 522. $4.50.) 


* George N. Halm, Monetary Theory: A Modern Treatment of the Essentials of Money 
and Banking. (Philadelphia: Blakiston. 1942. Pp. xi, 347. $3.50.) 
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This will not be readily admitted by those whose precepts and per- 
formances remind one of schoolboys who dream of becoming great 
physicians and great lawyers as it were by divine inspiration, without 
the preliminary drudgery involved in mastering anatomical and physio- 
logical detail, on the one hand, or institutional legal practice, on the 
other. Such neophytes can confidently be expected to turn into eco- 
nomic “theorists” of the type pilloried by Bagehot when he spoke of 
some economists as being “like physicians who have never dissected, 
like astronomers who have never seen the stars.” But there is more 
hope for him who will ponder the implications of Professor Halm’s 
suggestion (p. vii) that the ultimate aim of his textbook, like that of 
any text in monetary “theory,” is to further “the student’s under- 
standing of the working of the monetary system.” 

For to such a person, if he is intellectually honest, it must be im- 
mediately clear that, whatever else the attainment of such an “under- 
standing” involves, it must involve also an accurate knowledge of all 
those. processes and mechanisms which are what they are because of a 
set of specific institutional and structural facts, and which would be 
very different indeed if these institutional and structural facts were 
different from what they are. This, after all, constitutes at once the 
basis and the justification for a proposition, advanced explicitly by 
Professor Reed, which may seem to conflict, but does not in fact con- 
flict, with his own implied disapproval, in his Preface, of the too 
exclusive desire of authors of some earlier texts on Money to provide 
what Professor Reed calls “little encyclopedias of financial institu- 
tions.” Professor Reed’s contention, indeed, is that, while monetary 
theory may in some respects be said to have suffered in the past from 
too exclusive a concern of this kind, it can also be said to have suffered 
in other respects from too little concern with the problems of what he 
calls (pp. 205, 468) “bank management,” an understanding of which 
of course at once includes and is part of an understanding of the insti- 
tutionally conditioned processes and mechanisms just indicated. 

Since a complete survey of the evidence marshalled by Professor 
Reed in support of his contention would involve reproducing a con- 
siderable part of his book, it is obviously impossible to attempt such 
a survey here.’ Fortunately, however, the task is made unnecessary by 

7A few typical instances may be cited, however. See, for example, (1) pp. 205 f. of 
Professor Reed’s text, on the relation of a “healthy solvency situation” of “the banks of 
the country” to the “flow of credit” and therefore to “deflations and depressions”; and 
pp. 348 f., on the relation, to the “solvency” of the banking system, of the condition 
of “overbanking” which, Professor Reed argues, prevailed “during the decade of the 
twenties”; (2) pp. 358 f., 364 f., on the effect of the canons of “soundness” followed by bank 
examiners in determining how “solvent” the banking system is, and therefore the degree of 


liberality which is likely to be shown in the extension of credit to business borrowers; 
(3) pp. 360 f., 365, on the relation of the policy of supervisory authorities with respect 
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a consideration of the relevant aspects of the text by Professor Halm. 
For Professor Halm is too good a monetary theorist to present: his 
discussion of the “theoretical problems” to which he devotes his own 
“major emphasis” as if this discussion could be regarded as displacing, 
or making unnecessary, the kind of discussion of mechanisms and 
processes under a given set of institutions which fills the greater part 
of Professor Reed’s text. On the contrary, he makes quite clear, in his 
Preface (p. vii), that “the main object of this book is to complement 
such treatments”; and the proof that the two books do in fact com- 
plement each other in this respect can be tested by noting the number 
of instances in which they complement each other to the point of 
actual overlapping. On a strict interpretation of Professor Halm’s pro- 
fessed desire to leave to “the works of other authors” (cf. p. vii) a 
treatment of the “institutional and historical” aspects of the subject 
of Money and Banking, one might expect Professor Halm to omit 
many topics dealt with only in a text like that of Professor Reed. Yet 
the following may be taken as a list of such typical topics which are 
treated also by Professor Halm: 


1. The relation of Money to the “institutions” of Capitalism and Socialism 
generally, and the relation of given fiscal, monetary, and banking policies to 
the future of the institutions of private enterprise (pp. 3 f., 11 f., 94, 322 f.; 
cf. Reed, pp. 1, 28, 298, 446). 

2. The power of legal and political institutions (including the conferring 
of the legal tender quality) to affect the value of money (pp. 102 f.; cf. Reed, 
pp. 28 f., 486 f.). 

3. The historical and material elements involved in the choice of the 
precious metals as “media of exchange” (pp. 25 f.; cf. Reed, pp. 3 f., 8 f., 
41 f., 57 F., 106 f., 489). 

4. The institutional assumptions of the metallist argument (pp. 14 f., 
26 f., 102 ff.; cf. Reed, 41 f., 58 f., 140 f., 162 f., 391 f.). 

5. The meaning of a “monetary standard” (p. 105; cf. Reed, pp. 52 f., 
490 f.), and the peculiarities of the various monetary standards that have 
existed historically (pp. 105 ff.; cf. Reed, 51 f., 106 f.). 


to strengthening the capital structures of banks to a desire to “avoid carrying deflation 
too far’; (4) pp. 267, 274, 355, 410, on the relation of the technical prescriptions of the 
Federal Reserve act with respect to the issue of Federal Reserve notes, prior to the passage 
of the Glass-Steagall act, to the unwillingness of the Federal Reserve authorities to in- 
augurate measures designed to halt the restrictive policies of member banks in the early 
years of the depressed 1930’s; (5) pp. 311 f., on the relation of “the precept that... 


member banks should not engage in permanent borrowing” (cf. pp. 268 f.) to the effect ..’ 


of gold inflow upon the process of member bank expansion in the United States; and (6) 
the general remarks, pp. 469 f., on the relation of “the structure of the [banking] system” to 
the fact that “there have been many instances in which efforts of the monetary authorities 
to expand or contract the currency have been thwarted by contrary practices of [member] 
banks,” given the prior fact that it is “our banking system” that “provides the greater part 
of our media of payment.” 
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6. The institutional arrangements for “guaranteeing” the “identity of 
value” of a given metal when used as a “medium of exchange,” on the one 
hand, and when used “for industrial purposes,” on the other (pp. 26, 105 f.; 
cf. Reed, pp. 51 f.). 

7. The institutional arrangements for the proper “management” of “token 
money” (pp. 27 f.; cf. Reed, pp. 18 f., 22, 24, 114). 

8. The mechanism of changes in the supply of metallic money, under the 
institutional arrangement of a price for the money metal “fixed by legal 
authority” and changes in the cost of production of that metal (pp. 46, 107; 
cf. Reed, pp. 385 f., 393). 

9. The mechanics of bimetallism, including the “law of compensatory 
action” (pp. 108 f.; cf. Reed, pp. 57 f., 106 f.). 

10. The implications, for analysis and policy, of the institutional fact of 
“the overwhelming quantitative importance of what we have called deposit 
money (or check book money)” (pp. 34 f.; cf. Reed, pp. 7, 11, 13 f., 47 f. 
50, 230 f., 384 f., 469). 

11. The mechanism of the “creation” of “deposit money” (pp. 36 ff.; cf. 
Reed, pp. 30 f., 165 #f.), including the influence of the institutional fact of 
clearings on the possibilities of expansion open to a single bank within a 
banking system, on the one hand, and a single bank in isolation or the banking 
system as a whole, on the other (pp. 41 f., 63; cf. Reed, pp. 35 f., 165 f.). 

12. The institutional, as well as the purely logical, basis for regarding “time 
or savings deposits” in banks as part of the quantity of “money” (pp. 33, 69; 
cf. Reed, pp. 146 f., 169 f., 501 f.). 

13. The relation between the amount of bank reserves required and the 
time-structure of the community’s probable demand for funds, as well as the 
“nature of the bank’s operations” and the “structure of the whole banking 
system” (pp. 35, 44 f.; cf. Reed, pp. 182 f.). 

14. The economic significance of legal reserve requirements (pp. 45, 56; 
cf. Reed, pp. 79, 246 f., 264 f.). 

f5. The economic consequences of the institutional practice of fractional 
reserve requirements, and the implications of “100 percent money” (pp. 56 f.; 
cf. Reed, 34, 425 ff.). 

16. The institutional argument that the “increase [resulting from a rise in 
the rediscount rate] in the cost of procuring additional deposits with the 
central bank need not be prohibitive for institutions which have, between 
them, the power of multiple credit expansion,” since “multiple credit ex- 
pansion” means “multiple interest revenue” (pp. 58 f.; cf. Reed, p. 39). 

17. The dependence of “the rôle played by rediscount policy” upon the 
“historical development and institutional arrangements in the different coun- 
tries” (p. 59; cf. Reed, pp. 162, 252 f.). 

18. The relation established between “common money” and “claims on 
common money” by the structural and legal factors affecting the degree of 
control by the central bank over member bank reserves (pp. 29 f., 34 f., 
57 f., 62 ff.; cf. Reed, 228 f., 254 f., 276 ff.). 

19. The effect, on this relation, of institutional and structural factors affecting 
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the internal drain (pp. 43 f., 64, 257; cf. Reed, pp. 280, 285 f., 353, 357). 

20. The significance of, and the limitations upon, open market operations 
by central banks (pp. 59 ff.; cf. Reed, pp. 252 f., 268 f.). 

21. The significance, for central bank policy, of structural relations be- 
tween the short- and long-term loan markets, on the one hand, and the 
commodity and the security markets on the other (pp. 61, 228 f.; cf. Reed, 
pp. 325 ff.). 

22. The relation of institutions and the facts of banking structure to the 
general theory of “liquidity” (pp. 227, 233 f.; cf. Reed, pp. 177 f., 191 f). 

23. The importance of the institutions of “the stock market and of stock 
speculation” —an importance, according to Professor Halm himself, which 

“can hardly be overestimated” for both the theory of interest and the chan- 
neling of investment funds (pp. 228 f.; cf. Reed, pp. 327 f., 330 f., 347 f.). 

24. The mechanism of foreign-exchange rate determination and of inter- 
national payments under various types of monetary standard (pp. 133 f.; cf. 
Reed, pp. 61 f., 71 f.), including the theory of the external drain (pp. 136 f.; 
cf. Reed, pp. 79 f., 92, 314, 325 f., 343 f., 456). 

25. The possibility of reconciling a policy aiming at stability in internal 
prices and production with a policy aiming at stability in foreign exchange 
rates, in the face of institutional obstacles to price flexibility and governmental 
efforts to combat unemployment (pp: 139 f., 154 f.; cf. Reed, pp. 318 f., 
335, 345 f., 395,455 f.). 

26. The disequilibrating, as well as the equilibrating, effects of inter- 
national capital movements (pp. 140 f.; cf. Reed, p. 87), and of flexible 
exchange rates and foreign exchange controls (pp. 142 f., 153 f.; cf. Reed, 
pp. 80 f., 86 f., 115, 121 f., 134 f., 301, 335 f.). 

27. The rôle of government with respect to tariffs in the mechanism of 
international debt payment, and its réle in the establishment and manipu- 
lation of foreign exchange controls, including, under the latter head, exchange 
stabilization funds (pp. 153 f.; cf. Reed, pp. 87, 301, 333). 

28. The modus operandi of exchange stabilization funds (pp. 167 ff.; cf. 
Reed, pp. 338 ff.). 

29. The future of the legal and institutional T of the international 
gold standard, in the light of these considerations (pp. 159 f.; cf. Reed, pp. 
455 

A i dependence of the choice between devaluation and an attempt 
to maintain the former parity upon the quantitative importance of contractual 
elements, such as the size of the country’s foreign debt, and the international 
financial structure (p. 170; cf. Reed, pp. 315 f.). 

31. The rôle of institutional and contractual elements in determining the 
degree of “maldistribution of income, so characteristic of hyperinflation and 
its aftermath” as well as of less extreme inflation and deflation (pp. 77, 127, 
261; cf. Reed, pp. 294 f., 300 f.). 

32. The infiuence of political factors in the choice of particular goals of 
monetary and banking policy (pp. 120 f.; cf. Reed, pp. 32 f., 41, 47, 129, 
225 f., 240 f., 356). 
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It would be a mistake, moreover, and an injustice to Professor Reed, 
_to suppose that the only instances of “overlapping” between the two 
texts are instances in which Professor Halm’s book may be said to 
“overlap” Professor Reed’s book, rather than the other way around. 
On the contrary, the number of cases in which Professor Reed under- 
takes to deal with the issues to which Professor Halm devotes his 
“major emphasis,” while it may not be as large as the number of cases 
in which Professor Halm comments upon the institutional presupposi- 
tions of his main argument, is still very large.* To the careful reader of 
both of these texts, therefore, the subject of Money must appear to 
be something quite different from the oversimplified abstractions or 


*The very fact that both writers weave their discussion of “institutional” factors into 
their “purely” theoretical discussion must mean that any list of instances which would not 
duplicate many of the items in the list given above in the text must seem to understate, 
particularly in the case of Professor Reed, the number of instances of “overlapping” of 
the type here indicated. But the following instances may be taken as typical: 

1. The theoretical implications of the various ‘‘functions” of money. The distinction 
between money as “money of account” (in the sense both of a numéraire and of a standard 
of deferred payments), on the one hand, and money (or, as Professor Reed would insist, 
“currency”) as “medium of payment,” on the other, is particularly stressed by Professor 
Reed, both as a formal matter and for its importance in understanding monetary processes 
and policies (chap. 1, and pp. 108, 110, 115, 128, 143, 485 f.; cf. Halm, pp. 2 f. 11 f. 
16 f., 104 f., 118 f., 132 f.). 

2. The economic meaning and therefore the limitations on the use of index numbers 
(pp. 145 f., 307 p., 496 f.; cf. Halm, pp. 93 f., 117 f). 

3. The rôle of the rate of interest in the determination of the demand for bank loans 
and other investment funds (pp. 90, 161 f., 225, 306 f., 328, 439 f.; cf. Halm, pp. 32, 42, 
49 fi., 63, 174 ff., 198 f., 204 f., 212 f., 243 f., 255 f., 267 f., 295, 298, 311 f.). 

4. Nonmonetary factors (including those implied by the concept of a “mature economy”) 
affecting the demand for bank and other investment funds and the level of business 
activity (pp. 220 f., 292, 443 #.; cf. Halm, pp. 64 f., 269 f.). 

5. The differences, and the relations, between the short- and long-term loan markets 
(p. 90; cf. Halm, pp. 49, 54 f., 61, 237 f.). 

6. The general theory of loan-liquidity (pp. 177 ff.; cf. Halm, pp. 55, 187, 196 f.). 

7. The theoretical relations between “velocity” and the volume of “trade transac- 
tions.’ (The apparent error involved in Professor Reed’s flat statement [p. 499] that 
when “goods pass through fewer hands in their journey from manufacturers to consumers, ... 
this reduction of middlemen’s activities lowers the volume of currency turnover, and con- 
sequently V of the equation of exchange” may be solely a matter of his exposition, from 
which it is not entirely clear whether he is making the statement on his own account, 
or is introducing it solely as part of the argument of the correspondent he mentions. Cf., 
in any case, Halm, pp. 79 f., 83 f.). 

8. The theoretical implications of various possible criteria for monetary policy (pp. 9, 
313, 325, 398 ff.; cf. Halm, pp. 96 f., 116 f., 205 f., 251). 

9. The theoretical relations between internal prices and the foreign exchange rate (pp. 
89 f., 103, 121 f., 136, 154, 296 f., 305 f., 318 f., 356; cf. Halm, pp. 147 f.), including 
the effect of currency devaluation on internal prices (pp. 163, 335, 370, f., 378 ff.; cf. 
Halm, pp. 170 f.). 

10. The theory of public spending, including its relation to banking policy and the 
structure of available resources (pp. 441 f.; cf. Halm, pp. 87, 312 f.) 

11. The theoretical issues involved in the problem of war finance (Reed, pp. 292 f., 
413 f.; cf. Halm, pp. 324 f.). 
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the inchoate mass of technical and historical detail which it must seem 
to those whose reading has been confined to authors who take a nar- 
rower view than either of the two under discussion. $ 

A careful reader, moreover, should have no difficulty in seeing what 
it is that serves as an organizing principle for the integration of material 
such as the bulk of that to which Professor Halm devotes his “major 
emphasis” with that to which Professor Reed devotes his. For both 
authors, undismayed and unterrified by the obloquy heaped upon the 
“equation of exchange” as an organizing device before and since the 
appearance of Keynes’s Treatise, have unashamedly accepted it (Halm, 
pp. 21 f.; Reed, pp. 143 f.) as the best available framework for the 
presentation of material otherwise so complicated and extensive as to 
invite not only endless confusion but even positive error. 

This feature of Professor Halm’s presentation can hardly escape 
even those who will not go beyond the titles of the chapters immediately 
following the pages (21-24) on which he describes the purpose of the 
“equation of exchange.” Nor will it escape those more careful readers 
who will observe the kind of use Professor Halm makes of the frame- 
work of the “equation of exchange” in his discussion of particular 
problems of analysis or policy, even if he does not explicitly reproduce 
the familiar algebraic symbols in every case (see, for example, pp. 6, 
10, 89, 98 f., 123 f., 129 f., 175, 194 f., 197 f., 218 f., 230, 249, 295, 321, 
326). 

A similar implicit use of the equation as a framework for analysis is 
to be found in Professor Reed’s text (for example, pp. 366 f., 408 f., 
436, 479). But it would be a serious error to suppose from the mere 
fact that Professor Reed has not chosen, as has Professor Halm, to 
entitle a series of chapters in such a way as to relate them explicitly 
to the symbols used in the more common variants of the equation that 
he has left the reader in doubt as to the relation of his detailed dis- 
cussion to the framework which he formally accepts. On the contrary 
(and particularly if one makes use of the algebraic breakdown of M 
which is presented on p. 31 of the book by Professor Halm, who here 
follows Fanno, who in turn avowedly based his formulation on that of 
Fisher), Professor Reed’s exposition should leave the reader in not 


5 Chap. 3 is entitled “The Quantity of Money”; chaps. 4 and 5, “Deposit Money” and 
“Managing the Quantity of Money,” respectively; chap. 6, “The Velocity of Circulation 
of Money”; chap 7, “The Trade Volume”; chap. 8, “Price Levels.” Careful readers will 
note also that chaps. 9 to 12, inclusive, all of which are concerned, in one way or another, 
with the functioning of different monetary standards, are implicitly made part of the 
discussion of the forces lying beyond the “Quantity of Money” (cf. chap. 3 of Professor 
Halm’s text) by the author’s statement that “different monetary standards are funda- 
mentally nothing else but different methods of limiting the total quantity of money” 
(p. 103; cf. also pp. ‘105, 116). 
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the slightest doubt as to where each of his chapters belongs with 
reference to the variables in his formal framework.* This similarity 
in attitude toward the fundamental framework of monetary theory can 
be greeted only with the heartiest approval by one who, like the present 
reviewer, is convinced that the most important single cause of the 
confusion and misunderstanding and even retrogression which, along 
with undoubted progress in many directions, has characterized the 
monetary theory of the last decade has been the failure to recognize 
the extent to which the recent burgeonings within the field have 
brought here, as elsewhere in scientific endeavor, “disillusionment as 
well as elucidation”: disillusionment to the extent that we recognize 
in later elaborations “facts which were long before known and even 


It is sufficient to illustrate the point here by reference to the terms M and M of 
the equation of exchange. Since Professor Reed, in advancing, against “metallist doctrine,” 
the proposition that “the gold standard is fundamentally a device for restricting the 
volume of the currency that represents gold” (p. 163) evidences his agreement with the 
proposition quoted in the preceding note from Professor Halm with respect to “different 
monetary standards” as “fundamentally nothing else but different methods of limiting the 
total quantity of money,” it follows that Af is the subject, not only of Professor Reed’s 
chap. 2, entitled “Our Currency System” (which should be compared with Professor 
Halm’s chap. 3, entitled “The Quantity of Money”), but also of all those chapters (4, 5, 
10-12, 26-28, 32-34, 39) in the Reed book which are concerned with the functioning of 
various monetary standards. The “functioning of various monetary standards” inter- 
nationally is of course one of the things that will affect the “quantity of currency” in any 
one country; and since the “functioning of various monetary standards internationally” 
is a problem of foreign exchange and international payments, it follows that Professor 
Reed’s chapters devoted to the latter topics (chaps. 7 [to which chap. 6, on “Domestic 
Exchange,” is avowedly presented (cf. p. 70) as an introduction], 8, 9, and 29) are likewise 
to be regarded as part of his discussion of the “quantity of currency.” A comparison of the 
content of Professor Halm’s chap. 4, on “Deposit Money,” with Professor Reed’s chaps. 3 
(“How Banks Provide the Payment Media”) and 15 (“The Source of Bank Deposit 
Currency”) will reveal that the latter chapters are concerned with nothing if they are not 
concerned with the factors lying behind the AZ’ of the equation; and the relevance of chaps. 
16 (“Local Loans and Mortgages”) and 17 (“Outer Market Investments”) to the same 
problem is made perfectly clear by Professor Reed's explicit statement (p. 177) that in 
both chapters he is concerned with “the processes by which the circulating medium is pro- 
vided.” Similarly, the relevance, to the same problem, of the chapters on member bank 
reserves (chaps. 20, 24, 37) and on the powers of the Federal Reserve authorities to 
affect those reserves (chaps. 22, 23), as well as on the criteria by which the Federal 
Reserve authorities should be guided in the use of these powers (chap. 35), should 
become clear when one observes their relation to the terms Rért and rd of the formula 
of Professor Halm, based on that of Fanno, to which reference is made in the text, if 
their relevance is not already clear on the basis of a comparison of their substance 
with that of Professor Halm’s chap. 5, on “Managing the Quantity of Money.” And 
last, but not least, it is not Professor Reed’s fault if some readers should remain puz- 
zled as to the relevance, to the M’ of the equation of exchange, of Professor Reed’s 
chapters on certain of the factors affecting bank solvency (chaps. 18, 19) and on the 
problems of banking structure (chaps. 21, 22, 30, 31, 40). For, as was pointed out in 
note 3 above, Professor Reed’s own explicit reason for insisting upon these matters is 
precisely his conviction of their relevance for the magnitude of the “flow of credit” under 
a set of institutional arrangements whereby it is “our banking system” that provides “the | 
„greater part of our media of payment.” 
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instinctively perceived, our present recognition being simply more dis- 
tinct and more definite; and elucidation, in that it enables us to see 
everywhere throughout the most complicated relations the same simple 
facts.” 

It should be apparent, from the general tone of this review thus far, 
that the reviewer believes that both Professor Reed and Professor 
Halm have acquitted themselves with high credit of the respective 
tasks which each has set himself. This is not to say that the reviewer 
is prepared to agree with everything that each of them has to say. On 
the contrary, there is a very considerable number of passages in each 
book to which he would take marked exception—indeed, in some cases, 
violent exception. Yet when all the demerits (if they are in fact de- 
merits) are catalogued, the fact remains that in each case the book 
represents the generally successful accomplishment of a job well worth 
doing. In the case of Professor Reed, for example, the very fact that 
a reader can find so much to challenge him to respectful dissent in a 
treatment of issues so generally regarded as closed is itself a tribute 
to the freshness of treatment which has resulted from the author’s 
obvious determination to think through again a whole series of 
familiar (but perennially recurring) problems. And Professor Halm 
would deserve the thanks of teachers, if on no other ground, for the 
very effort to provide a textbook which, along with texts such as L. V. 
Chandler’s excellent Introduction to Monetary Theory, belongs to the 
very small number of those attempting, and attaining a reasonable 
degree of success in the attempt, to “summarize the present state of 
the debate in monetary theory” (p. vii), as that debate has developed 
since the publication, in 1929, of the second edition of D. H. Robert- 
son’s classic little text on Money. 


IT 


It is, therefore, in no hypercritical spirit that one ventures to suggest 
that, for all the undoubted merits of these two texts, there is still room 
for other textbook attempts to carry further the task to which both 
writers, building on the work of their predecessors, have undertaken 
with such generally excellent results. That task, according to the 
explicit statement of both authors, is the task of further integration 
of material, all of it properly to be subsumed under the head of ‘“mon- 
etary theory,” which has not always been sufficiently integrated in the 
past. In the case of Professor Reed, as we have seen, what is at- 
tempted is the integration of the study of institutionally conditioned 
mechanisms and processes into a broad analytical system of money- and 
goods-flows, of the kind indicated by a proper understanding of the im- 
plications of those “stream equations” of which the “equation of 
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exchange” is the prototype. And in the case of Professor Halm, what is 
attempted is a restatement of the results obtained by “recent efforts” 
toward “integrating monetary and general economic theory” (p. vii) 
in such a way as to show their relevance for the further elaboration of 
such an analytical system of money- and goods-flows. What follows 
represents only a few examples of the way in which this work of 
“integration” can be carried further at the textbook level. 

In the first place, there is the matter of further “integration” within 
the field of “monetary theory” itself (in a narrower sense of the term 
“monetary theory”). It is, to be sure, gratifying to see the “cash 
balance approach” treated by both Professor Reed (pp. 154 f., 159 ff.) 
and Professor Halm (pp. 67 f., 80 f., 194, 218 f.) in terms that 
represent the very antithesis of the kind of treatment (such as that by 
Cannan, for example), which suggested that an unbridgeable gap ex- 
isted between analysis of the forces determining the size of cash bal- 
ances held relative to outlay, on the one hand, and analysis in terms 
of Fisherine “velocity,” on the other. It is still more gratifying to 
observe Professor Halm’s attempt (pp. 74 ff., 202) to relate the concept 
of “liquidity preference” to the “cash balance approach” (and there- 
fore to “velocity”), even if there are aspects of this attempt which 
could be improved upon from the standpoint of both articulation and 
precision. Yet neither writer, in the opinion of this reviewer, succeeds 
entirely in integrating into his formal framework those aspects of the 
so-called “income approach” which are concerned, not with the ir- 
relevancies upon which Professor Halm touches briefly on pages 14 
and 15 of his text, but with those realistic problems of mechanism and 
sequence that are involved in the study of the generation and utilization 
of money income. 

In the case of Professor Reed, for example, one foresees some bitter 
struggles on the part of students to understand the precise relation to his 
own formal framework of his summary (pp. 447 ff.) of the so-called 
“Keynesian” and related theories of the generation and utilization 
of income: particularly since Professor Reed himself, who elsewhere 
(p. 158) recognizes that “money incomes . . . are influenced by the 
volume of currency in circulation and its rate of turnover,” does not 
here provide even the link (itself one of considerable crudity) which 
is provided by the concept of “income velocity.” Professor Halm, to be 
sure, does provide that crude link (pp. 77 f., 194); and he even under- 
takes (pp. 275 ff.) to relate it to the concept of the “multiplier” (or, 
more accurately, to one of the concepts of the “multiplier”). But his 
discussion of the concept of “income velocity” itself includes an at- 
tempt to relate it to the “cash balance approach” (pp. 81 f.) in a way 
that reflects too literal an acceptance of the less fortunate aspects of 
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the “Cambridge” treatment of this particular problem; and Professor 
Halm’s discussion of the relation of “income velocity” to “the multi- 
plier,” while it is certainly superior to much that has been written on 
the subject, seems to this reviewer to be capable of improvements at 
more than one point. 

The nature of these possible improvements should be clear to those 
who will be as much struck as was the present reviewer by the fact 
that nowhere in either Professor Halm’s or Professor Reed’s discussion 
of the problem of the generation and utilization of money income is 
explicit reference made to the work on this problem by R. G. Hawtrey.’ 
For it is the reviewer’s considered opinion that no part of the work of 
this most original (and still inadequately appreciated) spirit in con- 
temporary monetary theory surpasses, or even equals, in constructive 
importance his work on the generation and utilization of money in- 
come. Not least of its merits (since we are here speaking of “integration” 
within the field of “monetary theory,” in a narrower sense of the 
term) is the masterly way in which Hawtrey’s treatment of the problem 
succeeded in integrating so many of the relevant analytical devices of 
monetary theory, as well as so much that had been done previously on 
the problem of the generation of money income. But it is no mini- 


"It is particularly striking, for example (though it is also typical of current tendencies 
in the evaluation of the contributions of Mr. Hawtrey), that on the one occasion on 
which Professor Halm refers to the “different circulations’ into which the total stock 
of cash balances may be said to be divided (p. 68), he refers to the Keynes of the Treatise, 
rather than to Hawtrey, despite the fact that Hawtrey’s distinction between “consumers’ 
balances” and “traders balances,” though it had predecessors in the respective treatments 
of Adam Smith, Tooke, Wagner, and Walras, acquired, in Hawtrey’s own hands, a power 
and significance far greater than it had had in the hands of any earlier writer. It is 
equally striking that Professor Halm discusses the distinction in a context which makes 
no explicit reference to its importance for the study of the processes involved in the 
generation and utilization of money income. Similarly, when Professor Halm makes the 
otherwise welcome distinction (p. 78) between “income” and “sales proceeds” (cf. also 
pp. 91 f., on the significance of “intermediate business transactions” as contrasted with 
“expenditures of net-income”’), he makes no formal attempt to relate this distinction 
either to his distinction between the different types of cash balance (the “different circula- 
tions’), or to the Hawtreyan distinction between “consumers income” (and outlay) 
and “traders’ turnover.’ And finally, a careful consideration of Hawtrey’s criticism 
(as in his Capital and Employment) of the identification by Keynes (and others) of what 
Professor Halm himself calls “the money value of annual output” with what Professor 
Halm calls “the annual money income of the economy” might not only have provided 
Professor Halm with further arguments for his rejection (pp. 91 f.) of this identification, 
but might also have made him somewhat more critical of his own simultaneous definition 
(p. 78), in the “income equation” MV, = P,T,, of Ty as the “real national income per 
annum” and VY, as “the average number of times a unit of money enters (or leaves) the 
cash balances of ultimate income recipients during a certain period, say a year”; just as 
other aspects of Hawtrey’s treatment might have made him more critical of his own 
simultaneous definition of “investment” as “the use of the means of production for the 
production of capital goods” (p. 189) and his statement that “the process of investing 
consists in spending money” (p. 221). 
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mization of the merits of the Hawtreyan treatment to suggest that 
it still left room, on the side both of analysis and algebraic formulation, 
for further “integration.” It is precisely this further “integration”— 
which involves, in particular, the introduction of both clock-time 
period and “directional” subscripts into a series of “stream” equations 
of the general Fisherine form—that would show more clearly than is 
shown in either of the texts under review the relation of analysis such 
as the Hawtreyan not only to the “period analysis” to which both 
Professor Halm (pp. 204, 216, 276 ff.) and Professor Reed (pp. 148 f., 
447 ff.) make incidental reference, but also to the formal framework, 
represented by a “total transactions” equation of exchange, to which 
both authors acknowledge formal allegiance. 

A further set of examples of the possibility of further “integration,” 
even at the textbook level, is provided within the field to which Pro- 
fessor Halm, to judge by the implications of his Preface, undertakes 
to give particular attention: namely, that involving the further ‘“‘inte- 
gration” of “monetary” theory with certain sectors in “general” eco- 
nomic theory. It is to Professor Halm’s credit that (with the possible 
exception of his reference on pages 14 and 15, already cited, to certain 
aspects of the so-called “ ‘Income Theory’ of the value of money’’) he 
has generally avoided much of the bog of irrelevancies which has en- 
cumbered discussion of this problem in the past. It is still more to his 
credit that he has bravely attempted to introduce, at the textbook 
level, a discussion (pp. 48, 70 f., 75, 255 f., 300 f., 305 f., and espe- 
cially chaps. 13 to 15, inclusive) of the monetary forces involved in 
the determination of the rate of interest: a discussion which should do 
much, not only to make clear the relevance for this problem of so 
much that has often been regarded in the past as beneath the notice 
of “general” economic theorists and suited only for the attention of 
sordid specialists in the field of “monetary theory,” but also to make 
clear (pace the Keynesians) the continuing relevance of a considerable 
part of the theory of interest as developed in the literature on “general” 
economic theory. If, therefore, one ventures to suggest that the work 
of “integration” upon which Professor Halm rightly puts so much 
stress can be carried still further in significant and fruitful ways, this 
can hardly be regarded as an attempt to minimize the qualities of these 
parts of Professor Halm’s text, which, despite a few lapses, are gen- 
erally excellent.® 

®One of these “lapses,” in this reviewer’s opinion, is represented by Professor Halm’s 
none too happy references (pp. 181 ff.) to the relation of “waiting” to “full employment”; 
for the passages in question would seem to involve the arbitrary identification of “waiting” 
with a reduction of consumption, instead of its identification merely with a refraining 
from consuming the whole of one’s income (contrast Professor Halm’s own use of the 


term “saving” on pp. 263 and 299). Another of these “lapses” is represented by some 
characterizations by Professor Halm (pp. 197 f., 214) of the substance of “classical” . 
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With respect to the rate of interest, for example, there is no explicit 
suggestion, in Professor Halm’s treatment, of the way in which a 
description of the market determination of the rate of interest can be 
easily incorporated into the general system of money flows of which 
a “total transactions” equation of the Fisherine type is a final summary. 
This is the more striking in view of the fact that Professor Halm him- 
self makes use of one of the important steps in this description: namely, 
the simple translation of the “supply of and demand for loanable funds” 
—a concept that rightly occupies the central place in Professor Halm’s 
treatment (pp. 9, 48, 183 f., and especially chaps 14 and 15)—<into the 
demand for and supply of “claims” (pp. 225 ff.), or securities that, 
according to Professor Halm himself elsewhere in his book (pp. 85, 90), 
are to be included in his T. For the further steps required ought to have 
followed logically from a consideration of the implications of the argu- 
ment, by writers from Tooke to Hawtrey, with respect to the treatment 
of “securities” in a “money-flow” formulation; and the importance of 
these further steps follows from the fact that they enable one to see, 
with a clarity greater than that to be found even in Professor Halm’s 
generally excellent treatment, the proper rôle to be assigned to the 
“demand for money” (including some of the connotations of the ex- 
pression “liquidity preference”) in the determination of the rate of 
interest (cf. Halm, pp. 202, 220 f.), as well as the rôle to be assigned 
to “savings” which take the form of a change in the direction of money 
flows, without any necessary change in the demand for or supply of 
“money” (cf. Halm, pp. 197 f.). 

The really impressive possibilities for further “integration” come, 
however, when one considers the full implications of Professor Halm’s 
statement that “monetary problems can no longer be treated as being 
separate from the problems of prices and production” (p. vii). These im- 
plications carry one much further than the absurdly jejune suggestions 
of those who, themselves made belatedly aware of the possible effects 
of changes in the dimensions of aggregate money flows upon the level 
of output and employment, and unwilling to follow the example of both 
Professor Reed (pp. 150, 152 f., 158) and Professor Halm (pp. vii, 20, 
22 f.) in distinguishing sharply between the implications of “the quan- 
tity theory” and the implications properly attached to “stream” equa- 
tions of the Fisherine type, have presumed to charge all users of these 
equations with an unawareness of the fact that the output and employ- 
ment components of T are not necessarily constant. Since both of the 
authors of the texts under review are unrepentant users of the Fisherine 
equation as their formal framework, a sufficient answer to this absurd 


doctrine on the relation of money to the rate of interest which seem to this reviewer 
to be anything but accurate. 
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charge is provided by the continued concern of Professor Halm (pp. vii, 
8,47 f., 85 f., 116 f., 131, 173, 190 f., and chaps. 17 to 20, inclusive) 
with the problem of the effect of monetary expansion and contraction 
upon the level of output and employment, as well as the incidental 
references to this crucial problem by Professor Reed (pp. 90, 155 f., 
161, 220, 225, 348, 414, 424). An even better answer is provided by 
(1) considering what both Professor Halm (pp. 6 f., 9, 17 f., 23, 48, 
88 f.,93 f., 118 f., 123 f.) and Professor Reed (pp. 301, 303, 326 f., 
394, 396 ff.) have to say with respect to the importance of the struc- 
ture of prices (as well as the structure of output and available re- 
sources; cf. Halm, pp. 87 f., 129, 190 f., 257 f., 299 f., 309 f.) for 
precisely these changes in aggregate output and employment; and then 
(2) comparing discussion of this kind with the little, if anything (cf. 
the example cited on p. 310 n., of Professor Halm’s text), that the 
Keynes of the General Theory (as opposed to the Keynes of the 
Treatise) has to say on the same subject. 

But, vitally important as implications of this kind are in themselves, 
they really do little (again pace the Keynesians) to further the task of 
“integrating monetary and general economic theory.” For, despite the 
absurd statements commonly made to the contrary, important contri- 
butions to the theory of the effect of monetary expansion and contrac- 
tion upon aggregate output and the structure of output (the latter, 
again, being itself crucial for an understanding of the reasons for fluc- 
tuations in aggregate output) have for generations been made by 
writers who neither claimed to have accomplished, nor in fact suc- 
-ceeded in accomplishing, any significant “integration” as between the 
two bodies of theory. 

When one thinks of “general” economic theory, one thinks of the 
two great bodies of “partial equilibrium analysis,” on the one hand, 
of which the work of Cournot and Marshall stands as an imperishable 
monument and symbol, and, on the other, of “general equilibrium (or, 
much better, general interdependence) analysis,” of which the work 
of Walras, equally imperishable, stands as a symbol that is at once 
countervailing and complementary. It would be entirely unfair to Pro- 
fessor Halm, in particular, to suggest that he nowhere evidences an 
awareness of the way in which each body of analysis is to be incor- 
porated into a generalized description of the “money economy” in 
terms of an interconnected system of money flows.” But it is not unfair 

"The implications of “partial equilibrium analysis,’ for example, are to be found in 
Professor Halm’s reference to the substance of the analysis represented by particular 
demand schedules” (pp. 5, 89), even if he does not explicitly use the term “demand 
schedules” or refer explicitly to their property of “elasticity” (the only explicit uses of the 


term “elasticity of demand” appear in a discussion of certain aspects of the concept of 
“neutral money” [p. 127, n. 12] and in a discussion of the elasticity of demand “for the 
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to suggest that the ordinary student will hardly derive from a perusal 
of the relevant passages a clear understanding of the precise way in 
which the tools of partial equilibrium analysis in particular—demand 
curves, supply and cost curves, elasticities of demand and supply— 
are to be related to that system of realized flows of money and of ob- 
jects sold for money of which, again, a “total transactions equation” of 
the Fisherine type is a final summary.” Yet the simple analytical de- 
vices required to establish this crucial relation are to be found, dra- 
matically enough, in the writings of Cournot and Walras—the two 
great symbols of “particular equilibrium” and “general interdepend- 
ence” analysis, respectively." This reviewer is prepared to insist, upon 





products of the paying country” as a factor involved in the international “transfer 
problem” [p. 151]), The implications of “partial equilibrium analysis” appear also in 
Professor Halm’s reference to supply and output curves (cf. especially pp. 85 f., where the 
term “supply curves” is explicitly used), even if, again, no explicit use is made of the 
term “elasticity of supply.” (The same comment applies to Professor Reed, who, how- 
ever, unlike Professor Halm, does not refer explicitly to “supply curves.” Cf., for example, 
p. 161 of Professor Reed’s text.) The implications of “general interdependence” analysis 
of the Walrasian type are to be found not only in references to the general phenomena 
of complementarity and substitution (Halm, p. 4; cf. also p. 4 of Professor Reed's 
text), but also, and much more importantly, in references to what amounts to the Wal- 
rasian picture of a “circular flow” (Halm, pp. 5 f.). 


* One of the reasons for such a student’s difficulties, it may be suggested, will probably 
be traceable to the fact that, despite Professor Halm’s simultaneous acceptance, com- 
mented upon above, of the importance of studying the price structure, and of the equation 
of exchange as an analytical tool, his exposition is hardly such as to make unequivocally 
Clear to the student that an adequate appreciation of the implications of “tke equation 
of exchange” requires an understanding of the relation of a “total transactions equation” 
to a “system of money flows”’—that is, to a system of “partial” stream equations. The 
nearest approach to a mention of these possibilities, indeed, is represented by Professor 
Halm’s use, on pp. 77 ff. (ef. also pp. 91 f.) of a “stream” equation of the “income” type, 
along with one of the “total transactions” type. Cf. especially, in this connection, p. 23 of 
Professor Halm’s book, where, having argued, quite correctly, that “it is only through 
many single price-making processes that the monetary factors can influence the economy,” 
he goes on to advance the misleading proposition that “the equation of exchange is 
incapable of expressing the changes in the structure of relative prices caused by monetary 
factors.” 

= The first of these analytical devices, found in both Cournot and Walras, establishes 
the relation between a particular demand (or supply) schedule and a realized act of 
money expenditure through expressions of the type D = pq = p F(p), in which D repre- 
sents the realized “effective [‘‘monetary”] demand” of “monetary” theory for a par- 
ticular commodity (cf. Halm, pp. 6 f., 19), and F(p) involves the concept of “market 
demand” (or “market supply’’) as it appears in the familiar demand (or supply) schedules 
of “general” economic theory: that is, as “the amount of any given good which buyers 
[or sellers] stand ready to purchase [or sell] at a particular price” (cf. Halm, pp. 5 and 
89). The second group of devices, the implications of which are likewise to be found in 
both Cournot and Walras, establishes the relation between these discrete acts of money 
expenditure and the flow of money expenditure in time. It is to be noted that Professor 
Halm, in repeating (p. 174) the familiar proposition that “prices, as explained in static 
economic theory, refer to a point of time,” repeats it, as do the authors he quotes, in a 
context (namely, that of the relation of interest theory to the general theory of prices) 
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the basis of his own experience, that these analytical devices can be 
taught to “ordinary” undergraduates at a frankly textbook level with 
rather greater ease than is likely to be the case with much of the 
material which Professor Halm has incorporated into his excellent text. 

To implied “criticism” of this kind (though the reviewer, in all 
sincerity, does not intend it to be regarded as “criticism,” which should 
ask first of all how well a given author has performed the particular 
task which he set himself), both Professor Halm and Professor Reed 
should have a ready answer: “If you think you can do a better job 
on the thing you want to do than we have done on the things we wanted 
to do, go ahead and try.” This would be not only a ready answer; it 
would also be a fair answer. Any colleagues of Professors Reed and 
Halm who choose to take up the challenge will find their work cut 
out for them. 


in which it is of very doubtful relevance in itself; whereas, like these other authors, 
Professor Halm makes no mention, at this point, of the relevance of the Walrasian 
concept of a “circular flow” for the establishment of the relation between (1) the discrete 
pricing situations dealt with by the weapons of “partial equilibrium” analysis, on the 
one hand, and, on the other, (2) both the concepts of realized interdependence im time 
and the further analytical weapons at our disposal (including so-called “period analysis”) 
for the tracing of time-processes in addition to those processes characteristic of a “system” 
“in equilibrium.” 


THE THEORY OF THE FIRM IN THE LAST TEN YEARS 


By KENNETH E. BOULDING 


It is probable that when future historians of economic thought look 
back over this century, the thirties will appear as an era of rapid de- 
velopment in economic theory. Not only has there been unusual activity 
in monetary theory, but extensive transformations have also been made 
in the basic theory of value. The outstanding publications in this field 
are, of course, Joan Robinsons Theory of Imperfect Competition and 
Chamberlin’s Tkeory of Monopolistic Competition, the first produced 
in Cambridge, England, and the second in Cambridge, Massachusetts. 
These volumes mark the explicit recognition of the theory of the firm 
as an integral division of economic analysis upon which rests the whole 
fabric of equilibrium theory. General equilibrium is nothing more than 
the problem of the interaction of individual economic organisms, under 
various conditions and assumptions; as a necessary preliminary to its 
solution, an adequate theory of the individual organism itself is neces- 
sary. This consists of two main parts: first, an account of the circum- 
stance, or environment, facing an economic organism, described in in- 
dividual demand curves, purchase curves, expectations, and so on, 
together with a “principle of maximization,” a criterion by which to 
judge the various possible actions of the organism in order to select the 
“best.” Second, from the principles discovered in the first part of the 
theory, a technique must be devised to describe the reactions of an or- 
ganism to changes in its environment: how, for instance, a ne in the 
demand for its product will affect its sales. 

The “Cambridge Theory”—if so we may describe the essentially - 
similar* doctrines of Mrs. Robinson and Professor Chamberlin—-made 
one important step forward in the techniques of analysis, ż.e., the use of 


Eprror’s Note: The author, formerly at Colgate University and the Institute for 
Advanced Studies, Princeton, is now professor of economics at Fisk University, Nash- 
ville. 

t Probably neither Mrs. Robinson nor Professor Chamberlin would agree that their 
doctrines are essentially similar: indeed, in regard to the theory of the “industry” and of 
general equilibrium there are significant divergences between them, In respect to their 
theory of the firm per se, however, there is little difference between them. Compare 
Kaldor, “Market Imperfection and Excess Capacity,” Economica (1935), p. 33: Joan 
Robinson, “What Is Perfect Competition?” Quart. Jour. of Econ. (1934-35), p. 104: 
E. H. Chamberlin, “Monopolistic or Imperfect Competition,” Quart. Jour. of Econ, (1936- 
37), p. 557. 
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the marginal revenue curve, and one very important advance in gen- 
erality in showing clearly that the theory of the firm under perfect com- 
petition was merely a special case of the theory of the firm under 
monopoly, worked out long before but without very fruitful techniques, 
by Cournot and Marshall. The Cambridge Theory has been of great 
importance in simplifying the exposition of economic theory, and it 
is in the field of elementary exposition that these doctrines have been 
of most value. Comparing the lucidity of Meyer’s Elements of Modern 
Economics, for instance, with any text published in the pre-marginal 
revenue era will illustrate the point. The student of today, if he is in- 
clined to crab at the geometry with which he is usually presented in his 
elementary course, should take a look at Marshall’s fearsome “nests of 
rectangular hyperbola” or at Cournot’s even more repulsive calculus, 
and thank his stars that he was not born ten years earlier. 

Nevertheless, for all the importance of this contribution, neither Pro- 
fessor Chamberlin nor Mrs. Robinson added very much to the theory 
of the firm itself, as outlined by Cournot or by Marshall in his chapter 
on monopoly. Cournot’s assumptions are unchanged: that the total cost 
and total revenue vary continuously with output, and that the “best” 
position of the firm is that in which the net revenue, the difference be- 
tween total revenue and total cost, is a maximum. The “marginal cost 
equals marginal revenue” condition, on the one hand, and the analogous 
“marginal value productivity equals price of factor” condition, on the 
other, are both merely convenient expressions of the maximization of 
net revenue. The firm is conceived either as an organism receiving a 
constant flow of revenue, and disbursing a constant flow of costs, or as 
an instantaneous enterprise conceived and liquidated within so short 
a period of time as to make the cost and revenue items virtually simul- 
taneous. 

The weakness of this Cambridge Theory was that it completely 
neglected the time element in enterprise, and consequently worked with 
a concept of the firm so far from reality that it cannot be considered 
more than a rough—though useful—first approximation. It was there- 
fore forced to abstract from an essential feature of enterprise—uncer- 
tainty; it made no contribution to capital theory, and it invariably 
broke down when any attempt was made to account for profits. Because 
of its lack of dynamic character, it also failed to give any satisfactory 
account of interfirm relationships, for instance, in duopoly, where 
anticipations form an essential part of the data and where the position 
of equilibrium is determined by thé path in time which is taken in 
reaching it. 

Most of the work of the past ten years has been directed toward 
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building up a more accurate picture of the nature and reactions of a 
firm, particularly expressed in explicit time relationships. We now con- 
ceive the firm not as'the recipient of a continuous flow of revenues and 
costs, but as an account, consisting of a large number of different input 
and output items, each with a specific date attached, and strung out 
in time like washing on a line. Under these circumstances we can no 
longer assume that the net revenue is to be maximized, for the entre- 
preneur might prefer a smaller net revenue that accrued earlier to a 
larger net revenue that accrued later.? The problem, “What does the 
entrepeneur maximize?” therefore, becomes an acute one. 

Most of the writers’ who have tackled this question assume that the 
entrepreneur wishes to maximize the discounted net revenue of his 
enterprise; i.¢., the difference between the present value of all future 
receipts and the present value of all future outlays. The discounting 
presumably is to be done for each period of time at that rate of interest 
which represents the alternative cost of employing capital in the occupa- 
tion in question; that is, at the rate which the entrepreneur could obtain 
in other investments. This assumption is implicit, of course, in Taussig’s 
Wages and Capital, as in any theory equating the price of a factor of 
production to its discounted marginal product. The conditions of 
maximization, corresponding to the “marginal cost equals marginal 
revenue” condition of the Cambridge Theory, are that for each variable 
the discounted marginal cost must be equal to the discounted marginal 
revenue. The “discounted marginal product” theory of wages is of 
course a special case of the above condition of maximization. It should 
be noticed that this refinement of the Cambridge Theory is not as 
revolutionary as might at first sight appear. Indeed, if we define mar- 
ginal cost to mean the increase in total cost which results from a unit 
change in output, and define total cost (as we must) to include interest 
and “normal profit” charges, the marginal cost is seen to be the same as 
the “compounded marginal outlays”; i.e., the sum of previous outlays, 
plus interest and profit accruals. If, then, the revenues are assumed to 
-occur at a single date, the Cambridge criterion and the “discounted net 
receipts” criterion give the same result. This is generally true if the 
time relationships of the various inputs and outputs are not variable, 
as in many instances is the case. If the time relationship between input 

*This fact would seem to vitiate Gerhard Tintner’s otherwise interesting article on 
“Monopoly Over Time” in Econometrica, Vol. 5 (1937), pp. 160-70. 


*H. Hotelling, “The Economics of Exhaustible Resources,” Jour. of Pol. Econ. (April, 
1931); Dr. J. R. Hicks, in “Wages and Interest, the Dynamic Problem,” Econ. Jour. 
(Sept., 1935); also in Value and Capital (Oxford, 1939); A. G. Hart, “Anticipations, 
Business Planning, and the Cycle,” Quart. Jour. of Econ. (Feb., 1937); P. A. Samuelson, 
“Some Aspects of the Pure Theory of Capital,” Quart. Jour. of Econ, (Aug., 1937). 
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and output is a variable of the problem, as, for instance, in the classic 
` example of the maturing of wines or of the growth of trees, the Cam- 
bridge Theory breaks down. 

Another suggestion in regard to the maximization problem I made 
myself:* that the entrepreneur should maximize the internal rate of 
return on his investment, or the “rate of profit” which the investment 
actually earns. This gives the same criterion of maximization as the 
“discounted net receipts” formula, with the exception that the rate of 
interest used in discounting in the first case is the “internal” rate and 
in the second is the “alternative” rate, or rather scheme of rates, which 
is regarded as normal. If the economic rent of an enterprise is included 
as one of its outlays, then even this distinction disappears, for if we dis- 
count (or compound) any series of net receipts including economic 
rent at a rate equal to the “alternative rate,” the result is the same 
as if we had discounted (or compounded) the same series—not includ- 
ing economic rent—at the internal rate. The criterion of maximizing 
the internal rate of return is thus seen to be a special case of the “‘dis- 
counted net receipts” criterion. 

The “discounted net receipts” criterion in its turn has not proved 
altogether satisfactory; for, although it takes into account the time rela- 
tions of inputs and outputs, it abstracts from the most essential feature 
of enterprise—its uncertainty. Every decision must be made in the ex- 
pectation of certain future events, and the expectations, by the very 
fact that they refer to the future, are uncertain. The problem of relating 
this uncertainty to the conduct of enterprise is therefore a major one. 
Indeed, in general theory, “profit” is usually regarded as the reward of 
“risk-bearing’’—-or rather, to use Professor Knight’s more exact term, 
“uncertainty-bearing,” an uncertainty being an uninsurable risk, and 
a necessary and characteristic feature of all enterprise. 

One method of surmounting this difficulty is to express an expected 
future magnitude—receipt or expense—not as a single figure but as a 
probability distribution, showing the probability of each of a series of 
possible magnitudes for the variable in question. Thus a manufacturer 
may think that there is a 50 per cent chance of his receipts next month 
being $10,000, a 20 per cent chance of their being either $9,000 or 
$11,000, a 4 per cent chance of their being $8,000, or $12,000, and so 
on. This method of expressing the probability of future magnitudes has 
been used by many authors: Irving Fisher used it as far back as 1906.° 
and it has entered into almost all discussions of the topic in the past 
ten years. As a first approximation, the “expected value” of the variable 

tK. E. Boulding, “The Theory of a Single Investment,” Quart. Jour. of Econ., Vol. 49, 
pp. 475-94. 

ë Irving Fisher, Capital and Interest, Appendix to chap. XVI. 
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in question, i.e., the average of all possible values, each weighted by 
its probability, may be substituted for the probability distribution, and 
then treated as if it had 100 per cent probability, thus eliminating un- 
certainty altogether. This procedure, however, is dangerous, for, in 
effect, it abstracts once more from the fact that differing degrees of un- 
certainty may involve various choices, and consequently may draw 
attention away from the most essential questions posed by the existence 
of uncertainty. Professors Marschak and Makower, in their remarkably 
interesting article on “Assets, Prices, and Monetary Theory,’ offer a 
suggestion that there are at least three aspects of the probability dis- 
tribution of a net receipts item to take into account: lucrativity, ex- 
pressed by the expected value of the item; safety, measured by the 
smallness of the dispersion of the probability distribution; and asym- 
metry, measured by the skewness of the distribution, important in the 
case of “long odds enthusiasts” who are more eager to take a small 
chance of a large gain rather than a mathematically equivalent: large 
chance of a small gain. These authors suggest also that uncertainty 
equivalents may be expressed by a process analogous to discounting; 
that is to say, we should be able to set up a system of preferences of any 
individual, expressing the equivalence, in terms of “utility” or indiffer- 
ence, of various sums of various dates, degrees of safety, skewness, etc. 
The process of discounting in the ordinary sense is that of equating 
in “value” different sums because of their difference of time position. 
In other words, if the rate of interest is 5 per cent per annum, we say 
that $100 now is equivalent to $105 in one year’s time, because if an 
individual can earn 5 per cent per annum on his money he does not care 
whether he has $100 now or $105 next year, provided that his demands 
do not alter and that the sums in question are absolutely certain. If, 
however, the sums are not certain, we can still say of a given individual 
that he does not care whether he has $100 now or, say, the prob- 
ability of getting various sums next year, the probability distribution 
having a known expected value, dispersion, and skewness. The $100 this 
year is then the “discounted equivalent” of the whole probability dis- 
tribution of next year. 

An apparent difficulty ‘of this line of analysis is that it takes away 
the objectivity of the discounting process. As long as we regard the 
external rate of interest as the controlling factor in the discounting 
process, it appears to be quite mechanical and objective. If we include 
the elements of time and uncertainty preference immediately there is 
a different rate of discounting for each individual, and the objective 
rate of interest disappears. This, however, is a marked step toward 
_ reality; for “the rate of interest” that figures so largely in economic 


°H. Makower and J. Marshak, Economica (1938), pp. 261-88. . 
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discussion is an illusion created by the fact that some future events— 
é.g., the payment of obligations under a government bond—are so prob- 
able that we regard them as absolutely certain. Consequently, the price 
of these obligations in the market “determines” a rate of interest which 
is as objective as the fulfilment of the obligations is certain. But in 
strict theory we must recognize that all future events are uncertain— 
i.e., have less than 100 per cent probability—and that consequently 
what is determined in the capital market is not a rate of interest, but the 
price, or present value, of more or less uncertain future payments. The 
rate of interest to which each price corresponds is a purely subjective 
matter, depending on the expectations and on the preferences of the 
individual concerned. Indeed, these expectations involve preferences 
so complex that we will probably have to abandon the simple concept 
of interest as a “rate of time transference,” and recognize it for the 
multidimensional complex that it is. 

Mr. Kalecki has developed an interesting special case of these general 
principles in his “Principle of Increasing Risk.”” He points out that one 
of the limitations preventing the indefinite expansion of an enterprise, 
even under conditions where there are no other limiting conditions, 
such as imperfect markets or decreasing returns, is the decline in the 
proportion of the total investment represented by the entrepreneur’s 
own capital, and the corresponding increase in the proportion of bor- 
rowed capital. The smaller the proportion of the total investment 
represented by the entrepreneur’s equity, the greater will be the pro- 
portionate loss of that equity for a given proportionate loss of the total 
investment. Thus, if the total investment is $1,000,000, of which 
$500,000 is the entrepreneur’s equity and $500,000 is borrowed, a 10 
per cent loss of the total investment represents a 20 per cent loss in the 
entrepreneur’s equity. If, however, the entrepreneur’s equity in this case 
were only $100,000, a 10 per cent loss on the total investment would 
wipe out the entrepreneur’s equity completely. Consequently, the more 
an enterpreneur borrows in order to expand his business, the greater 
the risk of loss of his own capital, or the greater the dispersion of the 
probability distributions of the expected receipts from the entre- 
preneur’s own capital. An entrepreneur will cease to expand at the 
point where he reckons the gain in “lucrativity” to be just balanced by. 
the loss in “safety,” to use the language of Marschak and Makower. 

Another interesting approach in the direction of quantifying these 
relationships is that of Mr. R. H. Coase, who develops an idea of 
Pareto in showing the most preferred point graphically by means of 
indifference curves relating income and probability, the assumption 


TM. Kalecki, Essays in the Theory of Economic Fluctuations, pp. 95-106. 
ER. H. Coase, “Some Notes on Monopoly Price,’ Rev. of Econ. Stud., Vol. 5, p. 17. 


1942] BOULDING: THE THEORY OF THE FIRM 797 


being that an entrepreneur will not care whether he has a large income 


‘of low probability or a small income of high probability. This approach ~ 
by means of indifference curves is worthy of more attention; Mr. ` 


Coase does not solve all the problems he raises, and he seems to have 
the probability curves drawn rather inaccurately, but the idea is a most 
‘valuable one and may prove useful in future developments. It has the 
great merit that it assimilates the theory of the firm still more closely 
to the theory of the consumer, recognizing that the conduct of enter- 
prise and the conduct of consumption are merely cases of one general 
principle of choice. 

For all these fruitful suggestions, it cannot be said that this chapter 
in the development of economic thought is closed. Not only do we 
wait for a method of analysis, perhaps a graphical device like the 
marginal revenue curve, which will free the theory of uncertainty from 
its present formality and enable us to reach more conclusions than now 
seems possible; we also need much more work on the nature of un- 
certainty and of profit. It can be argued that all argument in terms of 
probability distributions is concerned only with risk, in Professor 
Knight’s terminology, and not with uncertainty at all. If we know the 
probability of a future event we can insure against it, and hence 
eliminate the risk altogether. An event is not uncertain unless we know 
that it does not have 100 per cent probability of occurrence, and we do 
not know the actual probability of occurrence. Thus, there are three 
degrees of knowledge: certainty, which is 100 per cent probability: risk, 
which is a known probability; and uncertainty, which is an unknown . 
probability. Enterprise concerns itself largely with the last of these 
three, and the theory of probability does not seem to have been ex- 
-tended to this case. 

The uncertain position of the theory of uncertainty is reflected in 
the equally unsatisfactory nature of the theory of profits. This lies 
rather beyond the scope of the theory of the firm, but we may notice 
that the part played by profits in the various forms of competition is 
still much open to doubt. One of the most attractive conclusions of the 
theory of monopolistic competition (to be attributed principally to 
Chamberlin) is that the end result of monopolistic competition is not to 
permit profits above normal, but to make the number of firms in an 
industry larger than would be the case under perfect competition. The 
monopolistic element works itself out not in permitting higher profits 
to the marginal firm, but in permitting more firms to make at least 
normal profits. This conclusion has been attacked by Mr. Kaldor’ 
and Mr. Trifin,” both of whom really wish to abolish the concept of an 

°M. N. Kaldor, “Market Imperfection and Excess Capacity,” Economica (1935), p. 33. 


® Robert Trifin, Monepolistic Competition and General Equilibrium Theory (Harvard, 
1940). 
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“industry” altogether on the grounds that it is impossible to fix bound- 
aries between one industry and another. Hence, the concept of a 
“marginal firm” also seems to disappear, except in perfect competition, 
the profits of each firm being determined with reference to the possi- 
bility of producing substitutes for its product. But this means virtually 
the abandonment of the theory of imperfect. competition. We seem 
almost to be back at Marshall again, with a fairly clear theory of 
monopoly, a fairly clear theory of perfect competition, and a twilit 
region in between where our theory gives us few clear conclusions, and 
where, unfortunately, most of the economic world resides. All this dis- 
cussion reflects the generally unsatisfactory state of the theory of 
profits: even an authority like Professor Hicks finds it an easily ex- 
haustible mine of useful results.” 

In connection with the theory of uncertainty the study of Dr. Albert 
G. Hart’ deserves particular mention, as constituting perhaps the most 
exhaustive study to date of these aspects of the theory of the film. Dr. 
Hart lays particular stress on the phenomenon of capital ratzoning—a 
limiting factor in the expansion of an enterprise of great importance 
in present circumstances. He also points out the importance of “‘flexi- 
bility” of plan, that is, the element in present decisions which permits 
of future adjustments. For “flexibility” of assets a firm may sacrifice 
lucrativity up to a certain point. 

The theory of the reactions of a firm naturally lags behind the theory 
of the principles which govern a firm. Nevertheless, there have been 
some important contributions in recent years, mostly in the direction 
of a more realistic account of the variables with which a firm is likely 
to be concerned and of the functional relationships between these 
variables. 

Progress has been made, for instance, in the description of the pro- 
duction function, which expresses the necessary relationships between 
quantities of input and output. The graphic representation of the pro- 
duction function as a three-dimensional surface, relating the quantities 
of two inputs and one output, has been valuable in clarifying the nature 
of input-output relationships. Especially valuable has been the use of 
contour-lines of this three-dimensional figure or “isoquants,” showing 
on a plane graph whose axes represent quantities of two inputs those 
combinations of input-quantities which yield a given output. The “‘Iso- 
quants” are at the same time “revenue contours,” for any two combina- 
tions of inputs which yield the same output will also yield the same 


“y, S. Hicks, “The Theory of Uncertainty and Profit,” Economica (May, 1931), p. 
170-89. 

24. G. Hart, “Anticipations, Uncertainty, and Dynamic Planning,” Jour. of Bus., 
Univ. Chicago, spec. suppl. 
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revenue. On the same figure “cost contours” or “isocosts” can be drawn, 
showing these combinations of inputs involving the same total expense. 
The point at which an isoquant is touched by a cost contour represents 
a “least cost combination” of inputs, or the cheapest way of producing 
the output given by the isoquant. The locus of all such points has been 
called the “expansion path” by Carlson, following Frisch. 

. The effect of a change in price of one input can easily be analyzed 
by the above tools. If the price of Input A rises, while that of Input B 
‘remains the same, the result is to steepen the isocost lines, making 
them more nearly parallel to the B axis, as a larger amount of B is 
now equal in total cost to a unit of A. The expansion path is therefore 
shifted toward the B axis, and the cheaper B is substituted for the 
more expensive A. This is known as the “substitution effect.” There 
is also a “scale effect”—a contraction in scale necessitated because the 
. rise in the price of input has raised the marginal cost at each output. 
At the old optimum output the marginal cost is now greater than the 
marginal revenue. When the price of Input A rises, the substitution 
effect operates to reduce the purchase of A and increases that of B. 
The scale effect operates to reduce purchases of both inputs. If the 
scale effect is great enough it may counterbalance the substitution effect 
in the case of B and cause a net decline in the purchase of B, even 
though relative to A its price has risen. 

This type of analysis is exactly analogous to the analysis of the re- 
actions of a consumer by means of indifference curves. Indeed, a con- 
sumer is merely a “firm” whose product is “utility.” The indifference 
curves are analogous to the isoquants, or product contours, the only 
difference being that they cannot be assigned definite quantities of 
utility. The utility surface, whose contours form the system of indif- 
ference curves, is a “mountain” whose shape we theoretically know, but 
whose height at any point probably cannot be known; by contrast, we 
can assume that both shape and height of the production surface are 
known. The “substitution effect” and the “scale effect” are likewise 
known in consumption theory, where the scale effect is usually called 
the “income effect.” Thus, a rise in the price of a single object of con- 
sumption will have a substitution effect tending to reduce the consump- . 
tion of that object as cheaper alternatives are substituted for it. There 
will also be an “income effect” tending to reduce all consumption, as 
the higher price makes the consumer poorer. The effect of a given rise 
in price, therefore—z.e., the elasticity of demand—depends first on the 
substitutability of the commodity concerned, and, secondly, on its 
importance in the total expenditure. This is true either of a consump- 
tion good or of a factor of production. 

This unified theory of production and consumption is itself the prod- 
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` uct of many hands. It was first developed in the theory of consumption: 

the concept of indifference curves goes back to Pareto, the analysis 
in terms of substitution and income effects was made, though in a 
highly mathematical form, by Slutsky,** and interpreted by Hicks 
and Allen” in a celebrated article. The applications to the theory of 
production may be traced back as far as Wicksell, and to Wicksteed, 
who drew attention to the essential symmetry of the classical law of | 
diminishing returns. The use of isoquants to describe the production 
function did not develop to any great extent until the thirties. Frisch*® 
Schneider,” and Hicks** make use of them. Carlson”? uses them exten- 
sively, and in my Economic Analysis* I have extended this type of 
analysis to cover even the theory of selling cost, relegating the once 
predominant theory of consumption to its place as a special case of the 
general theory of an economic organism. 

It is not difficult to extend this type of analysis to cover the case 
of joint products (cf. Carlson”). What is more important, it can be 
extended to cover the case of an enterprise in time. The great defect 
of the Cambridge Theory was that it took no account of the position of 
inputs and outputs in fame. With the aid of the “substitution effect” and 
“income effect” concepts this difficult problem can be tackled. It is 
merely necessary to assume that time position, as well as kind or 
quality, separates one factor from another. Thus, “this week’s labor” 
is a different factor from “next week’s labor.” Once this is recognized, 
the effects of expectations can be analyzed. Thus, suppose that an 
entrepreneur expects that labor will be cheaper next year. This expecta- 
tion will have two general effects: first, next year’s labor will be sub- 
stituted in some degree, not only for other factors of next year, but also- 
for this year’s labor: i.e., the purchase of labor will be postponed. Sec- 
ondly, there may be a scale effect—in this case a general increase in scale 
—which will further tend to expand the purchases of next year’s labor. 
In regard to the purchases of this year’s labor, however, the substitution 
and the scale effects would be in opposite directions, the substitution 


3V, Pareto, Manuale di Economia Politica, cap. ITI, sect. 54. 


"E. Slutsky, “Sulla teoria del bilancio del consumatore,” Giornale di Economisti (July, 
1915). 


37, R. Hicks and R. D. G. Allen, “A Reconsideration of the Theory of Value,” Economica 
(1934). 


R, Frisch, “Tekniske og Økonomiske Producktivitetlover” (mimeograph lectures, Oslo 
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"TE. Schneider, Theorie der Produktion (1934), p. 4. 

8 7, R. Hicks, Value and Capital (1939), p. 91. 
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effect tending to diminish, the scale effect tending to augment the pur- 
chases. The net effect will depend on their relative magnitudes: if next 
year’s labor can easily be substituted for this year’s labor, that is, if the 
purchase of labor can easily be postponed, the result of an anticipated 
fall in wages will probably be a decline in present employment. If, 
however, this year’s and next year’s labor are not easily substitutable, 
and if the scale effect is considerable, the expansion of scale may begin 
this year and the expectation of a fall in wages will cause a rise in this 
year’s employment.” 

Closely related to the theory of the individual firm is the theory of 
duopoly, or oligopoly—+.e., the theory of the interactions of two or more 
firms operating under the condition that each firm in drawing up its own 
policy considers in some way the reactions of other firms, and the con- 
sequent repercussions on itself of any policy it may pursue. The theory 
resolves itself into a comparative study of the results obtained when 
various assumptions are made regarding the expectations of the two 
firms and the nature of the repercussions. The theory in one form is as 
old as Cournot; Chamberlin?” and Stackelberg’** have given more gen- 
eral treatments. No very far-reaching developments seem to have been 
made in this part of theory in the last few years, though the work of 
Smithies and Savage” is worth mention as providing a dynamic ap- 
proach in terms of the path to equilibrium. The problem has so many 
degrees of freedom that it is not easily tackled with existing tools. 

In sum, we see that considerable advance has been made in the 
past few years toward a more realistic and fruitful theory of the firm. 
Nevertheless, much remains to be done. The picture of the firm on 
which much of our analysis is built is crude in the extreme, and in 
spite of recent refinements there remains a vast gap between the elegant 
curves of the economist and the daily problems of a flesh-and-blood 
executive. Economics describes as a science what business practices as 
an art, and much of the theory of the firm is an attempt to describe ex- 
plicitly principles which a business man follows unconsciously. But 
economists have undoubtedly neglected the most difficult problem of 
business: how to make judgments when essential data are missing. 
The theoretical economist blithely assumes that anything that ought to 
be known can be known. Cost and revenue curves are data which must 
be known if profits are to be accurately maximized: ergo, says the 
economist, as profits are to be maximized we must assume cost and 


2 Carlson, op. cit., chap. 6; and Hicks, of. cit., chap. 15. 
“E. H. Chamberlin, The Theory of Monopolistic Competition, chap. 3. 
“H. von Stackelberg, Marktform und Gleichgewicht (Wien, 1934). 
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revenue cutves to be known, although somewhat vaguely. Recently, 
however, the disturbing notion has been gaining ground that, as the 
business man cannot know the data on which to maximize profits, the 
very principle of maximizing profits is a false one. Hicks has suggested 
that a quiet life may be the most desired fruit of monopoly, and a good 
deal of evidence is accumulating to show that except in times of ab- 
normal instability many, if not most business men, are content to follow 
rules of thumb in their price and sales policy, without bothering too 
much about whether a little adjustment here or there would not yield 
them a larger profit. Thus the studies of the Oxford economists” re- 
vealed the fact that many firms fix prices according to a more or less 
conventional “full cost” figure (average total cost, including profit) 
and are very loathe to change prices to meet changed conditions. In 
part, as R. L. Hall and C. J. Hitch?’ have shown, this behavior may not 
be inconsistent with a policy of maximizing profits, particularly in 
oliogopolistic conditions where there may be discontinuities in the 
firm’s individual demand curve. It may also in part be due to a strong 
tendency for people untrained in functional thinking to regard the 
“cost of production” as something absolute and constant, a tendency 
which is sometimes expressed in legislative attempts to “fix prices ac- 
cording to cost of production.” 

It is probable that we are entering on a period when the main con- 
tributions to the theory of the firm will spring out of econometric in- 
vestigations. The studies already made on statistical cost curves” have 
borne some fruit. Nevertheless, a great deal remains to be done in the 
investigation of actual decisions made by business men and their rela- 
tion to the environment which surrounds these decisions. It is surprising 
that more has not been done on these lines in this country, where the 
art of asking pertinent and impertinent questions has perhaps developed 
most fully. The Oxford inquiry, for all the interest of its results, shows 
marks of the gentleman-amateur. One would like to see one of our 
high-powered fact-factories, armed with modern statistical equipment, 
a staff of inquisitive ex-social workers, and a grain or two of common 
sense, set off in pursuit of the elusive policy-maker and track down the 
minutest detail of his thoughts and actions. The results might be sur- 
prising, and might necessitate the recasting of a good deal of our 
analytical machinery. 


* Oxford Economic Papers: Oct., 1938; May, 1939; and Feb., 1940. 7 
“R. J. Hall and C. J. Hitch, “Price Theory and Business Behaviour,” Oxford Economic 
Papers, May, 1939, p. 12. 
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THE EXCHANGE EQUALIZATION ACCOUNT OF GREAT 
BRITAIN, 1932-1939: EXCHANGE OPERATIONS 


By LowELL M. PUMPHREY 


This article attempts to bring out certain salient facts about the 
experience of the Exchange Equalization Account of Great Britain.’ 
The account was the first of six major stabilization funds that operated 
in Great Britain, the United States, Belgium, France, the Netherlands, 
and Switzerland during the years immediately preceding the outbreak 
of the present war. 

In their brief era, the funds enjoyed the distinction of arousing the 
intense curiosity of financial and economic circles throughout the world 
by reason of the secrecy that shrouded all their operations. They were, 
however, among the first casualties of the war. With their transforma- 
tion into historical phenomena, interest in the funds has rapidly de- 
clined. The secrecy with which the funds were operated now threatens 
to thrust into obscurity the lessons they should have for students of 
monetary management. The following examination of the policies 
and techniques of the most active and long-lived of the funds is under- 
taken in the hope that it will throw light on the more significant implica- 
tions of the stabilization fund mechanism for the theory and practice 
of monetary management. 

The British account officially began operations on June 24, 1932, 
and continued to function as a stabilization fund proper until Septem- 
ber 4, 1939, when the wartime exchange control came into effect. 
Mr. Neville Chamberlain, then Chancellor of the Exchequer, stated 
in 1933 that the aims of the account were to “smooth out the varia- 
tions in exchange caused by three sets of phenomena: (1) the seasonal 
fluctuations; (2) the operations of speculators, which increase those 
seasonal fluctuations, and other fluctuations, too; and (3) this special 
flight of capital from other countries for the sake of finding a safer 
place to stop for a time.” This statement corresponds to the generally 
accepted view of the purpose of the stabilization fund mechanism. 
A study of the policies of the account, therefore, calls for an evalua- 

Epitor’s Note: Before joining the Army in November, 1941, the author was with the 
Federal Reserve Bank of New York. 
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tion of the validity of Mr. Chamberlain’s statement as a realistic 
summation of the aims of the account. 

Establishment of the Account. After Britain left the gold standard 
on September 21, 1931, the exchange value of sterling first declined 
sharply, then staged a partial recovery during the first three months 
of 1932 under the pressure of world-wide speculative purchases of 
sterling. In April, 1932, the British treasury, fearful that this specula- 
tive pressure would drive the sterling price of gold back to its pre- 
September, 1931, parity, decided that a new monetary device was 
required to halt the further appreciation of the foreign exchange value 
of sterling. Accordingly, the Finance act of 1932 included a provision 
for the establishment of an Exchange Equalization Account, under the 
direct control of the British treasury. This account was granted the 
power to issue up to approximately 167 million pounds of treasury 
bills, to be used in the purchase of gold and foreign exchange. 

The establishment, in June, 1932, of the account with its statutory 
right of intervention on a large scale in the London exchange market 
meant that the British treasury received broad and indefinite powers 
over the external value of sterling. Despite the fact that the treasury 
severely restricted the freedom of the London financial market and 
achieved large measure of control over interest rates in the following 
years, it refrained until the very outbreak of the present war from inter- 
fering with spot exchange, gold, and commodity transfers, and thus 
deliberately refused to take the steps that would have meant the 
introduction of a de facto system of exchange control in Great Britain. 

Since the Exchange Equalization Account remained throughout its 
existence a non-exchange-control device, one cannot rule out on a priori 
grounds the possibility that the treasury officials in charge of the 
account sincerely attempted to follow the equilibrium policy attributed 
to them by Mr. Chamberlain. As a corollary of the above, it is clearly 
necessary to study the actual operations of the account in order to 
arrive at any independent judgments about the policies of the account. 

Methods of Operations of the Account. The account operated in three 
media: the London exchange, gold, and money markets. Its operations 
were carried out by a technical staff at the Bank of England, which 
acted as agent for the account.’ The staff at the bank, operating under 
the instructions of the treasury officials, devised elaborate techniques 
for intervening in the London exchange market under an appropriate 
cloak of secrecy. At times they chose to operate under as complete 
secrecy as they could achieve, whereas on other occasions they de- 

3 Throughout its existence the account was identified with the bank, in the minds of 


men in the City, and the prestige of the bank in financial circles was thus attached to 
the account from the beginning. 
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liberately operated in full view of the market.* The account’s gold 
operations arose directly out of its exchange operations. The managers 
of the account frequently found it necessary to intervene directly, by 
supplying or offering gold through the regular bullion agent of the 
bank in the London gold market in order to keep the sterling price 
of gold in line with the foreign exchange value of sterling.’ These 
gold operations, however, being variants of the account’s exchange 
operations, have no separate policy implications. The account’s treas- 
ury bill operations were carried out along with the regular open market 
treasury bill operations of the bank. In theory these operations should 
have been straightforward, with automatic sales and purchases of 
treasury bills as counterparts to the account’s purchases and sales of 
foreign exchange.° In practice, however, the account had to resort to 
complex interdepartmental transfers of “tap” bills in order to prevent 
the weekly variations in the volume of the “tender,” 2.e., open-market, 
issue of treasury bills from serving as an automatic index to the volume 
of the account’s exchange operations.” 


*When the account wanted to conceal the fact that it was operating in the exchanges, 
it would make use of a number of banks, placing selling orders for exchange through 
one set of banks and placing buying orders for a greater or lesser amount of exchange, at 
the same time or later, through another group of banks. 

In the normal course of its exchange operations, however, the account was chiefly in- 
terested in keeping the exchange market from being aware of the extent, as contrasted 
with the fact, of intervention. In these cases, the account relied on one or more of the great 
joint-stock banks, acting under its instructions, to carry out the requisite sales or purchases 
of foreign exchanges. Although the London exchange dealers and brokers developed an 
unusual capacity for sensing when the account was operating through the joint-stock banks, 
the market was in no position to estimate the volume of official operations undertaken 
by the banks. 

When the account wanted the entire exchange market to be aware that it was actively 
and vigorously dealing in the exchanges, it would place orders to buy (or sell) foreign 
exchange with various exchange brokers in the city. The brokers would immediately 
communicate with all the exchange dealers and inform them that the “Control” (the collo- 
quial name for the account) was offering (or buying), e.g., dollars at 4.92. (The account 
never bought or sold foreign exchange in its own name; instead, it used the name of the 
Bank of England. The market, of course, was aware that the account was the principal 
in the transactions.) 


"In its later years, the account frequently utilized the London gold market as an in- 
direct means of supplying dollar exchange. It would fix the sterling price of gold at a level 
at which it was profitable for certain bullion arbitrage firms to purchase the gold and 
ship it to New York. These firms sold dollar exchange against their gold shipments. 


° An examination of the money market operations of the account is beyond the scope 
of this article because these operations, although highly significant from the point of view 
of monetary theory, were the automatic by-products of, and without policy implications 
for, the exchange operations of the account. 


“A number of estimates of the gold holdings of the Exchange Equalization Account, 
based on studies of the variations in the tender and tap issue of treasury bills and the 
funding operations of the treasury during the 1932-1939 period, have been prepared. The 
best of the estimates in print are those of Mr. F. W. Paish, in Economica (1935, 1936, 1937, 
and 1939). Unfortunately, the figures on the variations in the gold holdings of the account, 
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A close study of the technique of operations of the account at given 
periods and the current market reactions to those operations affords 
the best available clues as to the probable short-run aims of the 
account.’ Since the authorities in charge of the British account chose 
to conceal their long-run aims, the student has to base his interpreta- 
tion of those aims largely on the evidence that exists about the short- 
run policies of the account. In the following pages, such an attempt to 
find a common denominator of policy for the succession of day-to-day 
decisions of the account is made. 

The Long-Run Exchange Policy of the Account. Fortunately, the prob- 


so carefully worked out by Mr. Paish and others, are of little usefulness as indicators 
of the exchange policy of the account. In the absence of a straightforward official ex- 
planation of the purpose of given exchange operations of the account, the student requires 
an extremely detailed volume of indirect evidence to be able to draw conclusions regarding 
the probable purposes of those operations. Since he is concerned with the purpose of the 
account’s intervention at given periods, what he really needs to know is the volume of 
foreign exchange bought or sold and the price at which the transactions are carried out. 
In addition, he needs to have some general idea as to the market demand situation at the 
time of the specific operations under consideration. A sale, for example, of 5 million 
` dollars by the account on a quiet exchange market had far more effect than a sale of many 
times that amount on an extremely active market. 

No matter how accurate the estimates of variations in the gold holdings of the account 
are over a given period, the figures are without real significance unless one knows the 
sterling rate at which the gold had been acquired or sold by the account. Generally, dur- 
ing the 1932-1939 period, an accumulation of gold by the account over a considerable 
period merely reflected the fact that an inflow of capital balances into London was taking 
place. So long as the account acquired this gold at stable sterling prices, its operations 
could hardly be deemed to represent an attempt to depreciate sterling. Similarly, the im- 
portant periods of gold outflow from England largely reflected a shift of short-term 
balances from London to New York. To the extent that the account supplied the gold 
counterpart at relatively fixed sterling prices, it was not “supporting” so much as main- 
taining stable the exchange value of sterling. 

In other words, more enlightening evidence as to the actual policy of the account is 
given by a study of the sterling price of gold over the 1932-1939 period, że., the price 
at which the account was willing to buy or sell gold, than by a study of the variations in 
its gold holdings. 

e This fact was well understood by the most astute operators, speculative and otherwise, 
in the principal exchange markets. They followed the operations of the account very 
closely in order to obtain an insight into the outlook of the account toward given market 
situations. Their success in anticipating the actions of the account is a matter of general 
knowledge in the world’s exchange markets. The operators knew, for example, that when 
the account adopted a strict peg it was determined to prevent the pound from depreciating. 
On the other hand, when it was reluctant to lose gold in supporting sterling exchange at 
a given level, its cautious operations encouraged the speculators to take advantage of the 
situation by offering large amounts of sterling exchange on the market and thus frightening 
the account into allowing the sterling rate to depreciate. The bear speculators, in other 
words, were often able to determine the level at which the account “chose” to support 
sterling. The account consistently refused to undertake the only type of exchange operations 
that would effectively deal with bear speculation, viz., major bear squeezes. Thus, the 
student, like the market operator, can generally gain an insight into the attitude of the 
managers of the account by following closely the type of exchange operations used by 
the account at crucial periods. 


1942] PUMPHREY: THE EXCHANGE EQUALIZATION ACCOUNT 807 


lem of interpreting the long-run exchange policy of the account is 
simplified by the fact that it had only three basic alternatives from 
which to choose. These were: 


1. An “equilibrium policy” of attempting to iron out disturbing 
short-run fluctuations of sterling exchange without interfering with 
long-run equilibrium adjustments. 


2. A policy of utilizing the account as a means of deliberate de- 
preciation of the exchange value of sterling as far as possible without 
arousing foreign retaliation. 


3. A policy of refraining from exchange operations that ran the risk 
of provoking hostile international reactions and of basing major policy 
decisions largely on considerations of practical expediency.° 


The facts of the 1932-1939 experience furnish a clear basis for re- 
jecting the second alternative as a realistic interpretation of the ac- 
count’s exchange policy. Thus, the dollar-sterling rate rose from 3.60 
in June, 1932, to 4.68 in August, 1939. Over the greater part of the 
1932-1939 period the dollar-sterling rate was above the pre-September, 
1931, gold parity. Similarly, the franc-sterling rate rose from 92 francs 
to the pound in June, 1932, to 186 francs to the pound in August, 
1939, This appreciation of sterling in terms of the two most important 
foreign currencies indicates that the account did ot attempt sys- 
tematically to depreciate the foreign exchange value of sterling. 

Our problem, therefore, is to determine whether the account followed 
an equilibrium exchange policy or a policy of practical expediency. 
This problem is simplified by the fact that, throughout its existence, 
the account’s exchange policy was decided largely with reference to the 
doilar, z.e., the most important foreign currency. The gold value of 
the dollar was stable between June, 1932, and February, 1933, and 
again from January, 1934, until the end of the existence of the ac- 
count. This meant that once the account decided on a dollar-sterling 
rate, the rate of exchange between sterling and other foreign cur- 
rencies was beyond its influence. The account allowed its judgment as 
to the proper level of dollar-sterling exchange to be influenced only 
slightly by considerations of the effects of the dollar-sterling rate on 
other currencies.”° 

Since the account’s exchange policy was in such large measure a 
dollar policy, our problem becomes that of determining whether the 
. managers of the account attempted to follow a policy based on the 


°” The assumption that the account had no long-run exchange policy and operated always 
on the spur of the moment can be viewed as a variant of this third alternative. 

“At certain periods, the account apparently allowed the-French franc situation to in- 
fluence its operations somewhat but it had to disregard the minor currencies. 
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principle of maintaining equilibrium between sterling and the dollar 
or whether they were content with following a policy of practical 
expediency, i.¢., basing their decision as to appropriate rates of ex- 
change between the two currencies largely on their judgments as to the 
probability of given adjustments provoking retaliation by the American 
monetary authorities. 

The failure of the account to achieve an equilibrium policy is re- 
flected in the divergent course of dollar-sterling exchange and Anglo- 
American wholesale prices over the 1932-1939 period. The most 
marked divergence occurred in 1933, when the dollar-sterling rate rose 
over 50 per cent during the course of the year, whereas the ratio of 
American to British wholesale prices remained relatively unchanged. 
Between January, 1934, and August, 1936, both the dollar-sterling 
rate and the ratio of American to British wholesale prices were fairly 
stable. During this period, therefore, it is theoretically conceivable 
that the managers of the account attempted to follow a strict equili- 
brium policy. In the last six months of 1937, however, a development 
occurred which points to the conclusion that the account was definitely 
not attempting to follow an equilibrium policy. Despite the fact that 
the American wholesale price level declined relative to the British 
level during those months, the dollar-sterling rate rose slightly. Since 
the dollar price of gold was fixed, the account could have caused the 
dollar-sterling rate to fall (as it would have done if it had been follow- 
ing a strict equilibrium policy) simply by raising the sterling price 
of gold. 

The evidence, therefore, suggests that the account did not attempt 
unsuccessfully to pursue a strict equilibrium policy, but rather was con- 
tent to follow a less rigid policy. The operations of the account acquire a 
clear-cut rationale if interpreted as having been basically influenced 
over the greater part of the 1932-1939 period by the unwillingness of 
the British treasury officials in charge of the account to carry their 
dollar-sterling operations to the point where they would run into open 
conflict with the American treasury. They seem to have believed that 
the preservation of friendly relations with the American authorities 
would yield more dividends in the long run than would the pursuit 
of an inflexible equilibrium policy. The alternative of attempting to 
depreciate the dollar value of sterling had been ruled out as early as 
1933 by the practical certainty that it would provoke prompt and ~ 
effective American retaliation and be self-defeating. The decision in 
favor of a policy of expediency emerged as a result of the experience 
of the account in 1932 and 1933. 

The Experimentation Phase, 1932. The fact that the account was 
established as a means of preventing the further appreciation of the 
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dollar value of sterling at a time when the dollar-sterling rate was 
still only 75 per cent of its pre-September, 1931, parity suggests that 
at that time the British treasury welcomed an undervalued pound. 
Since the United States adhered to the gold standard throughout 
1932, the British authorities remained free that year to depreciate 
sterling vis-d-vis the dollar without fear of retaliation. During July 
and August, 1932, the account acquired considerable amounts of gold 
and dollar. exchange as a consequence of its sterling sales, ż.e., it con- 
tinued and even fortified its policy of allowing sterling to remain at 
its depreciated level. In September, however, the action of the managers 
of the account in resisting to the limit of their newly acquired gold 
resources the bear pressure against sterling that developed that month 
marked the abandonment of the policy of allowing sterling to de- 
preciate.” The dollar-sterling rate dropped to the post-war low figure 
of 3.15 in November, after all the gold assets of the account had been 
exhausted in the futile effort to support the rate. Apparently, the viru- 
lent American criticism that was aroused at that time thoroughly dis- 
turbed the British treasury officials and caused them to incline there- 
after to a policy of extremely cautious operations in the exchanges. 

The Phase of Passive Cooperation, 1933-1936. The embarkation of 
the American government in March, 1933, on a policy of active de- 
preciation of the dollar, so shortly after the disappointments of the 
1932 account operations, brought the British treasury officials face to 
face with a very difficult decision. They had to decide whether they 
should attempt to resist the American policy by deliberately increas- 
ing the sterling price of gold pari passu with increases in the dollar 
price of gold, or whether they should adopt a policy of watchful wait- 
ing. The pursuit of the latter course offered the dismal prospect of 
seeing the dollar-sterling rate return to or above the pre-September, 
1931, parity. On the other hand, the British treasury had no reason 
to feel confident that increases in the sterling price of gold would do 
other than provoke even greater increases in the dollar price of gold. 
The seeming futility of attempting actively to resist the American 
policy apparently was the deciding factor in favor of the decision of 
the British treasury to follow the policy of watchful waiting. As a 
consequence, the dollar price of gold rose by 69 per cent in the eleven 
months after the beginning of March, 1933, whereas the sterling price 
of gold rose by only 14 per cent. 


“This is the case unless one credits the British officials with the subtlety of having 
deliberately entered in support of sterling in anticipation of an exhaustion of their gold 
resources and a subsequent accentuation of the decline in sterling. The bulk of the evidence, 
however, indicates that the September operations of the account were undertaken in good 
faith, 


810 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


With the adoption by the United States, in January, 1934, of a 
fixed dollar price of 35 dollars per fine ounce of gold, the basic rationale 
for the British treasury policy of allowing the American authorities to 
determine the level of dollar-sterling exchange underwent a sudden 
change. The British government had from the beginning a very real 
stake in seeing the new gold buying policy of the United States left 
undisturbed. The fact that the United States had reéstablished a fixed 
dollar price for gold meant that the account could have depreciated the 
dollar-sterling rate at will thereafter by raising the sterling price of 
gold. American retaliation could have taken one or more of three 
forms: (1) a pari-passu increase in the dollar price of gold, (2) a 
lowering of the dollar price of gold, or (3) the introduction of re- 
strictions that would have barred the American market to Empire gold. 
The British treasury had good reason to fear the consequences that 
would arise from either of the latter two alternatives. The British 
Empire, as the largest gold producing unit in the world and as a large- 
scale holder of the metal, had high stakes in the continuance of the 
American gold policy. Moreover, the arguments in favor of restraint 
on the part of the account in undertaking operations that might ad- 
versely affect the United States gold policy were made stronger in the 
period after 1934 by the growing world-wide distrust in the future of 
gold. The British treasury had no reason to anticipate gains from a 
slight depreciation of sterling relative to the dollar that would be 
commensurate with the losses that would result from an unfavorable 
shift of American gold policy. 

The relative stability of the dollar-sterling rate in the 1934-1936 
period, therefore, appears to have rested principally on a strong eco- 
nomic basis. There is good reason, however, to believe that the British 
treasury did not at first altogether relish its new and rather sub- 
servient exchange rôle. The course of events in March, 1935, for 
example, is highly revealing on this score. At the beginning of the 
month, the dollar-sterling rate suddenly dropped to 4.75, then promptly 
began to recover. It was believed in certain financial quarters 
that this episode was due to the account’s first having deliberately 
abandoned its supporting operations and then having resumed its 
support of sterling under pressure from American official quarters. 
If this hypothesis is correct, it indicates that the prevailing dollar- 
sterling rates were regarded as too high by the British officials. The 
general maintenance of the dollar rate above the 4.86 level in the 
1934-1936 period, if this view is correct, was undertaken reluctantly 
and only because of the greater unwillingness of the British treasury 
to menace the gold status quo by entering into conflict with the 
American authorities. Symptomatic of the absence of enthusiasm be- 
hind the British acquiescence in the prevailing dollar-sterling rates was 
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the lack of technical coöperation between the two treasuries. Thus, 
the account operated only in terms of the French franc from the be- 
ginning of 1933 until September, 1936. The account could have evaded 
the American treasury gold regulations of 1934 by shipping gold to 
New York and acquiring and holding dollar balances, in order to 
weaken sterling vis-à-vis the dollar. This practice was rejected, prob- 
ably because of the fear that it would have provoked an alteration in 
the regulation. 

Phase of Active Codperation, September, 1936-August, 1939. With 
the conclusion of the Tripartite Agreement in September, 1936, co- 
öperation between the American and British treasuries entered into a 
more active phase. The technical collaboration, which took the form 
of daily interfund operations and interchange of information,” was 
accompanied by indications of growing harmony between the account 
and the American Stabilization Fund. The hesitance of the account 
in acquiescing in the prevailing dollar-sterling rates disappeared with 
the deterioration of the international situation after 1936. 

In this period some revealing indications of the “codperative” at- 
titude of the account occurred. In the last half of 1937, for example, 
the dollar-sterling rate rose despite the relatively greater decline of 
American than British wholesale prices during that period. Again in 
November, 1938, the account halted the depreciation of the dollar- 
sterling rate at the request of the American treasury. Finally, the 
dollar-sterling peg of 4.68 that was maintained from February until 
the final week in August, 1939, was adhered to, despite the fact that the 
rate was recognized in financial circles throughout the world as being 
indefensible over the long run and as being a standing inducement 
to bear speculation against the pound. 

In all of these cases, the managers of the account could have al- 

2 The technique of daily interfund coöperation established by the Protocol (October 13, 
1936) to the Tripartite Agreement was as follows: Each fund undertook to control the 
exchange value of its own currency in coöperation with all the other funds, It carried out 
all the official exchange operations in its own market, and delegated the task of controlling 
the exchange value of its own currency in foreign centers to the funds in those centers. 
When one of the currencies was noticeably “weak,” z.e., tending to depreciate in terms 
of other currencies, large-scale supporting operations in many exchange markets were often 
necessary. The informal] practice followed was to have the fund whose currency was weak 
support the exchange value of its own currency in its own market at the level it deemed 
defensible. The other funds would support the weak currency in their own markets at the 
level designated by the fund concerned. Thus, if sterling were weak in terms of the dollar, 
the account would have the responsibility of supporting sterling actively in the London 
market. As soon as that market closed for the day (around 1:30 p.m. New York time), 
the American Stabilization Fund would undertake to support sterling in the New York 
market at the level suggested by the account. As a result of the adherence of Belgium, 
Switzerland, and the Netherlands to the agreement, a system of interfund operations in 
nearly all the important free exchange markets in the world was possible. At the end of 


each day, the fund which sold foreign exchange on balance earmarked gold to the credit 
of the various supporting funds, 
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lowed the dollar-sterling rate to decline without fear of American 
retaliation. Indeed, the account had a potentially freer hand in this 
than in the earlier period, for it had the power, under the Tripartite 
Agreement, to operate in terms of the dollar, ż.e., the power to buy 
dollar exchange and convert the balances into gold earmarked to its 
credit in New York. Furthermore, the American Treasury was in a 
difficult strategic position in 1938 and 1939. Growing dissatisfaction 
was being expressed, both within and without Congress, over the 
American gold buying program. Even if the British account had chosen 
to allow the sterling price of gold to rise, the American authorities ' 
could hardly have afforded to retaliate by increasing the dollar price 
of gold. Furthermore, in view of the growing war clouds, retaliation in 
the form of closing the New York market to British gold would have 
run the risk of provoking disastrous public reactions within the United 
States. 

The British treasury’s codperation, therefore, seems to have rested 
on a desire to aid the American treasury in avoiding further difficul- 
ties with Congress during this very troublesome period. The managers 
of the account must have realized that a sharp decline in the dollar- 
sterling rate would have aggravated the hostile reactions of Congress 
and caused serious trouble for the American monetary authorities. 

Two reasons may be suggested for this strong desire to keep on 
friendly terms with the American treasury. First, there was the con- 
tinued stake of the Empire in the gold policy of the United States at 
a time when that policy was being threatened by internal and external 
developments. Secondly, the growing international tension made it 
highly desirable for the British treasury not to incur the displeasure 
of the American monetary authorities by taking advantage of a tem- 
porary opportunity to depreciate sterling. The British officials may well 
have anticipated a situation in which the good will of these same 
American officials would be an invaluable asset. 

The Franc Policy of the Account. With dollar-sterling rates largely 
determined by considerations of their influence on Anglo-American 
relations, the managers of the account were generally unable to give 
much consideration to the course of franc-sterling exchange. 

From June, 1932, until March, 1933, the dollar policy of the ac- 
count was ¿so facto its franc policy, since both France and the United 
States had fixed gold parities. Between March, 1933, and September, 
1936, the gold equivalent of sterling fell from 70 per cent to 60 per 
cent of its 1931 parity. Since the gold equivalent of the dollar ex- 
perienced an even greater decline over the same period, the main- 
tenance of a stable sterling price of gold after March, 1933, would 
probably have involved a dollar-sterling rate of about $5.50. Although 
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the necessity for preventing the pound from becoming thus grossly 
overvalued vis-d-vis the dollar involved definite injury to France and 
the other gold bloc countries, this seemed preferable to allowing a 
serious disequilibrium between the pound and sterling to develop. 

The relative stability of the dollar-sterling rate between October, 
1936, and April, 1938, taken in conjunction with the dollar policy 
of the account, meant that the ultimate decisions regarding the suc- 
cessive franc depreciations in those months lay with the American 
treasury. All the Tripartite authorities, as we have seen, acquiesced in 
the depreciations in the gold content of the franc that took place after 
September, 1936. Nevertheless, if the American treasury had at- 
tempted to oppose these franc depreciations, it seems probable that the 
account would, however reluctantly, have followed the American lead. 

With the successful pegging of the franc to the pound in May, 1938, 
the franc became a satellite to the pound. The officials in charge of the 
account, therefore, were concerned during the final sixteen months of 
its operations as a stabilization fund almost solely with the course of 
dollar-sterling exchange. 

The Political Character of the Account’s Exchange Policy. If the 
above interpretation of the exchange policy of the account is at all 
sound, Mr. Chamberlain’s statement of that policy does not correspond 
with the facts of the 1932-1939 experience. Instead of following an 
equilibrium policy, the British treasury pursued a basically political 
exchange policy, in which decisions regarding alterations in the ex- 
change value of sterling rested largely on its judgment as to the 
political expediency of such adjustments. 

The long-run exchange policy of the account has two major implica- 
tions for the theory and practice of monetary management. In the 
first place, the subservience of British exchange policy to American 
exchange policy after March, 1933, means that a full understanding 
of Anglo-American monetary relations during the 1932-1939 period 
requires an understanding of the motives behind American exchange 
policy. In this article, however, lack of space has compelled an ac- 
ceptance of that policy as a datum. 

In the second place, the severe technical limitations imposed on the 
account by the political motivations of its operations meant that the 
account failed to realize the full potentialities inherent in the stabiliza- 
tion fund device, Nevertheless, the experience of the account, limited 
as it was, throws considerable light on the potential usefulness of the 
fund mechanism in the post-war era. 

The Future of the Stabilization Fund Mechanism. The future use- 
fulness of stabilization funds is obviously dependent upon the restora- 
tion of a world economic system in which freedom of transfer of 


814 THE AMERICAN ECONOMIC REVIEW [DECEMB: 


private balances is regarded as being in the long-run interest of n 
tional economies. If official opinion in the future inclines, as a rest 
of the experiences of the 1930’s, to the belief that the internation 
transfer of private balances operates largely as a disequilibrating factc 
we are likely to see the widespread continuation of systems of exchan 
control Properly used, the stabilization fund mechanism enables t. 
monetary authorities of a country to maintain exchange equilibriu 
through appropriate exchange rate adjustments. The use of a stabiliz 
tion fund either to depreciate or to appreciate the exchange value of 
currency, beyond that necessary to long-run equilibrium in a mark 
free to private operators, represents a perversion of the mechanism. 

The pursuit, in the future, of the goal of exchange equilibrium | 
means of stabilization fund systems calls for a general recognition 
the fact that, in the absence of identical national konjunktur policie 
it entails abandonment of permanent stability in exchange rates. T] 
adoption of stabilization funds, logically, implies a decision in favor 
effecting adjustments toward equilibrium via exchange rate shifts. T] 
limited usefulness of stabilization funds in the 1930’s arose from t) 
fact that the United States maintained a fixed dollar price for gold a1 
Britain felt compelled to maintain rough exchange rate stability betwer 
sterling and the dollar. Under the circumstances, an equilibrium poli 
was out of the question. No two countries can maintain independer 
and varying, price policies and, at the same time, preserve permane 
stability in the exchange rate between their currencies. If such a poli 
is attempted, stabilization funds can then be used as nothing more thi 
offsetting mechanisms similar to central bank open market techniqi 
‘under gold standard conditions. If the stabilization funds are to 
used as “equalization” instruments, exchanges must be allowed 
fluctuate to effect equilibrium. 

Granted that two or more countries in the future decide to utili 
the stabilization fund device, the experience of the account throi 
considerable light on the proper techniques to be adopted. The e 
perience of the account demonstrated that two types of internation 
gold movements, those arising out of “panic transfers” of short-ter 
balances and those arising out of speculative transactions, created t. 
most difficult problems for the stabilization funds. 

The panic transfers that played so large a rôle in the internatior 
monetary sphere during the 1930’s were motivated largely by fear 
the currency situation in the country of origin. The transferrers, feari 


In this regard, it should be noted that the failure of the monetary authorities 
France, the Netherlands, and Switzerland to achieve a cessation of the outward flow 
capital balances even after the adoption of the stabilization fund technique may se: 
indefinitely to discredit the mechanism in those countries. 
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that the value of their holdings would soon approach zero (because 
of sequestration, etc.) unless removed to another country, hastened 
to acquire foreign exchange with little or no regard to the rate at which 
the transfer could be effected. Since these transfers had this uncondi- 
tional demand character, stabilization funds could stop them only by 
outright prohibitions, 7.e., exchange control proper, or, on rare oc- 
casions, by a drastic depreciation of the exchange value of their cur- 
rency. Thus, as the panic transfers came to dominate the interna- 
tional exchanges, the pressure to abandon the stabilization fund system 
in favor of some form of exchange control became very great. 

The gold movements arising from speculative transactions differed 
conspicuously, in the highly conditional character of the speculative 
demand for foreign exchange, from the movements arising from panic 
transfers. Speculators were concerned with the opportunity for profits 
from anticipated shifts in the price of foreign currencies. They con- 
tained to operate as long as they were successful in their diagnoses. 
The task of the stabilization fund authorities, therefore, was to out- 
wit the speculators. | 

All of the attempts of the British account after January, 1934, to 
cope with serious bear speculation against sterling failed because the 
account’s unwillingness to allow the exchange value of sterling to 
fluctuate freely over short periods inevitably condemned it to the 
use of tactics that were vulnerable to continued bear pressure. During 
its existence as a stabilization fund, the account attempted to handle 
the problem of bear speculation against sterling by the use of “minor 
bear squeezes,” by yielding gradually to bear pressure, by pegging 
operations, and even by temporarily withdrawing from the exchanges. 
These tactics were all inadequate. In general, their obviousness proved 
self-defeating, and even on the rare occasions when they caught the 
speculative fraternity by surprise, they failed to punish it by entailing 
severe losses. Success in dealing with determined speculators called 
for exchange operations that would both surprise and severely punish 
them. Only gigantic bear squeezes offered any prospect of achieving 
this dual purpose.** The refusal of the account to take advantage of 
the many opportunities it had to carry out such operations indicates: 
that it viewed the elimination of bear speculation as less urgent than 
the maintenance of relatively stable dollar-sterling exchange relation- 
ships. Yet bear speculation frequently defeated this latter purpose. 

Although bear squeezes are adequate to cope with speculation, they 
are subject to the criticism that they entail violent and rather large ex- 

“See F. D. Graham, “Achilles’ Heels in Monetary Standards,” Am. Econ. Rev., Vol. 


XXX (March, 1940), pp. 16-32, for a demonstration of the necessity of resorting to bear 
squeezes 1n order to keep speculation under control. 
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change fluctuations that may prove damaging to normal commercial 
trading relations. This difficulty, however, can be taken care of by 
proper action on the part of stabilization fund authorities. The follow- 
ing represents a possible solution: The treasuries of those countries 
using stabilization funds should issue a joint statement declaring that 
speculation against their currencies is not in the public interest and will 
be dealt with by “appropriate” exchange operations. The declaration 
furthermore should emphasize that, in view of the fact that the goal 
of maintaining equilibrium relationships between the various cur- 
rencies would involve variable exchange rates, the authorities are 
prepared to supply and purchase forward exchange at any time in order 
to protect commercial firms from the risk of such fluctuations. Com- 
mercial firms that fail to take advantage of the official forward hedging 
facilities would be deemed prima facte guilty of taking speculative 
risks. Once the determination of the monetary authorities of the 
principal countries to deal vigorously with speculators is made clear, 
the problem of controlling speculation will be well on the road to 
definitive solution. 

The fact to note about these recommended changes in stabilization 
fund policy is that they require a change in attitude on the part of the 
monetary authorities of the world toward the propriety of exchange 
rate fluctuations. The 1932-1939 period saw a great advance in the 
outward forms of intertreasury and central bank collaboration. The 
stabilization funds, however, could not operate as mechanisms for 
achieving international equilibrium in the exchanges because of the - 
Anglo-American decision in favor of relative dollar-sterling exchange 
and gold price stability. The stabilization fund system of the 1930’s 
represented a compromise between the gold standard system of fixed 
parities and the system of appropriately variable exchange rates to 
correspond with more or less spontaneous changes in relative price 
levels. This involved the sacrifice of the psychological advantages 
traditionally associated with fixed gold parities and the economic ad- 
vantages arising from international equilibrium in the exchanges. In 
the future, the proper exploitation of the stabilization fund mechanism 
awaits the general acceptance in commercial, financial, and govern- 
mental circles of the necessity, in a world of disparate national price 
structures and divergent business cycle policies, of allowing exchange. 
rate fluctuations if stable relationships between the exchange, and the 
relative internal, values of the currencies concerned are to be main- 
tained. 


GRADUATE STUDENTS IN ECONOMICS, 1904-1940 
By Lewis A. FROMAN | 


More than ten years ago, a study, Graduate Students in Economics, 
1904-1928, appeared in the Review. The present study brings the 
previous analysis up to date and combines the findings of both studies 
for summary purposes. 

The same techniques were employed for both studies so that they may 
be compared and combined. All information was obtained from the an- 
nual lists of “Doctoral Dissertations in Political Economy in Progress in 
American Universities and Colleges” which have been published in the 
American Economic Review since 1904. Since a single name may appear 
in successive years, the method employed to eliminate duplication was 
to start with the most recent year (1940, in this case) and, as preceding 
years were tabulated, include no names which had appeared on previ- 
ously analyzed lists. This accounts for the fact that the figure for 1940 
is about twice as large as the figures for other years. Since reports 
from the universities are not always complete, the figures somewhat 
understate the facts. The period of 12 years covered shows nearly the 
same number of candidates as the 25 years in the earlier analysis. 

Table I shows the total number of candidates at 40 of the leading in- 
stitutions by periods (1904-1928 and 1929-1940) and as a total for 
37 years.” This table shows that the total number pursuing graduate 
work during the past 12 years was as great as the number pursuing 
graduate work during the 25-year period 1904-1928.° Another change 
is the wider dispersion of candidates among institutions than was the 
case up to 1928. Three—Columbia, Chicago, and Wisconsin—had 50 
per cent of the candidates between 1904 and 1928, but these same 
universities had only 36 per cent of the candidates between 1929 and 
1940. Fourteen institutions had 90 per cent of the candidates during the 
first period, but only 78 per cent of the candidates during the past 12 
years, 

Eprror’s Note: The author is dean of Millard Fillmore College and professor of finance 
at the University of Buffalo. 

t Am. Econ. Rev., Vol. XX (June, 1930), p. 235. 


“The arrangement of the information added by this recent tabulation will follow very 
closely that presented in the earlier study. 


The figure of 2811 for the period 1929-1940 is slightly exaggerated because of the 
duplications which were not eliminated for the last year analyzed. 
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TABLE I—CANDIDATES PREPARING DOCTORAL THESES, 1904-40 


Institution 


. Columbia 

. Chicago 

. Wisconsin 

. Harvard 

. Pennsylvania 
. Cornell 

. Minnesota 

. illinois 

. Yale 

. Johns Hopkins 


hio 


. California 

. Michigan 

. Northwestern 
. Princeton 


Iowa 


. Stanford 

. Robert Brookings 

. Radcliffe 

. Catholic 

. American University 
. New York University 
. Virginia 

. Bryn Mawr 

. North Carolina 

. Duke 

. Washington University 
. Texas 

. Toronto 

. Pittsburgh - 

. Brown 

. Clark 

. Kentucky 

. University of Washington 
. Missouri 

. McGill 

. Nebraska 

. Indiana 

. Fordham 

. Vanderbilt 


Others 
Totals 
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1904-285 1929-40 1904-40 


Number Number Number 
Per Pe 
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of Can- C of Can- C of Can- 
didates ent | didates ent | didates 

722 25.7 449 16.0 1171 
414 14.7 340 12.1 754 
291 10.4 231 8.2 522 
239 8.5 251 8.9 490 
209 7.1 144 5.1 353 
124 4.4 110 3.9 234 
81 2.9 110 3.9 191 
56 2.0 118 4,2 174 
82 2.9 66 2.3 148 
80 2.8 61 2.2 141 
44 1.6 96 3.4 140 
56 2.0 80 2.8 136 
50 1.8 60 2.1 110 
23 8 78 2.8 101 
46 1.6 51 1.8 97 
21 7 74 2.6 95 
34 1.2 49 1.7 83 
68 2.4 16 6 84 
41 1.5 33 1.2 74 
39 1.4 20 i 59 
8 .3 46 1.6 54 
ti 4 42 1.5 53 
— — 41 1.5 41 
22 8 9 ao 31 
= — 30 1.1 30 
m — 28 1.0 28 
6 13 ae 19 

1 —_ 18 6 19 

4 1 15 5 19 
~m — 17 .6 17 
1 — 14 5 15 
me — 13 JS 13 
m — 13 5 13 
7 3 6 2 13 

5 2 7 3 12 
— — 11 4 11 
2 1 9 3 11i 
8 3 2 1 10 
— — 7 3 7 
a — 6 .2 6 
14> 5 27° 1.0 44 
2809 100.0 2811 100. 5620 


© 


100. 


* The figures given in this column do not agree with those reported in the June, 1930, 
article, The reason for this is that the 575 candidates reported for 1928 in the 1930 study 
included duplications. With the availability of the lists for subsequent years, these 
duplications were eliminated and the official number for 1928 becomes 261 instead of 575. 

> Studying at: Institute of Economics, Syracuse, Denver, Washington and Lee, Oklahoma 
Agricultural and Mechanic, North Dakota, and Colorado. 

° Studying at: Colorado, Kansas, St. Louis, North Dakota, West Virginia, Southern Cali- 
fornia, Syracuse, Western Reserve, Utah, Oxford (England), Oklahoma Agricultural and 
Mechanic, Georgetown, and Arbiter (Germany). 
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More than ten years ago, a study, Graduate Students in Economics, 
1904-1928, appeared in the Review.’ The present study brings the 
previous analysis up to date and combines the findings of both studies 
for summary purposes. 

The same techniques were employed for both studies so that they may 
be compared and combined. All information was obtained from the an- 
nual lists of “Doctoral Dissertations in Political Economy in Progress in 
American Universities and Colleges” which have been published in the 
American Economic Review since 1904. Since a single name may appear 
in successive years, the method employed to eliminate duplication was 
to start with the most recent year (1940, in this case) and, as preceding 
years were tabulated, include no names which had appeared on previ- 
ously analyzed lists. This accounts for the fact that the figure for 1940 
is about twice as large as the figures for other years. Since reports 
from the universities are not always complete, the figures somewhat 
understaté the facts. The period of 12 years covered shows nearly the 
same number of candidates as the 25 years in the earlier analysis. 

Table I shows the total number of candidates at 40 of the leading in- 
stitutions by periods (1904-1928 and 1929-1940) and as a total for 
37 years.” This table shows that the total number pursuing graduate 
work during the past 12 years was as great as the number pursuing 
graduate work during the 25-year period 1904-1928." Another change 
is the wider dispersion of candidates among institutions than was the | 
case up to 1928. Three—Columbia, Chicago, and Wisconsin—had 50 
per cent of the candidates between 1904 and 1928, but these same 
universities had only 36 per cent of the candidates between 1929 and 
1940. Fourteen institutions had 90 per cent of the candidates during the 
first period, but only 78 per cent of the candidates during the past 12 
years. . 

Evrror’s Note: The author is dean of Millard Fillmore College and professor of finance 
at the University of Buffalo. 

‘Am. Econ. Rev., Vol. XX (June, 1930), p. 235. 

* The arrangement of the information added by this recent tabulation will follow very 
closely that presented in the earlier study. 


° The figure of 2811 for the period 1929-1940 is slightly exaggerated because of the 
duplications which were not eliminated for the last year analyzed. 
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TABLE I-—CANDIDATES PREPARING DOCTORAL Tueszs, 1904-40 
1904-288 1929-40 1904-40 

Institution Number Number Number 

of Can- | Per | of Can- | Pe | of Can- | Pe 

didates | Cent | didates | Cent | didates | Cer 

1. Columbia 722 25.7 449 16.0 1171 20. 
2. Chicago 414 14.7 340 12.1 754 13. 
3. Wisconsin 291 10.4 231 8.2 522 9, 
4. Harvard 239 8.5 251 8.9 490 8. 
5. Pennsylvania 209 7.1 144 5.1 353 6. 
6. Cornell 124 4.4 110 3.9 234 4, 
7. Minnesota 81 2.9 110 3.9 191 3. 
8. Illinois 56 2.0 118 4.2 174 3. 
9. Yale 82 2.9 66 2.3 148 2. 
10. Johns Hopkins 80 2.8 61 2.2 141 2. 
11. Ohio 44, 1.6 96 3.4 140 Lae 
12. California 56 2.0 80 2,8 136 2. 
13. Michigan 50 1.8 60 231 110 2. 
14. Northwestern 23 8 78 2.8 101 13 
15. Princeton 46 1.6 SE 1.8 97 fe 
16. Iowa 21 a7 74 2.6 95 1.’ 
17. Stanford 34 1.2 49 1.7 83 i ae 
18. Robert Brookings 68 2.4 16 6 84 : 
19, Radcliffe 41 1.5 33 1.2 74 i 
20. Catholic 39 1.4 20 7 59 1.1 
21. American University . 8: -3 46 1.6 54 1.( 
22, New York University il. 4 42 1.5 53 1.( 
23. Virginia — — 41 1.5 41 „$ 
24, Bryn Mawr 22 8 9 3 31 .¢ 
25. North Carolina mmaa =-= 30 1.1 30 a 
26. Duke mea — 28 1.0 28 Z 
27. Washington University 6 ne 13 z9 19 id 
28. Texas 1 _ 18 6 19 ae 
29. ‘Toronto 4 1 15 a5 19 Je 
30, Pittsburgh - ne —- 17 . 6 17 ee 
31. Brown 1 — 14 me 15 a 
32. Clark a — 13 <o 13 ed 
33. Kentucky — = 13 $ 13 2 
34. University of Washington 7 3 6 a 13 ia 
35. Missouri 5 so 7 3 12 2 
36. McGill — — | 11 A Ii ae 
37. Nebraska. . 2 al 9 3 il 2 
38. Indiana 8 3 2 mal 10 2 
39, Fordham oe — 7 3 7 | 
40. Vanderbilt — = 6 a2 6 al 
Others 14> 5 27° 1,0 41 8 
Totals 2809 |100.0 2811 |100.0 5620 |100.0 


* The figures given in this column do not agree with those reported in the June, 193t 
article. The reason for this is that the 575 candidates reported for 1928 in the 1930 stud 
included duplications. With the availability of the lists for subsequent years, thes 
duplications were eliminated and the official number for 1928 becomes 261 instead of 57! 

» Studying at: Institute of Economics, Syracuse, Denver, Washington and Lee, Oklahom: 
Agricultural and Mechanic, North Dakota, and Colorado. 

* Studying at: Colorado, Kansas, St. Louis, North Dakota, West Virginia, Southern Cali 
fornia, Syracuse, Western Reserve, Utah, Oxford (England), Oklahoma Agricultural ant 
Mechanic, Georgetown, and Arbiter (Germany). 
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The total number of candidates pursuing graduate work in economics 
at the institutions with the largest number of candidates is given 
by years in Table II. The total number of candidates prepar- 
ing doctoral theses in economics has not continued to grow as it did 
between 1904 and 1928. The most rapid increase took place during the 
middle 1920’s, with a peak in 1927.* The year 1932 is the second largest. 
In 1933, the number of candidates fell very drastically and as late as 
1937 the number of candidates was at the lowest level it had been since 
1924. In recent years the number of candidates has not fluctuated very 
far from the 200 mark. The extraordinary variations in one or two 
cases, especially Cornell, suggest lack of full reporting at times. Among 
institutions, the decline in the relative number of candidates studying 
at Columbia and the increases in the number of candidates at institu- 
tions other than the leading ones are the most noticeable changes. 

Table III shows, first, the importance of the various subjects for the 
period 1929-1940. The largest number of candidates were preparing 
theses in the field of agricultural economics. Almost as many candidates 
chose money and banking as the field for their dissertations. In the 
12-year period, there would seem to be a downward trend in the 
number of those preparing theses in agriculture, while the trend in the 
second largest field, money and banking, is slightly upward. Third in 
importance among theses subjects is the group, accounting, business 
methods, investments and exchanges, and the trend in this field would 
also seem to be slightly upward for the 12-year period. In fourth and 
fifth places, with about an equal number of candidates, are the fields 
of public finance and labor problems. 

Table III shows also a total of 5620 for all doctoral dissertations in 
economics on all subjects from 1904-1940. In the earlier study (1904- 
1928), the field of economic history was first but, in the later, is seventh. 
The second most important subject for the earlier period was labor 
problems, which ranked fifth for the past 12 years. 

For the entire 37-year period, agriculture holds first place; labor 
problems and economic history follow closely; accounting, money and 
banking, and social problems follow in fourth, fifth, and sixth places, 
respectively. Table IV attempts to show the importance, both absolute 
and relative, of the 7 largest subject matter fields for the 17 institutions 
which had the largést number of candidates between 1929 and 1940. 
An examination of the percentages in the table will show, for example, 
that four universities—Cornell, Wisconsin, Minnesota and Harvard— 
account for approximately 55 per cent of the total candidates in agri- 

* This, of course, disregards the large figure for 1940, which, as previously explained, is not 


comparable to the other years. There were 286 candidates in 1927, a figure not shown 
in the present Table IT but in Table II of the previous study. 
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cultural economics. The concentration in economic history is even 
greater, with two institutions, Columbia and Chicago, accounting for 
51 per cent of all candidates. Forty-six per cent of all candidates in the 
field of labor problems is found in three universities—Columbia, Wis- 
consin, and Chicago. 

Table V shows the average number of years elapsing between the 
various degrees, together with the number of those who secured inter- 
mediate degrees between their degrees of bachelor and doctor." In the 
study of the 25-year period, 1904-1928, the average number of years 
elapsing between the degree of bachelor and doctor was 7.8 years.° For 


TABLE V-—-AVERAGE NUMBER OF YEARS FOR COMPLETION OF WORK FOR 
Various DEGREES, 1929-408 


Candidates without degrees 


Between Between Between prior to doctors’ 
Year bachelor bachelor master and, 
and doctor | and master doctor Percentage 
Number of total 

1929 8.7 2.3 4.4 64 28.0 
1930 8.4 2.4 4.2 50 20.7 
1931 9.0 2.6 5.1 44 20.6 
1932 9.2 2.9 5.4 39 15.1 
1933 8.8 2.9 4.8 43 22.9 
1934 9.9 2.8 55 49 23.9 
1935 9.3 3.0 5.9 50 24.5 
1936 9.7 2.8 5.5 32 16.3 
1937 9.5 2.7 4.9 39 22.2 
1938 9.8 2.7 5.6 40 20.0 
1939 9.6 2.3 5:5 46 22.2 
1940 9.4 2,3 5.1 118 24.1 


* The lists from which the data for this study were taken report only those preparing 
theses. It is probable that some of these theses were never completed, and consequently 
Table V is in error to this extent. 


the 12-year period, 1929-1940, the average number of years elapsing 
was 9.37 

An opposite trend is shown for the number of years elapsing between 
the granting of the bachelors’ and masters’ degrees to those who later 
worked toward doctors’. For the 25-year period 1904-1928, the average 
is 3.2 years, but for the 12-year period 1929-1940, the average is 2.6 
years. 

* The bachelors’ degrees conferred may have been B.S., B. Com., etc.; no attempt was 
made to distinguish between the various types. The information available for this study 


does not always indicate whether the doctor’s was actually granted. In some cases it is 
known that the work has not been completed, and is not likely to be completed. 

See Table IX of previous study. 

"In the earlier study the most extreme case was one which showed 45 years elasping 
between the bachelor’s and doctor’s degrees. The case of a 40-year interval between these 
two degrees was the most extreme for the period 1929-1940. For this latter period, there 
were 63 cases of more than 20 years of elapsed time. 
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An interval of about 5 years between the master’s degree and the 
doctor’s (for those who took masters’ degrees) shows great stability 
throughout the entire period, 1904-1940. For the 25-year period 1904- 
1928, approximately one in every 3 candidates working for his doctor’s 
had no intermediate degree; for the 12-year period 1929-1940, only 
about one in every 4 candidates had no intermediate degree. 

Table VI shows that more than 30 institutions reported candidates 
to be working on doctors’ degrees in each year since 1932, except in 
1935, when only 29 institutions reported candidates. The most recent 
year analyzed, 1940, shows the largest number, 37. Only 8 institutions 
reported doctoral candidates in 1904. The number of institutions grant- 
ing masters’ degrees to those who later became candidates for doc- 
tors’ also is increasing. From 1904-1928 this number grew from 8 to 


TABLE VI—NUMBER, DISTRIBUTION AND MASTERS’ DEGREES AMONG DOCTORAL 
CANDIDATES, 1929—40 








Distribution Masters’ degrees 
Vei Institutions [mmm 

reporting Number of | Average per | Number of | Institutions 

individuals institution individuals represented 
1929 27 224 8.3 95 27 
1930 27 242 9.0 192 57 
1931 23 214 9.3 170 35 
1932 29 259 8.9 220 68 
1933 31 188 6.1 145 7 
1934 30 212 7.1 163 55 
1935 29 204 7.0 154 51 
1936 31 196 6.3 164 51 
1937 35 176 5.0 137 50 
1938 32 200 6.3 160 52 
1939 34 207 6.1 161 48 
1940 37 489 13.2 371 85 





about 50, and the average for the past 12 years has been over 50 
institutions.® 

Table VII indicates the institutions which granted the bachelor’s 
degree to students who later prepared theses for the doctor’s. The 
showing here is most surprising, especially in the position of several 
smaller colleges. Although Illinois was ninth in the earlier period, it 
heads the list, a position held by Wisconsin for the period 1904-1928. 
State universities, in general, stand much higher in this listing than in 
Table I, which indicates the more important institutions giving work 
leading to the degree of doctor in economics. 

The only type of information which has been collected for the period 


"The figure of 85 for 1940 must be discounted to some extent because, as previously 
noted, the 1940 figure has not had the duplicates removed as was true for all other years. 
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1929-1940 which was not collected in the previous study of the period 
1904-1928 is the distribution of the candidates for the doctoral degree 
in economics according to sex. Table VIII indicates that of the 2811 
candidates included in the 1929-1940 period, 225 or 8 per cent were 


Taste VII—INSTITUTIONS GRANTING BACHELORS? DEGREES ro DOCTORAL 
CANDIDATES, 1929-40 


Institution Number Institution Number Institution Number 
Illinois 108 Texas University 36 North Carolina 17 
Pennsylvania 88 New York C.C. 35 EN 
Chicago 76 Nebraska 32 Total 1365 
Harvard 76 Northwestern 30 
Columbia 72 Princeton 30 Others 1252 
Minnesota 64. Amherst 25 ae 
Wisconsin 63 Stanford 25 Total 2617 
California 61 Dartmouth 24 
Cornell 52 Kansas 23 Foreign Countries 
Ohio State 51 Yale 23 Canada 124 
Washington U. 46 Colorado 21 England 12 
Michigan 45 Penn State 20 China 19 
Missouri 42 Pittsburgh 18 Japan 7 
Iowa 37 Johns Hopkins 17 Others 32 
New York Univ. 37 Beloit 17 a 
Oberlin 37 Kentucky 17 Total 194 

GRAND TOTAL 2811 


women.” There has been no great variation in the distribution of 
men and women candidates for the various years. 

It was pointed out in the beginning that the numbers dealt with here 
are the candidates which the various institutions reported as working 


Taste VITI—Numper or MEN and Women Among DOCTORAL CANDIDATES, 1929-40 





Year Men Women Total Year Men Women Total 
1929 195 29 224 1936 182 14 196 
1930 223 19 242 1937 155 21 176 
1931 204 10 214 1938 183 17 200 
1932 245 14 259 1939 189 18 207 
1933 174 14 188 1940 457 32 489 
1934 198 14 212 

1935 181 23 204 TOTAL 2586 225 2811 


toward their doctoral degrees. The annual lists do not indicate the 
number of degrees actually conferred. As a supplement to the study of 
these annual lists, 15 of the leading institutions were asked for the 
number of degrees they actually conferred between the year 1929 and 


° The classification of candidates according to sex had to be made on the basis of their 
first names. It is possible that in a few cases the classification is wrong. 


` 
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1939, inclusive.” Table IX shows the number of candidates which ap- 
peared on the annual list, together with the number of degrees actually 
granted by the 15 leading institutions. The 15 institutions reported 
1859 candidates during this 11-year period and 1014 degrees conferred. 
The variation between the figures reported by the different institutions 
is very great. In two cases—Cornell and California—the number of 
degrees conferred exceeds the number of candidates listed. In several 


TABLE IX-—-Doctrorat DEGREES GRANTED COMPARED WITH CANDIDATES 1929-39 
(by 15 Leading Institutions) 


ene Degrees conferred Number | Degrees conferred 
ss 0) IO) 0 ol a ep gs of can- |——-"7;—— 
Institution didates | Num- Per- Institution didates | Num- Per- 

listed ber centage listed | ber centage 
Columbia 350 104 28.27 | Ohio 83 23 27.71 
Chicago 269 52 19.33 |} California 69 78 113.04 
Wisconsin 185 99 53.51 | Northwestern 60 23 33.33 
Harvard 222 176 79.27 | Yale 59 28 47.45 
Pennsylvania 119 67 56.30 | J. Hopkins 54 42 77.77 
Illinois 101 98 97.02 | Michigan 47 26 55.31 
Cornell 100 125 125.00 | Princeton 39 27 69.23 
Minnesota 92 49 53.26 


other cases the numbers are approximately equal, while in a few cases 
the number of degrees conferred represents only a fraction of the 
number of candidates reported on the annual lists. The comparison 
suggests considerable defects in the reporting of candidates. 


"The year 1940 was not included because the candidates’ list for that year was not 
comparable with previous years. 


COMMUNICATIONS 


Saving and Investment: Dynamic Aspects 


It is with some hesitation that the writer brings up one of the controversies 
of economics which seems, of late, to have entered a quiescent stage. After a 
six-year mélée, the conceptual difficulties presented in Mr. Keynes’s General 
Theory seem no longer seriously to deter the monetary theorist. A continual 
struggle may yet be seen, however, on the part of many writers in adapting 
Mr. Keynes’s essentially static terminology to a causal analysis. Mr. Robert- 
son finds that Mr. Keynes, himself, is ill at ease in his new clothes, and the 
contortions of lesser writers are certainly apparent. It is hoped that this note 
may clarify a set of concepts which are still occasionally handled in such a 
way as to obscure the applicability of “pure theory” to the real world. 

The difficulties seem to arise from a verbal and logical conflict engendered 
in trying to reconcile the irrefutable fact that, ex definitione, saving equals 
investment at every moment in time, with the basic conclusion that income 
changes mainly in response to changes in investment. Thus we have the 
anomaly of writers who ascribe deflation to “oversavings” while making use 
of a terminology which would necessitate the conclusion that the economy was 
simultaneously suffering from “overinvestment.” Similarly, many writers imply 
that saving and investment might be unequal, were it not for national income 
which is quick to adjust itself to that level at which they will, by a happy 
conjunction of psychological circumstances, again be equal, But by definition, 
equality is insured at any level of income. 

This confusion may be clarified by considering the twofold aspect of both 
saving and investment; that is, designed and undesigned. Total saving always 
equals total investment, but this is not true of their respective components. 
Thus, for example, if designed investment outlays exceed designed saving 
flows, total equality is maintained at each instant by additional undesigned 
saving; that is, unplanned excesses of income over consumption. This might 
take the form of unexpected holdings of cash (the converse of the income 
payments which constitute the increased investment), or of windfall profits. 

Or, if designed saving rises by, let us say, a sudden increase in the pur- 
chase of life insurance premiums, investment will also increase, but in the 
undesigned form of unsold stocks of goods, while the increase in met saving 
will be tempered by undesigned dissaving (losses) incurred because of the 
Increase in thrift. As these repercussions change enterpreneurs’ expectations, 
operations will be curtailed and designed investment outlays will also be re- 
duced. As this in turn lowers income, either (1) designed saving will also fall 
(individuals will cease to buy insurance); or (2) designed saving will remain 
high and undesigned investment (unsold stocks) will rise (further aggravat- 
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ing the fall in income via expectations); or (3) undesigned dissaving (losses) 
will offset the aggregate savings total; or (4) a fortuitous increase in the mar- 
ginal efficiency of capital will raise designed investment outlays sufficiently to 
absorb the increased saving. If the national income falls, it will continue to 
do so until the components of saving and investment are so modified that 
designed investment exceeds (or at least equals) designed saving.* 

However, designed saving and designed investment are not necessarily 
equated by these shifts in income. The designed investment function and the 
designed saving function may be so shaped that they never equal each other, 
at any national income, although this is most unlikely. Their relative positions 
will determine the direction of the fluctuations in income. But at each mo- 
ment, undesigned investment and undesigned saving will be exactly that 
amount needed to “equate” saving and investment, 


In equilibrium, or more concretely, in conditions of a stable national income 
we can expect the designed expenditures on investment to be just sufficient to 
absorb the designed flows of saving. When a disequilibrant, such as a change 
in the marginal efficiency of capital or in the propensity to consume, directly 
affects the size of one of the designed flows, equality will be maintained by 
concomitant undesigned increments in either or both accumulation streams. 
Over successive periods of time, as the excess of one “dynamic” factor influ- 
ences the size of national income, the new economic environment will change 
the designed components of the two flows until, at a subsequent income level 
(if equilibrium is established there), the designed flows will again equate. 

Economists employing Keynesian terminology, who find that oversaving 
forces the economy to lower levels of national income, should make clear that 
they mean that designed saving exceeds designed investment; thereby reduc- 
ing consumption expenditures and so income. In a formal sense the economy 
zs suffering from overinvestment, but this takes the form of unsold stocks of 
goods, and is a residual undesigned component of investment. By unfavorably 
influencing expectations, such unwanted accumulations of inventory further 
the process of deflation. 

Likewise, writers who stress the shifts in the level of income as the variable 
which equates saving and investment should take pains to indicate that it is 
the designed flows that are so equated, but that the undesigned complements 
maintain the definitional equation at all times during the transition from one 
point of equilibrium to another. 

This division of saving and investment into purposive and residual cate- 
gories is both an aid in presenting the levers of the cycle, and a conceptual 
help in understanding how a changing national income “makes” saving equal 
investment when, by definition, they always equate. 


ROBERT L. HEILBRONER 
Washington, D.C. 


* Designed saving and investment are not quite identical with Ohlin’s ex ante concepts. 
His terminology refers to planned (ż.e., anticipatory) saving or investments; mine, to cur- 
rent planned (że., purposive) activity. 
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Ezekieľs Analysis of Saving, Consumption, and Investment 


In the March and June, 1942, issues of this Reviewt Mordecai Ezekiel 
presented the results of a rather comprehensive statistical investigation of 
saving, consumption, and investment. For the most part the paper is devoted 
to the relations of saving, consumption, and investment to ıncome, and a 
comparison between saving and “private” investment, leading to estimates 
of the gap between saving and private investment at various future levels of 
income. This paper is in many respects a pioneer work in the field and, con- 
sequently, I think it is worth while to present a number of critical remarks. 
In the following discussion, I shall summarize a few of the important parts of 
Mr. Ezekiel’s analysis which present difficulties or seem to need qualification. 
However, the comments that follow are not intended to be exhaustive. 


The Functional Relation of Saving and National Income 


1. Mr. Ezekiel uses as his measure of saving the familiar total “offsets to 
saving” series, covering such items as equipment, plant, housing, consumers’ 
credit, net foreign balance, inventories, and government net contribution. 
In relating the total offsets series to income, Mr. Ezekiel implies that the 
relationship of such saving to income in the past permits an estimation of 
the potential saving associated with such income in the future, making the 
necessary ceteris paribus assumptions. Total offsets, however, are by defini- 
tion equal to total investment and could be assumed to determine income 
rather than be determined by it. The fact that a certain saving in the past 
was associated with a given income may mean that a particular level of income 
in the past accompanied a particular level of investment and may give little 
insight into individuals’ propensities to save a certain portion of their expected 
income. 

2. The use of the total offsets series to measure saving implies a definition 
of saving which should be pointed out explicitly. Total offsets are theoretically 
equal to the saving of individuals and business plus the net change in consumer 
credit, where the saving of individuals and business is defined as income after 
taxes less consumption, and purchases of consumers’ durable goods other than 
houses are considered as consumption expenditures. Now in the type of 
analysis attempted by Mr. Ezekiel it is almost essential to consider separately 
the saving of individuals and of business and to break down even such saving 
into its components, since otherwise the results can easily be misleading. Even 
if it is decided, however, that for lack of satisfactory data the analysis of 
saving has to be confined to the total of private saving, I am inclined to doubt 
that the appropriate series consists of total offsets including the net change in 
consumer credit. This series does not represent any real saving which has 
actually taken place, since total offsets excluding the net change in consumer 
credit are conceptually equivalent to the total of individual and business 
saving, each of which already reflects the change in consumer credit. It may 
be appropriate to use total offsets including the net change in consumer credit 


* “Statistical Investigations of Saving, Consumption, and Investment,” Pt. I, Vol. XXXII 
(Mar., 1942), pp. 22-49; Pt. II (June, 1942), pp. 272-307. 


830 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


as a measure of income-producing or income-stimulating expenditures, but it 
does not seem valid to consider such offsets as a measure of saving. 

3. The relationship between saving and income obtained by Mr. Ezekiel 
has one element of novelty which merits comment, namely, the appearance 
of a parabolic trend in the propensity to save (or to consume), after allowing 
for the effect of income and change in income. This is a surprising trend and, 
to the extent that it is meaningful, accounts for a variation of as much as four 
billion dollars in saving between different years of the same income and change 
in income. It is difficult to see the a priori explanation of such a trend. Mr. 
Ezekiel suggests that, in view of the “similarities of movement” between the 
saving and housing trends, “differences in the phase of the housing cycle may 
influence the levels of saving and consumption as well of investment. The way 
new housing is financed largely by sale to individual families upon the amorti- 
zation plan may mean that purchase of a home puts increased pressure on a 
family to save even with no change in income level.” 

I should like to comment, first, that the movements are not particularly 
similar and, in any case, that housing is included in the saving as well as the 
investment statistics, so that some points of similarity between the two series 
would be almost inevitable. More important, using the direct estimates of 
individuals’ saving made by the Securities and Exchange Commission, or the 
indirect estimates by Simon Kuznets or the Department of Commerce, there 
is no evidence of any parabolic trend.” 

Consequently, I think it might be concluded that the parabolic trend men- 
tioned above is more a statistical curiosity than an economic phenomenon 
with a plausible a priori explanation. It may arise in part from errors in the 
series used and partly from deficiencies in the statistical analysis.’ In the latter 
connection, it should be mentioned that Mr. Ezekiel has lowered the levels 
of statistical significance (in terms of probability) from the usually accepted 
05 or .01, admittedly arbitrary, to .20 and even lower. Thus a significance 
level of .20 for the trend in the relation between saving and income is taken 
to represent a “significant” relation. This is “corroborated” in part by a 
significance level of roughly .14 for the trend in the relation between con- 
sumption and income (though the data for saving and consumption are far 
from independent). Yet the danger in accepting so low a level of statistical 
significance is suggested by the fact that, using deflated (7.e., constant prices) 
per capita figures in the relation between consumption and income, not only 
is the trend not significant but the closeness of fit including trend is actually 
slightly lower than the fit omitting trend. 


The Functional Relation of Investment and National Income 


4. In determining the apparent investment-income relation for the past 
two decades, Mr. Ezekiel obtains a very close curvilinear regression between 


$ Similarly there js little indication of such a trend in the relationship between corporate 
saving and income, 

It must also be noted that combining the downward trend in the relationship of 
investment in plant and equipment to income and change in income and the upward trend 
in the relationship of the government net contribution to these two variables can likewise 
be considered to give the parabolic trend observed. 
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plant and equipment investment and gross national income, with a down- 
ward linear trend over time. He suggests that this downward trend results 
either from the decline in the rate of population growth or from changes in 
the cost or durability of machinery, reflecting better steels and better design 
and improvements in the efficiency of machine tools. It seems rather doubtful 
that the downward trend can be attributed to the decline in the rate of 
population’ growth over the past two decades since this period was character- 
ized by only one real change in such growth, a sizeable decline in 1930 over 
the rate of increase of the twenties. It seems equally doubtful that the trend 
can be attributed to changes in the cost or durability of machinery since, 
when investment in plant and investment in equipment are related to income 
separately, only plant expenditures show a downward trend (and a curvilinear 
relation to income). Expenditures on equipment, which would be expected 
to be more: affected by changes in the cost or durability of machinery, show 
no trend (and incidentally appear to be linearly related to income). 

5, Changes i in any of the relationships between the components of invest- 
ment and income will, of course, ordinarily affect considerably the results, 
of the analysis. This applies, of course, not only to the particular relationship 
investigated but also to the estimates of the gap between saving and private 
investment. This is particularly true of the correlation between housing in- 
vestment and income. This relationship could be! changed substantially with- 
out affecting the statistical reliability or logical credibility of the results. As 
Mr. Ezekiel points out, the slope of the net regression of housing investment 
on national income could be drawn considerably steeper with equal closeness 
of fit, but he does not make the further point, which should be emphasized, 
that any sizeable change in the slope would change substantially the results 
of his analysis. 

6. The correlation which is used to represent the relationship between 
temporary investment, the remaining component of private investment, and 
change in national income also has certain questionable features which affect. 
the reliability of the results. Thus it should be noted that income is not 
introduced into this correlation since it does not appear: to be significant. 
However, what is termed temporary investment is simply the sum of two 
quite different components of investment, changes in business inventories and 
changes in consumer credit, each of which is significantly related to income 
as well as to change in income. Apparently when these two different com- 
ponents of investment are combined, the relationship of each to income is 
obscured. Here again the estimate of the gap is affected. 

7. The relationship between quasi-investment and national income leaves 
much to be desired. On the basis of the complete set of relationships which 
Mr. Ezekiel posits, quasi-investment as indicated in the following section must 
be determined by income, change in income, and time (or rather the factors 
associated with time), making the necessary ceterts paribus assumptions. Con- 
versely, income must be determined by quasi-investment, change in income and 
time, or, stated differently, by quasi-investment in the present and prior 
periods, and time. Yet, as Mr. Ezekiel points out, in 1937 and 1939, years 
of about the same national income, there was a variation of over three billion 
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dollars in the total of quasi-investment. Nor is this result unique. As a conse- 
quence, Mr. Ezekiel states that in the period subsequent to 1933, “Changes 
in national fiscal or defense policy, rather than the impersonal effect of 
economic conditions, have apparently been the controlling influence.” 

This is a very revealing statement in view of the fact that, in Mr. Ezekiel’s 
comparison of the saving and private investment functions, he implicitly 
assumes that total saving, or total offsets to saving, and total private invest- 
ment are independent of government fiscal policies (except in so far as income 
is affected). If total saving and total private investment were independent of 
government fiscal policy in this manner, the relation of quasi-investment to 
income similarly would have to be independent of government fiscal policy, 
an assumption which is not too plausible on a priori grounds and, as indicated 
above, is even more questionable on a posteriori grounds.* 


Comparison of Saving and Private Investment Functions 


8. In Mr. Ezekiel’s comparison of the saving and the private investment 
functions, the gap between total saving and private investment is measured 
under static and dynamic conditions, at different income levels, and for vari- 
ous phases of the housing cycle. On this basis the size of the post-defense gap 
is estimated under a number of different assumptions. The relationship in- 
‘ vestigated, however, is not that between potential saving and potential invest- 
ment, as Mr. Ezekiel implies (p. 273), but an a posteriori relationship between 
offsets to saving including and excluding the net foreign balance and the 
government net contribution. It seems to me not to be too meaningful to term 
one of these functions a saving and the other an investment function, to say 
nothing of the objections to considering them potential saving and investment 
functions.” Let us suppose that over a period of years the net foreign balance 
and the government net contribution were zero. Would it then be maintained 
that potential saving and investment were equal as they must be in such a 
setup? 

Mr. Ezekiel has, in effect, simply segregated two components of offsets to 
_ ‘saving, determined their average level in the past under given conditions (of 
` income, etc.) ; and estimated on this basis their future level. What is done with 
net foreign’ balance and government net contribution might have been done 

as well with other offsets to saving, though it is true, of course, that there 


4 Another instructive exercise in determining the potential error in Mr. Ezekiel’s attempt 
to forecast the gap between saving and investment at a high future level of income is 
furnished by comparing actual quasi-investment in 1929 and 1940, the high points of in- 
come in each of the two decades from 1921 to 1940, with the estimated quasi-investment ob- 
tained as the difference between estimated total offsets and estimated private investment. 

_ The differences between the actual and estimated quasi-investment in these two years 

' depend on the method of estimation but are quite formidable in every case. It is not 
unreasonable to suppose that the differences would be even greater beyond the range of 
observed values. 


*In a footnote to the discussion of additions to saving and temporary investment under 
. dynamic conditions, Mr. Ezekiel points out the possibility that they both “represent merely 
two measurements of the same thing—first viewed as saving, and then as investment.” 
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is a particular interest in the government net contribution. Thus, when Mr. 
Ezekiel says, referring to the twenties, that “the higher average level of 
income in that decade was maintained only through the aid of continuous 
quasi-investment, either public financing or net foreign balances from capital 
exports,” he could almost equally well have attributed it to the other offsets. 

9. Unfortunately Mr. Ezekiel does not anywhere give explicitly a complete 
model of the economic system which he is positing. Consequently, it is’ not 
‘clear what determines income in such a system or how the propensity, or pro- | 
pensities, to save enters into the relationships which he sets up; viz., (1) 
Saving = Function, (Income, Change in Income, Time); (2) Private Invest- 
ment = Function, (Income, Change in Income, Time); and, by definition, 

(3) Saving = Investment = Private Investment + Quasi-Investment. From 
(1) we could write (4) Income = = Function, (Saving, Change in Income, 
Time) which in this particular case gives income for any period as a function 
of total saving in that period, total saving in previous periods, and of time. 
The last equation can be written more meaningfully as (5) Income = Func- 
tion, (Investment, Change in Income, Time). From the above, we can also 
write (6) Income = Function, ( Private Investment, Change in Income, 
_ Time), and (7) Income = Function, (Quasi- Investment, Change in Income, 
Time). It is far from obvious how income is determined from the above equa- 
tions, or how changes in the propensity, or rather propensities, to save affect 
these relationships. 

10. Finally, I should like to raise certain questions regarding Mr. Ezekiel’s 
treatment of “Saving versus Investment under Stable Economic Conditions.” 
Under such conditions saving in the post-war world is estimated as before 
(7.e., as a function of income, change in income, and time) but investment 
is estimated, first, on the basis of the average ratio of investment to gross © 
national product during the past two decades, and, second, on the basis of a 
somewhat more sophisticated procedure, viz., the correlation between the above 
ratio (investment divided by gross national product) and both the per cent 
increase in population and the per cent increase in real gross national product 
per capita for half-overlapping decades from 1879 to 1938, Now the ratio: 
of investment to gross national product over a period of time may- give some 
idea of the investment necessary to maintain a given level of-gross national 


product, although it is obviously not too good even for that purpose:.However, _ 


the average ratio over periods of prosperity and depression seems to furnish. 
very little indication of the way entrepreneurs would react to the highest’ level 
of income in our history up to the period of the war, and the highest prolonged 
level of income ever achieved. In the past high levels of income have been 
accompanied by very high ratios of investment to income. It may be granted 
that this reflects an acceleration factor which would be absent in a post-war 


°In effect, in this first relationship, but not in the second relationship, it is assumed 
that the housing cycle post-war will average as high as during the twenties. In the first 
relationship the average ratio of investment in plant and equipment during the past two 
decades is applied to the desired post-war income level of 110 billion dollars and then 
the average expenditure for housing during the twenties is added in. In the second relation- . 
ship housing is combined with plant and equipment and the two are treated together. . 
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world marked by a “stable” high level of income. Yet there is still little 
reason to believe that, confronted with such a “stable” high level of income, 
entrepreneurs’ investment decisions in the aggregate will simply reproduce 
the investment “necessary” to maintain the desired national product. 

Mr. Ezekiel’s correlation analysis for the period 1879-1938 between the 
amount of investment in per cent of gross national product and both the 
per cent increase in population and the per cent increase in real gross national 
product seems to be subject to a number of deficiencies. The correlation of 
over .9 which is based on ten observations almost entirely disappears when the 
last two observations covering the periods 1924-1933 and 1929-1938 are 
omitted. As a matter of fact, while the partial correlation between the amount 
of investment in per cent of gross national product and the per cent increase 
in population remains positive, though becoming extremely small (+.132), 
the partial correlation with the per cent increase in real gross national product 
per capita actually becomes negative. Consequently, the correlation analysis 
for the period 1879-1938 is certainly suspect and the results can hardly be 
said to be “based on American experience over a long period of years.” 

More specifically, the results supposedly based on the extended period 1879- 
1938 seem to reflect almost entirely the fact that during the depression of the 
early thirties, investment in per cent of gross capital formation dropped 

, drastically at the same time that there was a sizeable decrease in real gross 
national product per capita and a considerable decline in the per cent increase 
in population. In this connection it may be noted that the use of the per cent 
increase in real gross national product per capita as a measure of technological 
progress leaves much to be desired since this statistic measures (among other 
things) the degree of utilization of resources in addition to their efficiency. 
Thus, in the early thirties the low level of utilization of resources was a more | 
potent factor than any technological retrogression making for a decrease in 
real gross national product per capita. Yet on the basis of what happened 
in the thirties, as reflected in the correlation analysis mentioned above, Mr. 
Ezekiel estimates the future requirements for capital formation assuming a 
stable high level of income and an assumed average rate of technological 
progress (and population growth).’ This certainly is a questionable procedure. 


Summary 
‘In the preceding discussion I have pointed out briefly certain theoretical 


> and empirical objections to Mr. Ezekiel’s analysis of saving and investment 


. which he utilizes to estimate the magnitude of the post-war gap under specified 
“conditions. I have indicated that the theoretical structure behind these sta- 
tistical relationships appears rather suspect and that the relationships them- 
“selves do not always measure what they purport to measure. I have also at- 
tempted to show certain deficiencies in the statistical analysis of saving and 

It should be mentioned that Mr. Ezekiel compares the 18 1/3 billion dollars of gross 
capital formation, estimated on the basis of the above to accompany a stable level of 110 
billion dollars of income, with the private investment of 17 billion dollars estimated on the 


basis of the simpler approach previously discussed though, among other differences, the 
prior approach assumes the high phase of the building cycle characterizing the twenties. 
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investment, which, totally apart from theoretical reasoning, would affect very 
substantially both the estimates of “saving” and investment accompanying 
given levels of income and the resulting estimates of the post-war gap. 

These comments are not exhaustive and they hardly touch upon such 
matters as deficiencies in the basic series used by Mr. Ezekiel or on the well- 
known technical limitations which characterize all such statistical analyses: 
viz., serial correlation, high correlation between independent variables, extrap- 
olation beyond the range of observed values, and similar technical matters. 

IRWIN FRIEND 

Philadelphia 


Saving of Individuals in Relation to Income 


In a recent article? Mordecai Ezekiel raised the interesting question as to 
whether individuals in this country tend to persist in habits of consumption 
spending; that is, whether during years of decreasing income they tend to 
spend more and to save less in relation to their income than during years of 
increasing income. Partly to answer this question, Ezekiel made two analyses, 
one of data on private saving and the other of data on consumption. Un- 
fortunately, both analyses include serious errors of data or of interpretation, 
as we shall briefly point out. 

1. Functional Relation of Saving and Income. By an oversight, the values 
for saving (total offsets to saving, according to the Currie definition) as given 
by Ezekiel in his Tables I and IT and also as plotted in his Figures 2 to 5 are 
all erroneous for the years 1929-40 because they omit the net contributions 
of the state and local governments. The omitted amounts varied from 1.4 
billion dollars in 1931 to minus 1.2 billion dollars in 1934. The corrected values 
are plotted in Figure 1.2 Comparison with Ezekiel’s corresponding Figure 5 
shows that the corrected points for the seven depression years 1930-36 lie only 
about half as far, on the average, from the trend line drawn symmetrically 
through them. 

2. Functional Relation of Consumption and Income. In his Figures 8 and 9 
Ezekiel plots consumption as a function of net national income whereas he 
should have used gross private income as in his Figures 4 and 5. Estimates 
of consumption are obtained by subtracting estimates of saving from estimates 
of income; hence, a plot of consumption vs. income is also a plot of saving vs. 
income; and the choice of income used determines the kind of saving plotted. 


As a result of Ezekiel’s choice of net national income, his Figures 8 and 9. ` 


and his corresponding equation really relate to net total saving, including 
government net saving, instead of to private saving; hence, no conclusion | 
as to spending habits can be drawn from this analysis. 

3. Saving of Individuals, 1929-40. The figures for saving used by Ezekiel 
all include the saving of corporations; yet to obtain information as to the: . 


* “Statistical Investigations of Saving, Consumption, and Investment, ” pt. I, Am. Econ. 
Rev., Vol. XXCKIT (Mar., 1942), pp. 22-49. 


2 The values will be furnished by the writer on request. 
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spending habits of individuals, it would, of course, be preferable to secure data 
as to their saving as a separate group. It happens that Gilbert and Bangs of 
the Department of Commerce have recently published? new estimates of the 
saving of individuals (which they call noncorporate gross savings) and also 
of consumption (which they call consumer expenditures for goods and serv- 





Fic. 1—-Private Saving as a Function of Private Income (Currie definitions) ; 
Ezekiel’s Figures, Corrected. 


ices). By adding these estimates together we obtain the Commerce estimates 
of individual disposable income given in the table on page 836. A plot of 
these Commerce estimates of individual saving as a function of disposable 
income is given in Figure 2. Comparison of this figure with Figure 1 shows 
marked differences. It is of particular interest that in Figure 2 the points for 
1931 and 1932 lie above the points for 1933 to 1935 instead of below, 
indicating a persistence in habits of saving rather than in habits of consump- 
tion spending. 

The differences between Figures 1 and 2 are due not so much to the fact 
that corporate saving is included in Figure 1 as to a difference in the defini- 
tions of individual saving used. The Currie definition of saving, used in Figure 
1, includes increase in outstanding consumer credit whereas the Commerce 
definition, used in Figure 2, does not. If we add the consumer credit term, as 
given in the table, to the Commerce estimates of individual saving, we obtain 


® Milton Gilbert and R. B. Bangs, “Preliminary Estimates of Gross National Product, 
1929-41,” Survey of Current Business, May, 1942, p. 12. 


1942] COMMUNICATIONS 837 


INDIVIDUAL SAVING AND DISPOSABLE INCOME 
{in billion dollars) 








Individual Individual Saving 
; _— | Consumer 

Vear Disposable Income Without Cons. Credit | With Credit Credit: 

RY ne ee el! NU ent 

Commerce NBER Commerce; NBER Commerce data 
data data data data data 

1929 82.3 80.8 11.5 9.2 12.3 0.8 
1930 74.0 73.5 9.1 5.5 8.3 —0.8 
4931 62.8 61.0 8.6 5.2 7.4 -1.2 
1932 48.5 41.3 5.5 3.6 4.9 —1.5 
1933 46.9 45.1 4.1 2.5 4.1 0.0 
1934 53.3 52.4 5.6 3.5 6.2 0.6 
1935 58.6 56.8 6.4 6.7 7.4 1.0 
1936 67.9 63.5 8.8 10.6 10.2 1.4 
1937 71.6 67.9 9.1 9.9 9.9 0.8 
1938 65.7 62.4 7.2 6.4 5.7 -1.5 
1939 70.6 8.6 9.4 0.8 
1940 76.1 9.9 10.8 0.9 





the values in Column 6 of the table. These values are plotted in Figure 3. 
Comparison with Figure 2 shows that inclusion of the consumer credit term 
inverts the relative position of the points for the years of decreasing income, 
1931-32, with reference to those for the years of increasing income, 1934-36, 


TE ST 





Fic. 2—-Individual Saving as a Function of Individual Disposable Income 
(Commerce definitions); Commerce Estimates, 1942. 
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so that Figure 3 indicates persistence in habits of consumption spending 
instead of in habits of saving. Evidently the conclusion to be drawn from the 
Commerce estimates depends on which definition of individual saving we 
adopt. As explained in a previous article,‘ the consumer credit term is only 
apparent saving, saving from the point of view of the consumer, not from that 
of the economy. The National Bureau of Economic Research,® as well as the 
Department of Commerce, omits this term. 





Fic, 3—Individual Saving (Currie definition) as a Function of Individual 
Disposable Income; Commerce Estimates. 


Nugent gives a plotë which shows that outstanding consumer credit (capital 
financing plus income-period financing) increases and decreases in step with 
national income, which is natural. It follows that the change in outstanding 
consumer credit, that is the consumer credit term, should vary in step with 
the change in national income; and in fact, as the figures in the table show, 
the estimates for the consumer credit term are negative for the years of 
decreasing national income and positive for the years of increasing national 
income. This means that, in years of decreasing national income, instalment 


tG, S. Fulcher, “Annual Saving and Underspending of the Individuals, 1926-37,” Rev. 
of Econ. Stat., Vol. XXIII (Feb., 1941), p. 40. 

5 Simon Kuznets, National Income and Its Composition (New York: Nat. Bur. of 
Econ. Research, 1941), p. 69. 


€ Rolf Nugent, Consumer Credit and Economic Stability (Russell Sage Foundation, 
1939), Chart 3, p. 125. . 





Fic. 4—Individual Saving as a Function of Individual Disposable Income 


(Commerce definitions); National Bureau of Economics Estimates. 
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Fic. 5—Individual Saving 1929-40, without Consumer Credit Term. 
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payments exceed instalment purchases. This would seem to be an indication 
of persistence in habits of paying instalment debt obligations rather than in 
habits of consumption spending. The dynamic factor which Ezekiel’s analysis 
of saving seems to disclose is, therefore, merely consumer credit. 

For comparison with the Commerce estimates of individual saving, cor- 
responding estimates of the National Bureau of Economic Research may be 
of interest. The results’ for individual disposable income and for individual 
saving are given in the table and are plotted in Figure 4. Finally in Figure 5 
are plotted both the Commerce estimates and the N.B.E.R. estimates of 
individual saving, neither series including the consumer credit term. The 
differences are so large that, until they have been greatly reduced or explained, 
it seems useless to attempt to derive an equation for saving as a function 
of national income or to draw any conclusions other than such general ones 
as the relation between saving and income brought out by Currie’s estimates 
presented to the Temporary National Economic Committee in 1939. 

GORDON S. FULCHER 

Washington, D.C. 


Buchanan’s Theory of Fluctuations in Business Profits 


In the December, 1941, issue of the Review! Professor Buchanan proposed 
a “general theory” which accounts for fluctuations in business profits in flexi- 
bilities in demand and price as they affect gross income, and the degree of 
proportional variation of expenses relative to this income. Of prime importance 
in the explanation of the failure of expenses to vary proportionately with gross 
income are the arbitrary and illogical accounting methods of the rule of “cost 
or market whichever is lower” for inventory valuation and the straight-line 
method of depreciation. Because of this fact, he says, it is time to reéxamine 
these accounting techniques of the individual concern because of the adverse 
effect which they have on the total economy. 

Both of these accounting techniques, according to Professor Buchanan, 
augment profits in prosperous years and diminish them in poor ones. It is 
generally true that in the case where market values at the end of the year 
are less than cost, accountants may allow, and perhaps erroneously, an external 
factor of price fluctuation to affect the cost of goods sold, and this practice 
may accentuate the fluctuation in business profit for that year.? The net effect 
on the profit for a particular year depends, of course, upon whether the 
beginning inventory was taken at cost or at market prices. Accountants will 
not, however, understand or agree with his statement that the rule of the 
“lower of cost or market” augments profits in periods of rising prices (p. 738). 


* Details of the calculations, based largely on Kuznets, of. cit, will be furnished by the 
writer on request. 

1N. S. Buchanan, “Toward a Theory of Fluctuations in Business Profits,” Am. Econ. 
Rev., Vol. XXXI (Dec., 1941), pp. 731-53. 

* This external factor of price fluctuation could easily be kept out of the regular opera- 
tions by the use of a valuation account and the treatment of the loss as a non-operating 
item. 
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I take his statement to mean that if market values are higher than cost at the 
end of a certain year, and if the inventory is taken at cost, this profit is 
actually reflected in the next year’s operations. What actually takes place is 
the postponement of the time for taking the profit until the next year when 
the goods are sold and the profit is realized. If a certain grocer, for example, 
found at the end of 1941 that the actual market value of his goods was 
$100,000 more than cost, profits would not be augmented by placing the 
profit in 1942 rather than in 1941. If prices rise over a number of years, 
there is a lag in the effect of these prices on reported profits. If prices are 
higher than cost at the beginning of the year, and there is a sudden decline 
during the year, and inventory is taken at market rather than cost at the 
end of the year, the effect on profits for the year is less than the actual change 
in market prices which has taken place. In such instances, the conservative rule 
might even tend to distribute or soften the effect of price fluctuations. If 
prices decline for a long period of years, except for the first year the relative 
effect of the rule is in proportion to the change in the price level but not more.” 
The fundamental question with regard to fixed expense is whether or not 
costs do vary according to the rate at which a business is operated with a 
certain amount of plant and equipment. If the life of a machine is determined 
by the number of units which it will produce or by the labor hours, and 
production varies between periods, then the straight-line method should not 
be used. The case is not so clear when time rather than use is the decisive 
factor. Due to obsolescence a machine might have a life of only five years 
regardless of the volume of production. Depreciation of this kind is not related 
indirectly to either the gross or net income. Furthermore, gross income for 
future years is too often affected by unpredictable factors entirely external 
to the business. Depreciation is only one of many expenses which may have 
this character. It might be safer to use convenient and perhaps crude methods 
rather than to attempt to defer such expenses as interest on indebtedness, 
rentals, or management salaries into later years because, let us say, prices 
are falling and income is declining. As I see it, economic theory supports rather 
than contradicts this idea that some expenses of a firm are relatively fixed. 
The variables selected and an analysis only in terms of current dollars seem 
to obscure many important factors in what may be called a “general theory” 
of cyclical fluctuations.* We are satisfied that gross income does vary widely 
between industries, but the term “flexibility of demand” does not tell us 
much more than this.° Maybe some of this variation is somehow bound up 
with that imp “product differentiation.” Then, too, when there are inflationary 
tendencies, the dollars of business profits may not prove to be “real” dollars 


3T do not attempt to defend the strict logic of taking estimated losses, but not estimated 
gains. Also, not all the accountants agree to this rule as an acceptable valuation basis. 
See Paton, Advanced Accounting (New York, 1941), p. 154. 


*Note the many factors listed by R. T. Bowman in his A Statistical Study of Profits 
(Philadelphia, 1934), as trade marks, monopolistic control, lucky orders, geographic loca- 
tions, and many others. P. 18. 


* The “income elasticities” include changes in price as well as income received: Buchanan, 
Am. Econ, Rev., Vol. XXXI, p. 741. 
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at all. Surely the whole question of the effect of fixed expenses is greatly 
magnified by large changes in the price level. In times of depression a company 
may find itself burdened with a vast plant built at high prices and at high 
costs, and the question of devaluation, not of a method of computing deprecia- 
tion, becomes fundamental to the life of the business. Receiverships are neces- 
sary in some cases because of high rental contracts. The quest for cyclical 
forces in the accumulation of stocks, lag of costs and prices, output and life 
of producers’ goods, interest rates, and monetary phenomena is the work of 
many specialists and needs no elaboration here. 

Recorded profits influence business men not only on account of their fluc- 
tuations, but also on account of the fact that they are generally overstated. 
I have always thought that the economist’s approach to this problem of 
accounting profits would be that of casting out those elements which are not 
profits at all. Except in the case of monopoly elements and temporary condi- 
tions, perhaps a relatively small amount would be left if there were something 
approaching a stable price level, and this curious mixture called “business 
profits” could be properly analyzed and proper allowance could be made for 
interest on owner’s capital, rents, management salaries, and other costs. This 
approach, it seems, is more in accord with our general body of economic theory 
than one which depends for its remedial effects upon the fact that the concept 
of fixed expense is erroneous. 

LAWRENCE R. CHENAULT 


Hunter College 


Price Control and Rationing 


Certain of the recent contributors to the Review writing on price control and 
rationing have ignored what seems to be the most important question of all. 
Most people concede that the present war will be in part decided by the rela- 
tive economic efficiency of Germany and the United States. Hence the ultimate 
criterion of any program for freezing prices and rationing commodities should 
be its contribution to economic efficiency as judged by wartime needs; 2.e., 
the satisfaction of only the most essential needs of every family or person with 
a minimum expenditure of resources retained from the war effort. Compared 
with this it is immaterial if the prices of goods rise or fall. 

The Administration presumably has no trust in the allocating efficiency of 
the price system in time of war because of the considerable income inequalities 
which exist amongst consumers and because contracts based on costs prevent 
material prices acting as rationers amongst defense firms. The increasingly 
favored alternative is to distribute agents and final products by direct action 
methods and to freeze the devitalized prices according to popular dictates. 
Failing supplies of essential products will then be subsidized. 

This cure may be worse than the ailment. The labor cost of bureaucratic 
allocation is considerable for all concerned. It would be an overly complicated 
rationing scheme which would ensure the marginal employment of all scarce 
consumption goods being of equal importance. Obviously, this goal will never 
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be attained by the granting of equal quantity allowances of scarce com- 
modities because special climatic, occupational, and personal factors render 
each family’s needs peculiar. For this same reason a person can obtain more 
enjoyment from the unregulated command over a specific value of money and 
his country’s resources than if his claims have to be exercised in some “aver- 
age” way prescribed by the government. Consequently, taking the nation as a 
whole, an excessive quantity of productive resources will be lost to the war 
effort, however low the official standard of living falls. Finally, the granting 
of a subsidy violates the economic (but not the political) rationale of the 
price ceiling. 

Fortunately the possibilities are not limited to either laissez-faire or present 
and prospective controls of the O.P.A. type. Price changes can be made an 
ally instead of an outlaw, for shifts in production and consumption can be 
instigated by altering price relations. Value rations can be used instead of, 
and are preferable to, commodity rations, because they permit more variation 
in sumptuary behavior. And if these value rations are lumped into an expendi- 
ture allowance, a maximum of flexibility is attained. This effect might be had 
by means of income taxation, compulsory bond buying, or sales of ration 
coupons. Over-all controls of this kind, if. technically and politically feasible, 
appear superior to the two other alternatives. 

“Practical” administrators in Washington may shrug off these ideas as 
“classroom theory” and point out that Germany has had a price ceiling since 
the middle thirties. This reference should injure rather than succor their 
argument. Professor Singer’s articles on the German economy (vide the Eco- 
nomic Journal) give us fair warning of the confusion and waste attendant on 
this prolonged usurpation of price functions by the bureaucracy of even a 
totalitarian state. 

STEPHEN ENKE 

University of California 
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The Theory of Competitive Price. By GEORGE J. STIGLER. (New York: Mac- 
millan, 1942. Pp. vi, 197. $3.00.) 


“This is a preliminary edition of a textbook in advanced economic theory. 
... The present volume covers the usual introductory material on methodol- 
ogy and the theory of competition” which the author soon hopes to supple- 
ment by sections on “imperfect competition, multiple products, capital theory 
and certain other topics” (Preface). 

Of late, several textbooks have appeared, wholly or mainly on economic 
theory, which display encouraging improvement in quality. Among them Pro- 
fessor Stigler’s Theory of Competitive Price is entitled to a prominent place. 
His material, though he may feel it to be “unoriginal,” is certainly not trite. 
His crisp presentation is sure to hold the interest of the reader and to clear 
up for the beginner many difficulties which with less efficient teaching he 
might never overcome at all. A commendable attention to rigorous formula- 
tion is wisely tempered with a due regard for the disabilities of that large 
number of students of economics who so far have not reconciled themselves 
to the fact that, though the mathematical equipment required for an adequate 
grasp of the subject is as yet modest, it is hardly possible to do without any. 

I wonder why Stigler calls his book “advanced.” Recent refinements are 
hardly hinted at, and practically everything the modern theorist worries about 
is conspicuous by absence. It is as an introduction on an elementary level 
that the book has few, if any, peers—as a text, say, for the undergraduate 
course in theory that follows directly upon the general introductory course 
in economics (such as Harvard’s “Ec. A”). In fact I do not see why the book 
should not be used for the theoretical parts of the latter: the intellectual effort 
it calls for is much below that required, at the comparable stage, from the 
student of theoretical physics, and very few adjustments would suffice to fit 
it for the task.? 

So good a performance invites a kind of criticism which a lesser perform- 
ance is in no danger of meeting and the import of which may easily be mis- 
understood. I wish to emphasize therefore that my high opinion of the book 
is entirely unaffected by the comments I am about to make. It is, in fact, pre- 
cisely that high opinion and my wish to see the book widely used in the future 
that prompt me to make them. 

1Some of these adjustments are necessary in any case. The text indicates that it was 


composed in something of a hurry, and there are many little carelessness in it that a 
modest amount of additional work could eliminate. 
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In the first part—Introductory—the fourth chapter deserves particular 
commendation on pedagogical grounds. The analytic tools which we are in 
the habit of calling “theory” are formally so similar to one another that it is 
obviously convenient to display this fact from the outset. This Professor 
Stigler does, following the example set by Mrs. Robinson, in an extremely 
adroit manner: the tiro learns right away all he needs to know about total, 
average, marginal quantities, elasticities, and so on, so that free use can be 
made of them, and the formal relations between them, later-on. The rest of 
the first part I feel less able to admire, both on account of what I found in it, 
and of what I failed to find. 

I do not know that, at this hour of the day, there is any necessity for the 
general methodological considerations offered in the first chapter, or why, if 
we must define our field, we should choose a definition which makes strategy 
a part of economic theory—scarce means, competing ends, maximum of re- 
sults. Would it not be more enlightened to warn the beginner that the term 
economic theory covers two different things: models or schemes that are de- 
vised for the purpose of clearing up certain points about the pure logic of 
economic relations—such as necessary and sufficient maximum-minimum con- 
ditions——which cannot, or can only with difficulty, be applied to statistical 
facts; and models or schemes that are precisely devised for the purpose of 
dealing directly with statistical “regularities,” such as the various Tinbergen 
models? And would it not be well, also, to explain to the beginner—it can be 
done in a few pages—why and by what routes we have drifted so far away 
from the Marshall-Wicksell background that looked so satisfactory in 1900 
and looks now like an old model-T Ford? 

The treatment of Basic Concepts in the second chapter is still less satis- 
factory.” But I will merely suggest that there are better reasons than Professor 
Stigler seems to admit for defining Statics as the theory of the relations be- 
tween economic quantities all of which refer to the same point of time, and 
Dynamics as the theory of the relations between economic quantities referring 
to different points of time.’ It seems also desirable to impress upon the be- 
ginner’s mind the all-important distinction between Statics and Dynamics, 
which are methods of approach, and Stationary and Evolutionary States of 
the reality we investigate. Keynes investigates evolutionary processes by 
means of a static theory. A stationary process may be analyzed by means of 
dynamic theory. The work that uses these categories has become too impor- 
tant to be passed by. 

The second part, which justifies the title of the book, presents Professor 
Stigler’s basic structure. As far as it goes, it is excellent. The theory of con- 
sumers’ behavior or households’ behavior—I should have preferred this desig- 
nation of the material of chapters 5 and 6 to “theory of demand”—is entirely 
freed from survivals of the old utility analysis, and Stigler shows once more 
how well we can get along without it.* I will not, however, suppress a lingering 


? In particular, it is, to say the least, misleading to make complete knowledge a requisite 
of perfect competition. 

* This is meant to include also relations containing a time derivative. The above definition 
is due to Ragnar Frisch. 

*Why, by the way, is it irrational to go on a spree? P. 66. 7 
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doubt as to whether indifference varieties are any more necessary. As Samuel- 
son has shown (and before him, though less stringently, Barone), all we need 
in order to derive the proper restrictions on households’ behavior is a con- 
sistency postulate: if I prefer a set of goods A to a set of goods B, I must not 
at the same time prefer B to A. However, gratitude greatly prevails over 
doubt when we peruse those chapters. 

Then comes the production function (chaps. 7 and 8). It would be well, 
perhaps, if in later editions (of which I hope, and predict, there will be many) 
Professor Stigler could see his way to disentangling the discussion of its 
fundamental properties from the discussion of costs which he now carries on 
almost concurrently in a way that does not make for clearness. Of course Pro- 
fessor Stigler knows perfectly well how to “descend” from the production 
function to costs. The logical sequence could, however, stand out better than 
it does, The opportunity cost theory with which the argument starts would, 
moreover, greatly benefit from some additional care. Grasp of the distinction 
between a particular technique and a production function that covers many 
different techniques is not made any easier by the use of such phrases as 
“technique i.e. the production function” (p. 110), although Stigler dispels 
(p. 123) any suspicion that such phrases might create. The difficulty raised 
about the multiple-product production function (p. 110) is entirely imaginary 
and really amounts to a confusion between two different problems; and I can 
easily conceive of a more instructive treatment of the falling intervals of 
average-cost curves. 

The ninth chapter—Pricing under Competition—might more purposefully 
converge toward some rendering of a modernized Walras system, and addi- 
tional hints at problems of determinateness and stability might not be amiss. 
The last chapter—Pricing of Productive Services, and not, I am glad to 
say, “Theory of Distribution’”——is a little sketchy. Moreover, it suffers par- 
ticularly from the fact that, if the theorist wishes to open windows that look 
out on applied fields—and he is right in trying to do this—such glimpses 
are not likely to be very satisfactory in themselves. Thus, Stigler declares 
(p. 187) that the occupational and geographical distribution of workers is 
a subject on which the economist “has considerable to say” (sic). But what 
follows is hardly of a nature to bear out the expectation raised. 

Nevertheless I repeat what I said before: Gratitude and, in places, ad- 
miration should prevail over criticism even as regards chapters 7-10. Two 
questions, however, remain which concern all of us who are teaching theory. 

First, should a book or course of this kind start from the perfectly com- 
petitive case? Professor Stigler, fully aware of all that can be urged against 
this modus procedendi, makes a strong case for it. With due respect 
for the weight of his arguments I have to profess myself unconvinced. It is 
not only that it is bad tactics to do so.5 Much more important, the com- 


"It is bad tactics, that is, to use a road on which we do not get anything which we 
could not get from traveling on another but on which we encounter avoidable antagonism. 
The point may be illustrated by that unfortunate creation, economic man. There never was 
a more harmless chap, but why use him, since we do not need him and since the mere 


1942 | BOOK REVIEWS 847 


petitive case—which, by the way, Professor Stigler invests with properties 
that are much too sweepingly formulated—is not a limiting case or norm 
that embodies the essentials of the working of capitalist society with only 
“deviations” or “frictions” left out. The deviations from the perfectly com- 
petitive schema are themselves of the essence of capitalism and the source 
of phenomena that would be completely absent in perfectly competitive con- 
ditions. Therefore, it is much better to start from imperfectly competitive 
situations. This carries the additional advantages that a large number of 
realistic patterns come naturally within the range of theory from the outset 
and that the proper place is created for the fascinating problem how far 
they eventually work out in similar ways. If Professor Stigler nevertheless 
desires to start from a schema of “ideal” resource allocation, I submit that 
a well-chosen type of socialism qualifies much better for the task. Proceeding 
on this line, the teacher would have plenty of opportunity for dispelling the 
naive—and pernicious—idea that socialism and capitalism each mean just 
one definite thing that can be embodied in just one definite theoretical 
model. 

Second, should a book or course of this kind really keep forever within 
the ivory tower of nonmonetary theory? Professor Stigler evidently believes 
that he is expounding what teachers of economic theory actually do expound. 
To shake this belief, I will tell him the answer I got from one of the most 
brilliant theorists in the country when I asked him what he did in his theory 
course: “Oh, I just feed them the Keynesian stuff!” In case Professor Stigler 
be shocked, I can assure him that so was I. But to “feed” one’s class ex- 
clusively on Keynes is one thing, and to ignore the monetary—and aggregative 
-~aspect almost completely is another thing. I have thought for some time 
that, if we agree in anything, we agree in holding that the fundamentals of 
the monetary mechanism should be introduced on the ground floor of 
general economic theory and that no adequate analytic apparatus can be 
constructed without them and without either Say’s law, or something we 
may prefer to Say’s law. This is not a mere matter of division of labor be- 
tween texts or courses. So much should be clear from Walras. 

JOSEPH A. SCHUMPETER 

Harvard University 


The Strength of Nations—A Study in Social Theory. By GEORGE SOULE. (New 
York: Macmillan. 1942. Pp. 268. $2.50.) 

In this work Mr. Soule endeavors to set forth a new basis for social science 
that will make it more fruitful in solving the pressing problems that confront 
our world. The book is a significant one which merits the attention of all social 
scientists—and particularly of economists, because it is with economics and 
economic matters that it is primarily concerned. 

Impressed by the failure of our civilization to provide health, employment, 
and physical comfort for all the people, Soule believes that it is only through 





sight of him makes some of our fellow economists boil with resentment? Professor Stigler 
rightly keeps away from him. 
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science that these failures can be overcome. The backwardness of the social 
sciences in solving these problems is due to the barriers which divide them 
into separate fields. There must be a synthetic approach, in which a science 
directed toward the attainment of social welfare will be built upon the founda- 
tion of the inorganic and organic sciences. This requires us to recast our 
conception of the human beings which constitute the basic units of society. 
Man is not (as the economists have pictured him) a hedonist in a milieu of 
atomistic competition, but a physical and biological organism existing in a 
cultural medium, and interacting therewith. Soule then proceeds to a de- 
scription of human nature in terms of Freudian psychology, which he finds 
confirmed by physiologists’ studies of man’s nervous system and the reactions 
between physiological processes and nervous states. This approach leads 
naturally to an emphasis on neurotic disturbances caused by the frustrations 
of an unsatisfactory environment, So the task of social science is to find 
ways of providing an environment better suited to the emotional needs of 
human beings. 

At this point Soule offers a bold and interesting suggestion that constitutes 
the heart of his theory, and represents his effort to synthesize inorganic, or- 
ganic and social science. It is that the emotional and mental processes of man 
are manifestations of energy similar to heat, electricity, motion, and chemical 
change; hence, like these, they are subject to the first and second laws of 
thermodynamics, vżz., the principle of conservation of energy and the prin- 
ciple of dissipation of energy. The first of these principles is that energy can 
be changed from one form to another, but cannot be destroyed; the second 
is that, in practical uses of energy, some of it escapes and is wasted. 

If human beings are characterized by these two principles, it follows that 
in social problems we are concerned with a process of transformation of 
energy and wastes or losses in that transformation. This has important prac- 
tical applications. Since there is in modern society a surplus above the physi- 
cal necessities of life, there is energy to spare which must somehow find ex- 
pression. Activity is no longer primitive, unconsciously determined by bio- 
logical forces; it becomes a matter of deliberate choice, involving purposes or 
goals. If social health is to be maintained, these goals must be appropriate to 
human needs, and harmonious with one another. Social science must recog- 
nize this, and must find ways of directing into appropriate channels the 
energy that is released by technical progress. For instance, it must show how 
the labor displaced by new mechanical inventions can be reémployed., 

This line of thought causes Soule to reject the view that science is not con- 
cerned with purposes or ends. In a world of surplus, where the only values 
are no longer survival values, the social scientist must reveal what are the 
basic emotional needs of human beings, and in what kind of culture these 
needs may be better fulfilled than they are at present. For instance, ways 
may be found for sublimating the aggressive instinct so that it will no longer 
lead to war; the need for social security can be satisfied; we can avoid frus- 
tration caused by the failure of our society to fulfill the promise of America 
as a land of plenty; and we can find out how to prevent “contagions of emo- 
tion,” such as the “Nazi epidemic.” In developing this phase of his argument, 
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Soule draws an effective analogy with medicine, which (he rightly observes) 
has not been any less scientific because it has concerned itself with the prac- 
tical problems of health. Social science, he feels, should be directed similarly 
toward promoting the health of the social body. Social scientists should study 
institutions in the light of their fitness for performing useful functions, just as 
physicians study the organs of the body. Failure to do this is equivalent to 
abandoning the treatment of disease to the care of quacks and charlatans. 

By way of illustrating his thesis, Soule makes a number of excursions into 
the field of economics. In a rapid survey of the history of economic thought, 
he appraises the several schools which have marked its development. Against 
the classical tradition he levies criticisms that show the influence of Veblen. 
He finds it tainted in its origins by a naive belief in the beneficence of nat- 
ural laws, hence biased in favor of the system of free enterprise; and he be- 
lieves it to be hampered by the false view that society is atomistically com- 
posed of competing individuals who are actuated by hedonistic motives. Its 
shortcomings are revealed by its inability to account satisfactorily for such 
phenomena as the activities of speculaters in the financial markets, the be- 
havior of monopolists, and the trade union movement. This last, he believes, 
is more than a mere matter of collective bargaining; it is a manifestation of 
emotional states, of basic human motives. The historical and institutional 
schools do not offer a satisfactory substitute for the classical system. Although 
they have accumulated a great deal of useful factual information, they have 
failed to develop any significant theoretical generalizations. “We are left, then, 
with an impasse—on the one hand, a theory without facts, and on the other, 
facts without a theory! No wonder economic science is in so primitive a state 
that a troubled world can find little help in it!” 

Although much of his discussion of economics is penetrating and judicious, 
Soule’s criticisms do not do justice to neoclassical theory. He does not dis- 
tinguish this from the classical system out of which it developed, and so he is 
able to attribute to it all the shortcomings of its predecessor. He errs in hold- 
ing that the traditional theory value is derived from hedonistic premises. 
The laws of supply and demand are rooted in what any competent observer 
can see going on in the world of business, and are not dependent for their 
validity on any particular system of psychology. The classical writers merely 
grafted the psychology of hedonism onto their observations of market phe- 
nomena because that was the prevailing philosophy of their day. Neither is it 
true that classical or neoclassical economics is necessarily an apology for the 
existing order. The fact that many economists have been misled into con- 
fusing explanation with justification does not prove that the two are identical. 
Marx found in Ricardian doctrine (much of which he accepted) ample basis 
for a devastating attack on the system of individualism; and there are con- 
temporary economists (including this reviewer) who do not find neoclassical 
economics at all inconsistent with a belief in the desirability of socialism. 
Moreover, to demonstrate the shortcomings of classical theory, Soule chooses 
for illustration such problems as those of irrational speculation and labor 
agitation, for the interpretation of which it is least suited, slighting those 
problems of money and price where its technique is most helpful. And he 
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cites as evidence of its failure the very phenomena of monopolistic competi- 
tion which have lately been so fruitfully illuminated by deductive analysis of 
the neoclassical type! 

This is not to say that the neoclassical teachings constitute an all-sufficient 
body of social theory. They do not pretend to go beyond the range of market 
phenomena. But it is no valid criticism of contemporary economics to point 
out that it is not coextensive with sociology. Soule apparently wants the line 
between the various branches of social science obliterated, but it is difficult to 
see why this is necessary. We do need a synthetic science of society, and it is 
entirely appropriate that it should take note of economic phenomena; but this 
does not require that what has already been learned in this field shall be 
abandoned, nor does it preclude the pursuit of further knowledge in different 
phases of social behavior by division of labor among the scientists. 

It is evident that Soule is dominated by the Freudian conception of human 
nature. In a work that purports to build its social theory on the broad basis 
of all the sciences, inorganic and organic, this dominance of a particular school 
of psychology seems inconsistent. It is doubtful whether the technique of 
psychoanalysis will serve to comprehend the wide variety of social problems 
which are crying for solution. For instance, it could illuminate only a small 
phase of the problem of business depressions and unemployment. But Soule 
uses it most effectively in the interpretation of certain contemporary develop- 
ments, notably the rise of totalitarianism. 

In a fascinating chapter devoted to the latter topic, he convincingly pic- 
tures this movement as a manifestation of neurotic behavior on the part of 
whole populations, growing out of frustrations in the environment following 
the First World War, and dominated by a father-image fixation which leads 
the people to follow blindly such leaders as Hitler and Stalin. In these terms 
he shows the essential similarity of nazism and communism, and represents 
them both as totalitarian in that they constitute religious fanatacism that 
supersedes all other values and tolerates no competition. He believes that the 
communist movement took this turn because of the faulty psychological prin- 
ciples on which Marxian propaganda was carried forward—its appeal to the 
emotional superego, instead of the rational ego, of the people. It is a significant 
interpretation—one which will repay careful reading. 

Some critics will scoff at the suggestion that the first and second laws of 
thermodynamics are applicable to social phenomena. At first thought, the idea 
seems fantastic; yet the concept that our civilization creates a surplus of 
energy for which wholesome outlets must be provided is at least a useful 
analogy, and it may have some basis in physical reality. 

Controversial, too, is the view that social science must concern itself with 
ends or purposes. Clearly, scientists can go too far in maintaining an attitude 
of detachment; programs of social policy must not be left to amateurs and 
pressure groups. But can science, as such, say what are the correct goals for 
society to pursue? Soule believes that it can, by setting forth the criteria of 
physical and mental health in human beings. The argument is persuasive; 
but even if it be not accepted, this much, at least, should be possible: If we 
can find a few broad objectives that by general assent would be regarded 
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as desirable, science should be able to point the way to their attainment. 
There is tbus an applied science which is as reliable and certain, given the 
objectives, as pure science; and it is the duty of social scientists, above all, 
to develop the former as well as the latter, 

In an imaginative work like the one before us, that pictures in | bold strokes 
a vista not yet fully matured in the mind of the artist, there is bound to be 
much that is not clear, much that is questionable. But for all that, the book 
is a suggestive and stimulating one that represents a decidedly worth while 
addition to our literature. 

RayMonD T. BYE 
University of Pennsylvania 


A History of Economic Thought. By Eric ROLL. Rev. and enl. (New York: 
Prentice-Hall, Inc. 1942 Pp. xii, 585. $4.00.) 


Since good textbooks on the history of economic thought are permanently 
in demand, Professor Roll’s revised and enlarged edition is sure of a hearty 
welcome. It is a comprehensive and erudite study. It is a readable text, 
although not comparable in brilliance to the thirty-year-old history by Gide 
and Rist. Roll’s book, however, is also of considerable interest to the specialist 
in the field, since the author does not feel satisfied with offering a careful 
summary of the traditional kind. He suggests many new interpretations and 
takes a decided position in regard to old and current controversies. Because 
of this ambitious character, his work deserves careful examination. 

Roll describes his book as an “introduction to modern theory.” Although 
some will be skeptical of the value of the history of economic thought as a 
shortcut to the understanding of modern theory, this course is still a pre- 
requisite to almost all graduate curricula. It may, however, be questioned 
whether a book designed for academic purposes should cover as vast a field 
as the evolution of economic ideas from the Old Testament prophets to John 
Maynard Keynes. The economic conceptions of Biblical writers, Greek phil- 
osophers and Roman jurists are more adequately appraised by incorporating 
them in a history of social philosophy. The student of modern economics would 
doubtless not be disappointed by the omission of some further sections dealing 
with the Christian fathers, the Schoolmen, and canon law, in order to con- 
centrate on the economic theories developed during the last few centuries. 

If we turn from the preliminaries to the core of the study, another more 
fundamental objection may be raised. In the Introduction, the author pledges 
himself to a wise principle of selection: apart from the most outstanding 
economists of the past, only those personalities will be analyzed whose opinions 
either exemplify different trends of economic thought or have significance in 
relation to present-day theory and controversy (p. 7). Although the verifica- 
tion of these criteria is a matter of personal value judgment, it may be ques- 
tioned whether Roll has succeeded in living up to his program. 

Take his treatment of mercantilism. Notwithstanding various divergencies 
of opinion, modern economists generally agree on the proposition that this 
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broad school of thought was not confined to the British Isles. This, howev 
is just the impression which the unsophisticated reader will gather fr 
Roll’s analysis. He fails adequately to stress the fact that mercantilis 
as usually interpreted, was a type of economic reasoning more or less curri 
in all European countries from the 16th to the 18th century. Yet, exci 
for the Italian Antonio Serra, the author refers only to English writers. | 
is, therefore, barred from grappling with the deeper problem of how Briti 
Dutch and Italian mercantilism differed from contemporary conceptions 
Spain, France, Germany and Austria. Roll’s preoccupation with English lite 
ture goes so far that the leading exponent of interventionist policies in i 
17th century, the French minister Colbert, finds no place in his picture. T 
only reference to the great statesman to be found in the entire book—“‘t 
mercantilist measures of Colbert, designed to foster industry, were usele: 
(p. 140)—-is too sweeping a statement to be a scientific appraisal. Also | 
influential and characteristic school of the German Cameralists, so admiral 
represented in this country by Albion W. Small, are left out of the pictu 
Only incidentally, in his analysis of William Petty, does Roll mention t 
group, labeling them as “the pseudo-economist advisers of absolute monarcl 
(p. 102)—~a characterization which may well be deserved but, during an < 
of state interventionism and well-established absolute monarchies, is not p: 
ticularly significant. 

In the opinion of some critical readers, Roll lays himself open to t 
further charge of relying too exclusively on the materialistic conception 
history. Needless to say, this conception is an efficient tool for interpreti 
the essence and the sequence of many economic ideas. Roll, however, tries 
open all doors with the same key. Unaware of the limitations of the sup 
structure approach, he disregards the more modern notion of the oppos 
relationship between institutions and theories, considering ideology as t 
active factor, determining both the modes of production and the soci 
economic structure. By relying exclusively on the materialistic interpretatic 
we are likely to overlook the fact that some economic doctrines have be 
developed and passed on to the younger generations without having a 
direct relation to practical policies. Some scholarly opinions seem to succe 
in living their own lives. For instance, the predilection of one generation | 
an objective or subjective approach to value theory cannot be fully explain 
in terms of economic needs and social tensions. The shortcomings of t 
materialistic conception of history become particularly evident when 
author employs the same economic and social background as a justificati 
for two opposite and contemporary lines of thought, as, for instance, wh 
the transition from commercial to industrial capitalism is described as t 
determinant of both the mercantilist and the anti-mercantilist theories. 

Roll shows a certain taste for extravagant statements. We are told, í 
instance, that Petty is the founder of political economy (p. 100); that Malth 
was “a reactionary” and “fought a rearguard action” (pp. 225-226); tk 
James Mill’s Elements of Political Economy (published in 1821) was “t 
last expression of unquestioning faith in the Ricardian School” (p. 146); a 
that “Keynes’s approach represents a return to classical political econom 
(p. 527). We also meet with some striking contradictions: in one chapti 
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J. B. Say is belittled as “a Continental popularizer of Smith” (p. 215)— 
incidentally, the usual label in antiquated textbooks—while, in another chap- 
ter, he is highly praised as “one of the chief founders of the formalist equil- 
ibrium analysis which is the essence of present-day economic theory” (p. 354). 

In the final balance, however, these and other deficiencies do not seriously 
impair the positive contributions of Roll’s work. 

His masterpiece is the long chapter on Marx. Nowhere does the author 
proceed with greater care and show deeper insight. Yet it must be said that 
this chapter is narrower in scope than most other parts of the study. To the 
author Marx is apparently too high an authority to be exposed to even the 
most timid objection; Marx is kors concours—in contrast to all other famous 
economists who, as is appropriate in a scientific analysis, are studied in a 
critical mood and often chided for errors and inconsistencies. Roll does not 
even shrink from asserting that the well-known break between the first and 
the third volumes of Das Kapital—the reversal of the labor value theory by 
the theory of the “prices of production”—is only an apparent one or merely 
one in the eyes of prejudiced critics: it “rests on a misunderstanding of 
Marx’s approach and of the function of his labour theory of value” (p. 307). 

Second best is the discussion of the classical system, particularly the 
theories expounded by the members of the inner circle of the school. The 
originality and the confusion of Malthus—especially, in his controversy with 
Ricardo on the accumulation of capital—his anticipation of the modern con-: 
ception of oversaving and of the spending philosophy are better interpreted 
than in most recent works. 

In the new edition, two former gaps of the study have been closed. One 
chapter surveys the American contribution, using J. B. Clark and Veblen 
as typical representatives of two schools of thought. A last chapter introduces 
the reader in a general but critical way to modern equilibrium discussion and 
Keynesian philosophy. 

Fritz Kart Mann 

American University 


Basic Principles of Economics and Their Significance for Public Policy. By 
Harry GUNNISON Brown, (Columbia, Mo.: Lucas Brower: 1942. Pp. 
xvii, 542. $3.00.) 


Recent books dealing with principles of economics in systematic fashion 
have tended to polarize about two general types. One, exemplified by such 
books as those of Meyers and McIsaac and Smith, conveys the impression 
that economic “science” is a neat, orderly, and systematic discipline. The 
other, to which Professor Brown’s book belongs, attempts to provide a basis 
for understanding and (with regard to this book especially), for reforming 
a disorderly economic world plagued by deviltry. The former approach has 
many merits, but it leaves the student with the impression that however 
chaotic the world may be, economics is all right. The latter approach is less 
concerned with neat analysis than with using time-tested economic ideas as 
a basis for finding economic devils and casting them out. 
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This dichotomy is undoubtedly overemphasized, but it will perhaps convey 
a general impression of the present work, which is something of a magnum 
opus drawing liberally from many of the author’s previous works and written 
down to the undergraduate level. 

The book is true to the statement in the Preface that it places “chief and 
large emphasis on the things that have seemed . . . most fundamental theo- 
retically and most significant for the determination of policy” (p. vi). This 
emphasis, followed throughout the book, includes “a sort of philosophy or 
defense of the price system (capitalism)—xot a defense of it as it is but 
an explanation and defense of it as it might be” (p. vii; italics in the original). 

The book is written in lucid style and employs provocative illustrations. 
It is divided into two parts: “Prices, Price Levels and Trade” and “How 
the Product Is Shared.” It is somewhat disconcerting to find an excellent 
chapter on “The Determination of Value” in the second part and two 
pedagogically rather inadequate chapters on prices in the first. How students 
can understand a discussion of business cycles before they have studied 
distribution is something of a problem, but this book, like several others, 
presents business cycles before distribution. In general, however, the book 
covers the subjects usually found in a text.on principles. 

As to the value theory, instructors now inured to the elaborate apparatus 
of modern limited competition theory will find a conspicuous absence of 
diagrams as well as the absence of anything but a bare mention of monopo- 
listic competition analysis itself even in literary form. Likewise the distri- 
bution theory presented is strictly of the pre-Cambridge variety, and so far 
as the treatment of interest is concerned, the efforts of Mr. Keynes and his 
` disciples receive no recognition. 

The author’s views on the single tax are too well known to require com- 
ment. It is to be doubted, however, that their importance warrants devoting 
17 per cent of the space to arguments for, and refutation of arguments against, 
this program, however admirable the exposition may be. 

The chapter on business cycles will be found confusing to many students, 
and it is perhaps the least satisfying in the book—a statement true of most 
books on principles. The savings-investment problem is “solved” in typically 
classical manner; “persons who save nevertheless spend as effectively as 
those who are extravagant” (p. 91). Business depression can be reversed 
apparently by a general fall in the price level, or, following the same analysis, 
by a sufficient increase in the “volume of circulating medium.” Rejection of 
underconsumption theories is, for the author, a most satisfactory test of 
whether one understands economic principles (p. 130). 

In general, the treatment of most problems is strongly neoclassical. The 
book is shot through with implicit assumptions of long-run and full employ- 
ment, and with the practice of proceeding directly from analysis based on 
such assumptions to real world problems. It is questionable pedagogy also 
to employ to any extent the old gold analyses in discussions of monetary 
problems. In too many instances (to this reviewer’s taste) the author misses 
the chance to generalize the theory. 

What is the significance for public policy of the principles expounded? 
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The possibility of a planned economy on a democratic basis is early rejected 
as being “extremely doubtful.” Nowhere does the author demonstrate that 
theoretically, at least, such an economy is quite possible—perhaps as much 
so as “capitalism as it might be.” He does not, as did Taylor and later Lange, 
use the planned economy device as a method of demonstrating that the 
formal solution of value and distribution problems is essentially the same 
in planned and ideally competitive societies. The author is concerned mostly 
with criticizing “planning” in the interventionist sense and his arguments 
along these lines are usually convincing. 

The major applications of principles in this book are therefore directed 
toward removing evils of our capitalist society. To accomplish this purpose 
it is first necessary to educate the public in order to destroy the harmful 
influence of some politicians and many charlatans. This is, of course, the 
major purpose of the book. So educated, the public should eliminate industrial 
and trade union monopolies and restraints, establish free or less restricted 
international trade, combat business depression by Federal Reserve policy, 
and raise a major part of our government revenues from a tax on land rent. 

As for easing the transitional effects of a policy aimed at restoring competi- 
tion while at the same time satisfying the desire for security without impeding 
the transition, no program is offered. Preoccupation with policies which will 
produce the desired results only in the long run gives the book a Spartan 
character which will chill the interest and enthusiasm with which many 
reform-bent students take up the study of economics. It is far to be preferred 
that we channel this attitude and build upon it instead of rejecting it almost 
at the outset. There is a real question whether unwise policies in public 
affairs have not resulted at least in part from the failure of “sound” economists 
to indicate more palatable solutions to some of our problems. The rigors of 
the desired competitive adjustment can be avoided, for instance, by a pro- 
gram of subsidies which fosters rather than retards the desired outcome. We 
are employing such devices in war; why not in peace? With such possibilities 
this book is not concerned. 

The book on economic principles appropriate to the post-war world is 
yet to be written. Those who attempt it must start with a discussion of 
economic relationships which follow necessarily from the problem of scarcity 
and which are not explicitly or implicitly postulated on a capitalist economy. 
Basic general relationships must then be adapted to particular institutional 
patterns, of which a centrally directed economy must be one. There are 
elements of this approach in Professor Brown’s book, as indeed there are in 
classical economics. ; 

Those who write books on principles should read Professor Brown’s. His 
chapter on “Prejudice versus Science,” together with remarks in a similar 
vein scattered through the book, constitute a wholly desirable preface to 
any principles course. His concern with applying economic analysis to cur- 
rent problems must be shared; to present the tools of analysis without 
instruction and example as to how they are to be used is a teaching job 
only half done. His method of exposition is clear and thorough, and his elimi- 
nation of geometric apparatus is to be preferred to the unskilled use to which 
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it is often put. Instruction in economic principles has become, and must 
become to a greater extent, a project in mass education. Textbooks now more 
than ever must reflect the purpose for which they are to be used. May we 
have more books which, like Professor Brown’s, couragously accept the chal- 
lenge to write along these lines. 


ALFRED C. NEAL 
Brown University 


Engineering Economic Analysis. By CLARENCE E. BULLINGER. (New York: 
McGraw-Hill. 1942. Pp. xi, 359. $3.50.) 


This is a textbook covering a wide field. In developing engineering cost 
analysis, the author found it necessary to discuss to some extent such under- 
lying subjects as accounting, financial mathematics, and the technique of 
valuation and appraisals, these being necessary tools in the work of cost 
analysis. Two sentences from the announcement on the jacket accurately 
characterize the book: “The chief aim of this text on cost analysis, as 
applied to engineering projects, is to give students an understanding of the 
economic factors which are present in the engineering process. .. . The book 
shows that the whole economic picture of an engineering project is not com- 
plete unless viewed from three angles: the economic or dollars and cents angle, 
the intangible or judgment factors angle, and the financial or ‘can it be 
financed angle.’ ” 

The book is intended for use in undergraduate courses in engineering. It 
is organized with the aim of developing in the engineering student ability to 
make proper analyses of engineering projects when the question to be 
answered is: “Will it pay?” 

An introductory chapter discusses the general problem of cost analysis of 
an engineering project. The remainder of the book is in four parts. Part I 
deals with what the author calls “The Economy Analysis.” It discusses develop- 
ment and promotion costs, construction cost and development, depreciation 
and depletion costs, valuations and appraisals, cost patterns, estimating first 
and operating costs, economic return and yield on investment, and criteria 
for making decisions. 

Part II, “The Intangible Analysis,” attempts to discuss rather briefly the 
factors which, the author says, it is found impossible to express in concrete 
mathematical figures or money values. The subjects dealt with under this 
heading range from consumer preference to business ethics. 

Part III deals with the financial analysis of a project—what funds are 
needed, what sources and methods of obtaining funds are available, and 
what financial structure should be designed. 

Part IV, “Special Methods and Applications,” discusses the use of the 
break-even chart, standard costs (very briefly), some economic characteristics 
of power equipment, increment costs (the out-of-pocket costs involved in 
extending a project), and a variety of problems involving directly and 
indirectly, the use of compound interest formulas. 
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Appendices contain interest formulas and their derivation, compound inter- 
est tables, and a bibliography. 

The book should be found generally well adapted for its purpose. Obviously 
when such a broad field must be covered in what will usually be a one- 
semester course, none of the topics can be treated exhaustively and some must 
be sketched very, very lightly. There is, however, a good assortment of 
illustrative numerical examples as well as a wide variety of problems to be 
solved by the student. 

The reviewer has some doubt as to the wisdom of the sharp separation 
which the author has attempted between the “economic” factors and the 
“intangible” or judgment factors. After all, nearly every numerical value 
entering into the estimated cost of a project contains a large element of 
guesswork, while many of the so-called intangibles are susceptible of expres- 
sion in numerical terms, even if not with a close approach -to precision. 

A more emphatic and continual emphasis on the non-precise character of 
nearly all the data employed in estimates concerning projects not yet in 
actual operation would add to the value of the book. As an example of what 
is meant, the author defines first cost of a project or enterprise as the sum 
of development, promotion, and construction costs. He defines investment 
in a project as the sum-total of first cost plus circulating capital. This takes 
no account of the sometimes very large accumulation of deficits over a 
considerable period which may occur by reason either of necessary changes 
in equipment and organization or slowness in development of an adequate 
market. Admittedly, any a priori estimate of such deficits involves a wide 
margin of possible error, but to answer the question, “Will it pay?” one must 
recognize that such deficits may occur and that if they do so they become a 
part of the real investment of funds in the enterprise. In estimating such 
deficits, the opportunity cost, the loss of income which could have been 
obtained from the best available alternative investment, must be added to 
the out-of-pocket costs. This involves a wide uncertainty concerning the 
proper rate of return to be assumed. 

Opportunity cost is nowhere mentioned in the book. The nearest approach 
to recognition of opportunity cost is the addition to costs of an “expected” 
yield on investment in problems having to do with replacement of equipment 
which is obsolescent but not yet physically worn out. “Expected” return is 
defined as that which the management regards as a “proper” return for its 
type of business. As to the size of these “expected” yields, the late C. E. 
Knoepel, management engineer, is quoted as considering 9 per cent a minimum 
requirement and 15 per cent the desirable requirement. In illustrative prob- 
lems, the author usually assumes 8 per cent. Obviously all these rates are 
considerably higher than the usual opportunity cost of capital investment. 

Throughout the book, emphasis is placed on “‘expected return from invest- 
ment” or “fair rate of return,” or “return to which the investor is entitled.” 
This indicates an attitude of mind which has received much support from 
the decisions of the courts in rate cases. Yet in a book entitled Economic 
Analysis, it seems somewhat unfortunate that there should be failure to point 
out and to emphasize that, under the theory of free enterprise, no investor is 
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“entitled” to any return whatever by mere reason of having invested. It 
should be made clear to the student how it is of the very essence of the 
system that return should depend on accuracy of forecasting consumers’ 
demands and on the efficiency with which operations locking to the supply 
of those demands are carried on; that enterprises which fall too far short 
of meeting these requirements not only do, but in theory should, lose instead 
of make gains; and that a high rate of return should come only as the 
automatic reward for better than average performance. The author would 
perhaps reply to these objections that the book is intended as an aid to young 
engineers who will not be asked to deal with the types of uncertainty men- 
tioned but will be told by their superiors what rates of return, length of life of 
equipment, etc., they are to assume. This may be true and yet the reviewer 
feels that more attention to basic economics would have been an improvement. 

In general, the methods of cost analysis employed in this book are those 
which have become standard, or at least not unusual, practice. There is, 
however, one striking exception. In estimating the relative advantage of 
replacing used or obsolescent equipment or of retaining it in use to the end 
of its physical life, it is recommended that the present value of the used 
equipment be treated as the sum of its salvage value and the cost which 
would be incurred, by anyone purchasing such equipment, to transport and 
install it in his own plant. This is surely erroneous reasoning. What one 
hypothetical competitor might pay for such second-hand equipment installed 
would rarely if ever in practice affect significantly the seller’s competitive 
situation and then never in the simple way here assumed. The proper value 
to be assigned to equipment whose replacement is contemplated can be only ~ 
the net amount which could be obtained from its sale, this net amount being 
the sale price decreased by any costs incurred by the seller in making the 
sale and delivering the equipment to the buyer. 

In spite of the questions raised above, the book, on the whole, covers very 
well a part of the field of engineering education which has, until recently, 
been quite inadequately represented in the standard curriculum of engineering 
schools. 

S. S. GARRETT 


Cornell University 


Dimensions of Society. By Stuart CARTER Dopp. (New York: Macmillan. 
1942. Pp. ix, 944. $12.00.) 


To use laissez-faire theory as a focus about which to build economic 
analysis; to use variation and selection as a pattern about which to construct 
sociology, biology, and other studies of living organisms; to find some domi- 
nant scheme in the array of data examined have been familiar devices used 
by scholars to enhance their own understanding as well as to simplify knowl- 
edge for teaching purposes. Like discovery of the universal law of gravitation, 
these devices constitute sea anchors that check our drift in the stormy sea 
of chaotic events and they serve also as guides for further discovery. In 
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Dimensions of Society, Stuart Carter Dodd brings a keen and imaginative 
mind to bear upon a somewhat different type of generalization. Rather than 
seeking to generalize knowledge obtained from the data examined, he turns 
to the problem of generalizing into a pattern the method of study. He seeks 
a universal device of methodology for the study of societal data. With inter- 
esting results he applies this pattern to several special fields with which he 
is familiar and in some of which he has previously published original research 
studies. 

Under title of the “S-Theory,” he has contrived a system of symbolism 
based upon the pattern of methodology above indicated. For its detail, the 
pattern of methodology leans heavily upon familiar statistical methods of 
analyzing central tendencies, variability, and correlation. His system of 
symbolism goes further, attempting to classify all societal data into several 
categories, in order to describe in a very brief space a large set of societal 
phenomena. Like any system of shorthand it presents a powerful instrument 
of analysis, but also blocks the way for many who will not have the patience 
to learn the new language of symbols ingeniously prepared by the author. 

The system of symbols is summarized in a geometrical figure called the 
“Quantic Solid” of S-Theory, which shows how n dimensions may conceivably 
be used. The figure shows Space, Population, Time, Characteristics, which 
are the four basic categories. In the Time category, for example, there is 

° = static situations; T} = change, velocities, processes, and T- = forces, 
accelerations. Along the characteristic scale, I° = quantitative characteristics, 
attributes; I+! = quantitative characteristics, indicants; and I*? = correlated 
characteristics. P° = population situations; P+ = persons and plurals; and 
P*? = groups, interrelated persons. The three dimensional coincidence in 
space of P, T-?, and I*? gives the point marking the most developed data; 
that is to say, data that is about forces and accelerations among groups of 
interrelated persons. 

In addition to the development of the S-Theory, the author makes use, 
in very interesting ways, of vector analysis, path coefficient analysis in corre- 
lation, and other geometrical devices. The numerous illustrations of these 
uses, with excellent diagrams throughout his discussion, constitute a by- 
product of major interest in an exceptionally good book. 

JAMES G. SMITH 

Princeton University 


Economic History 


Economic Development in Europe. By CLivE Day. (New York: Macmillan. 
1942. Pp. xxii, 746. $4.00.) 
Economic History of Europe, 1760-1939. By Ernest L. Bocart. (New York: 
Longmans Green. 1942. Pp. xiii, 734. $4.50.) 
These two works by distinguished authors belong in the growing list of 
recent textbooks on European economic history. Since they show marked dif- 
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ferences in the method of treatment, it may be worth while to give some de- 
tail as to the ground covered and the way in which each writer handles the 
problems presented. 

Professor Day undertakes the large task of describing in a book of less 
than 750 pages the economic development of Europe since the end of the 
eleventh century. He considers Europe as a whole in the first 87 pages, in 
which he brings the story down to 1500. Then he takes up the leading coun- 
tries separately, allotting almost the same space to England, France, Ger- 
many, and Russia. The three closing chapters give about 100 pages to Italy, 
Spain, and Ireland. The selection of Spain and Ireland is explained in the 
Preface as coming from the belief that a good way to understand why coun- 
tries become rich is to study why other countries have become poor. 

To assign almost as many pages to Russia as to England will seem strange 
to some, but it is clear that the vast resources and great population of Russia 
will give to that country an important rôle in the economic life of the world, 
no matter what its future organization may be. At the present time students 
will welcome this convenient summary of Russian economic development as 
an aid to a better understanding of the communist regime. In its earlier form 
the book was criticized in the December, 1933, number of this Review on the 
ground that too little attention was given to the period since 1914. Almost 200 
pages are now allotted to these recent years. In a-work of this kind it is neces- 
sary to omit many topics and to treat others more briefly than one would 
like to do. Each writer has to use his own judgment in making selections from 
the many possibilities, but one may suggest that it might have been advan- : 
tageous to use.more material from the fields of commerce, money and bank- 
ing, and public finance, even if this had made it necessary to increase the 
size of the volume. In regard to commerce, it may well be that the author did 
not wish to go over again ground which he had already cultivated in his His- 
tory of Commerce. 

Professor Day is “more concerned to illustrate the vital processes than to 
provide the student with a furniture of facts.” In reading the book the re- 
viewer gained the impression that more facts are given than might be ex- 
pected from this statement, and they are well chosen to lend concreteness to 
th narrative. The author has as another part of his plan “a discussion of the 
interrelation of economics and politics in history,” and this adds to the merit 
` of the volume. 

Professor Day is in general careful in the use of data and in his discussion, 
but since so many topics are treated, it is to be expected that readers will 
find something with which to disagree. As an illustration, some may object to 
the way in which the phrase “property rights” is used in a number of places. 
On page 158 a section is headed, “Property versus Persons.” That property 
has any rights or that there is any conflict between property and persons is 
impossible. What we have always had are the rights of the owners of prop- 
erty and the conflicts between two sets of persons, those who have property 
and those who have not. This criticism might be considered trivial, and loose 
usage of this sort might be allowed as a figure of speech, if it did not tend to 
cause prejudice and confuse issues by creating the impression that one party 
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in a controversy is not human. Property owners may be very wicked, but 
they are still men and women. Some few may be very good people. There are 
also some propertyless persons who are not good. The points which the author 
is making are no doubt well taken, and would meet with no objection if stated 
differently. No one will deny that the owners of property have often had too 
many privileges and those without property too few for the general welfare. 
The contention here is simply that we deal with the rights of persons, not of 
things, 


Professor Bogart’s undertaking differs in important respects from that of 
- Professor Day. The Industrial Revolution is taken as the starting point. The 
book is divided chronologically into three parts, and each part is given a title 
to indicate the outstanding characteristic of the period: Part I—1760-1870, 
The Rise of the Machine; Part II—1870-1914, Economic Rivalries; Part III 


—1914-1939, Economic ard Political Revelation: The chapters in each part . - 


deal with agricultire, industry, commerce and commercial policy, transpor- 
tation, money and banking, labor and the labor movement, population and 
welfare. In,each chapter the author treats in separate sections the course of 
development in Britain, France, and Germany. There is a final chapter of 35 
‘pages dealing with new forms of economic Orp aeaa in Russia, Italy, and 
Germany. 

-Such an arrangement presents difficulties in treatment. The first is to carry 
_ out the plan in such a way that the reader will obtain clear ideas of the gen- 
_ eral course of economic development, and it is doubtful whether the author 
has been successful in this respect. Some comparisons are made, but they are 
likely to be overlooked in studying the details given for the separate coun- 
tries. The somewhat elaborate classification shown in the chapters supplies a 
constant temptation to repetition. This is perhaps most striking in dealing 
with labor. Much of the same material comes up in treating of industry, labor 
and the labor movement, and population and welfare. The reader may feel 
that he has before him a series of essays and not a single treatise. 

Repetitions are more numerous than would be necessary even in carrying 
out the plan adopted. As an example, the same quotation from Caprivi occurs 
on page 288 and page 366. The book is also marred by inaccuracies, many 
of which are unimportant, but some of which make passages obscure or even 
misleading. In discussing the improvement in the speed of trains in England 
' in the latter part of the nineteenth century, the whole effect is spoiled by a 
- mistake in the distances from London to Edinburgh over the different rail- 
ways (p. 395). On page 349 we find that Britain imported nearly half of its 
wheat in 1870 and only a third in 1912. On page 313 it is stated that a steel- 
making process other than the Bessemer was needed in England because most 
of the ores contained phosphorus, but on page 330 we find, “Henry Bessemer 
had solved this problem for Great Britain, but his process was not suitable 
for the phosphoric ores of Lorraine or even those of Silesia.” On page 172 it is 
said that when the mint ratio of gold and silver is 15 to 1 and the market 
ratio is 15.21 to 1, the mint is discriminating against silver and it will not be 
presented for coinage. The statement is made that if the birth rate does not 
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fall as rapidly as the death rate, net additions to the population will show a 
decline (p. 463). From the discussion of England’s monetary difficulties in 
1931, one might gain the impression that the rate of exchange had fallen to 
$3.40 before the gold standard was abandoned (p. 645). 

There are also discrepancies in the statistical material; for example, the 
number of steam engines in France in 1860 is given on page 82 as 14,936 
and on page 210 as nearly 19,000. On page 308 the tonnage of the British 
merchant marine in 1914 is given as 12,415,000, but it must have been about 
19,000,000. The text on page 673 states that the people in Britain were eating 
less bread and potatoes in 1936 than in 1909-1913, but the accompanying 
table shows the opposite to be true. A somewhat amusing mistake is that Bis- 
marck’s name is consistently misspelled, seven times in the text and in the 
Index. 7 

It is unfortunate that Professor Bogart does not discuss more fully his posi- _ 
tion when he states that in the period 1870-1914 the rise in wages in England 
was due primarily to the strength of the trade unions, and in Germany to 
state socialism (p. 480). This proposition is put forward incidentally in his 
explanation of the rise of wages in France, which seems to be based on the 
marginal productivity theory. It is unlikely that many students of the history 
of wages, even those who are inclined to attribute great importance to the 
organization of labor or to governmental action, would be willing to make as 
strong a statement as that given above. The great increase in productivity 
must have been the first factor in the increase in wages in both England and 
Germany. 

The reviewer takes issue with Professor Bogart in his view that industriali- 
zation in France was hampered by the slight growth in population (p. 334). 
He seems to be falling in with a trend of thought which has become popular 
in recent years and is a part of the general pessimism that has prevailed since 
1929. We hear a great deal about a “mature economy” and about the slacken- 


ing of industrial expansion that will come with a stationary population. There 


is good reason to doubt the validity of this thesis. Common observation up- 


' holds the old doctrine that “the consuming power of a community is indefi- 


nitely great.” It is granted that in a very small population the market for any 
one commodity may not be large enough to allow the advantages of large- 
scale production, but that limitation could hardly have been present in France 
in the latter part of the nineteenth century. A different commercial policy 
might also have made foreign markets more accessible. It is true that the 
consumption of staple foods may not show a great increase in a stationary 
population, and the demand for different manufactures will not expand at the 
same rate, but taking manufactures and the service industries as a whole, 
consumption depends more on incomes than on the number of the people. 
Very few families in the United States would have any trouble in consuming 
the goods and services that could be bought with $10,000 a year, On the 
production side it may be argued that expansion cannot take place so rapidly 
without an increasing labor supply, but we are making great progress in using 
capital to increase the output of each worker. A comparison of the population 
of the European countries at different periods with reference to their indus- 
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trial progress would raise doubts of any causal connection. In 1801 England 
and Wales had 8,892,536 and France 27,500,000. One might well contend 
that the most rapid industrial development of France came after the popu- 
lation became almost stationary. Clearly other factors must have made prog- 
ress slower in that country than in Germany. 

The criticisms which have been made should not be taken to mean that the 
reviewer does not consider Professor Bogart’s book valuable. A tremendous 
amount of material is made available in convenient form. Many interpreta- 
tions are clear and enlightening. There comes to mind the statement on page 
50 of the relation of the labor supply to the development of machine produc- 
tion. One of the most interesting suggestions is brought out in the comparison 
of the accumulation of capital in England ‘in the period of the Industrial Revo- 
lution and in Russia under the Five-Year Plans (p. 697). The simplified 
situation under an economic dictatorship brings out clearly the essentials of 
the process, which are not so easy to find in the system of private enterprise. 
Much help may be obtained from the Russian experience in understanding 
the nature of spending, saving, and the production of capital. Professor Bogart 
correctly points to the use of vast numbers of men in the creation of capital 
instead of finishing goods for consumption as an important cause of the low 
level of living in both countries in the periods mentioned. The Russians have 
supplied us with excellent material to ‘illustrate Taussig’s theoretical analysis 
in Wages and Capital. 

As a general criticism of both the authors under review it is submitted that 
their treatment of economic development would have been improved if they 
had given more consideration to the location of industry. Studies of the 
physiographic and human factors in the establishment and maintenance of 
industries supply very useful aid in understanding regional history. 

Both authors provide bibliographies. Professor Day has suggestions for 
reading following each chapter, and at the end of the volume authorities are 
listed for the chapters. Professor Bogart has a general bibliography at the 
beginning of the book and special bibliographical notes for each chapter. 

CLEMENT AKERMAN 

Reed College 


Economic Systems; National Economies 


The New Belief in the Common Man. By Cart JOACHIM FRIEDRICH. (Boston: 
Little Brown, 1942. Pp. xiii, 345. $3.00.) 


Amid current disillusionments, the announcement of a New Belief in the 
Common Man is designed to strike with revolutionary force. To his fresh dis- 
cussion of this old subject Professor Friedrich brings his German university 
training, his keen interest in public administration and his acquaintance with 
political theory. He defends “democracy,” or what is equivalent in his scheme 
“constitutional government,” as the most satisfying creed for free men. But 
the distinctive feature of his treatment is the contention that democracy can 
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henceforth safely rest only on “a new belief in the common man” which he 
has discovered. The tradition of the common man as represented by Jefferson 
and Jackson is praised but repudiated as too rational a conception. “The 
new belief” recognizes that the “common man” is moved more by feeling and 
sentiment than by reason or theory. The “common man” of Professor Fried- 
rich is not a collective term for the mass of mankind but a label for that 
“common sense” or the “sense for the traditional standards, values and be- 
liefs that gives the common man’s judgments stability and consistency” (p. 
189). Other theorists of democracy, according to the author, have been elite 
wolves in sheep’s clothing; in fact the intellectuals as a class, whether they 
have been grouped conventionally as aristocrats or democrats, have all be- 
lieved in rule and mastery by an elite class. “I know whereof I speak,” the 
author insists, “for I myself have been converted in these past twenty years 
to a belief in the common man, after being surrounded by the belief in the 
elite” (p. 270). 

What he presents is not so much a “new belief” as a new “common man.” 
He is not the man in the street but rather an abstract phenomenon com- 
pounded of several elements: the need of society to establish hierarchies of 
skills and talent; the ability of the ordinary man through “the instinct of 
workmanship” to recognize efficiency in any field; his willingness to remain 
in his humble place in the scheme and to choose between good and bad ex- 
perts and good and bad policies. In short, Professor Friedrich’s democracy is 
much more or much less than political democracy. No wonder he insists that 
traditional democracy embodied in the older conception of popular sover- 
eignty and majority rule and frequent elections does not square with “the new 
belief in the common man.” For it may easily happen that the common 
people, not as they are defined by the author, but as we actually know them, 
would not evince that sense for the “traditional” standard, and accept that 
leadership of technologues and civil servants, which assure his so-called sta- 
bility and consistency in the-movement of society. 

The author’s position recalls one of Burke’s eloquent passages: “To be at- 
tached to the subdivision, to love the little platoon we belong to in society, is 
the first principle (the germ as it were) of public affections.” 

With this premise and through the dexterous use of such ambiguous terms 
as “functional,” “pragmatic,” “realistic,” “progressive,” the author invests 
the American ideal of democracy, equality and freedom, with a content which 
reduces the rôle of the common man to his status in medieval times. But, then, 
to the author the great age of true democracy is the medieval era, for the 
‘medieval constitutional systems” of king and “estates,” according to his 
treatment of history, “provided for the expression of consent by the com- 
mon men” (pp. 56, 70-71). 

While accepting the principle that the ultimate source of all power is in 
the people, he crosses it with another familiar but more elusive principle 
that election is not necessarily the best method of securing the representation 
and smooth functioning of society. It seems we need a “qualified majority,” 
whose purpose would be to check “traditional” Jeffersonian and Jacksonian 
democracy, that system which another scholar from Germany over a hundred 
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years ago called “democratic absolutism.” Similar crossings and manipulations 
yield the author also a theory of civil service organization whose test of re- 
sponsiveness to the needs of the common man is the absence of any revolu- 
tion that cannot be suppressed. 

The author’s own “elite” class is to be found in an all-powerful hierarchal 
civil service in government and business. Its model is the potent German 
“ministerial bureaucracy” which students have described as “non-responsible.” 
By describing such a civil service for the whole country as “functional,” he is 
enabled to say that he has really no elite or ruling class, that there is no 
coersive state, but only “a commonwealth of mutual servants,” with “a rigid 
system of subordination” (pp. 193, 278). “A man’s function determines his 
rôle in the society” (p. 193). Those who are familiar with medieval social 
philosophy will here recognize the doctrine that all men should love one 
another but in their respective places of superiority and inferiority. 

The basic outline of his theory the author had already presented in 1932 in 
a joint study Responsible Bureaucracy, especially in the concluding chapter, 
“A Federative Commonwealth of Mutual Servants.” The addition in the 
present book is Veblen’s instinct of workmanship. The only purpose of the 
instinct appears to be that of a verbal substitute for the author’s original doc- 
trine of the responsibility of the bureaucracy. This doctrine consisted essen- 
tially of the principle that what “may appear arbitrary and therefore irra- 
tional” in the bureaucracy to an outsider “may be completely rational when 
looked at from within” (p. 14). 

The “sense of workmanship” in man, says the author, “complements the 
so-called common sense” that defines the common man and his rôle (p. 189). 
It acts to outlaw any development which runs counter to the presumed tradi- 
tional standards. As such, each man in his “function” or stratified category 
will always be a check on the inefficiency or arbitrariness in the hierarchal 
scheme as a hierarchy. So there is in effect little need for much of the popular 
elective machinery or other familiar methods of responsibility to the public 
and certainly not for their extension. All this can be better performed by polls, 
propaganda, and other “informational” procedures which avoid the danger 
of what the author called elsewhere the despotism of a “popular majority’* 
but keeps the “administration” well informed as to the sentiment and feeling 
of the mass. 

In the author’s use of the instinct, careful students of Veblen’s work will 
rather recognize what Veblen called the “perversion of the instinct of work- 
manship,” or “the instinct of sportsmanship.” 

In short “the new belief in the common man” which the author here richly 
elaborates with a good deal of verve and miscellaneous learning boils down 
to a not-so-new reliance upon the well-intentioned administrative aristocrat. 
Is this perhaps but a deduction by a reader or a speculation based on theo- 
retical considerations? Not so; for Professor Friedrich some years ago was 
just through praising such a “democracy” as he now urges when it was trans- 
formed before his eyes into a totalitarian absolutism. I refer to his writings 
on Germany between July, 1930, and the beginning of 1933. 


1! Constitutional Government and Politics (1937), p. 129. 
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During a good part of that period President Hindenburg ruled in defiance 
of the Reichstag by the use of the famous Article 48 of the Weimar Consti- 
tution. This article provided that, if the public safety be seriously threatened, 
the president, with the aid of the armed forces if necessary, can suspend in 
whole or in part the fundamental liberties of person and property, and rule 
by decree and ordinance. But President Hindenburg used the article even to 
put through financial measures. Opposition by the Reichstag, the president met 
by dissolving it. With Hitler’s accession in January, 1933, came the more 
systematic use of Article 48 for all time, to end the Weimar Republic and 
maintain the Third Reich. 

Yet throughout the entire intervening period, the author vigorously de- 
fended Hindenburg’s use of Article 48, as making constitutional democracy 
workable. It might be called at worst, he said, “constitutional dictatorship” 
or a “truly benevolent despotism”; but this was not real dictatorship, for | 
Hindenburg is “the constitutionally elected President of a democratic republic 
and he is exercising powers granted by the constitution.” 

Respectable American scholars saw in the events, especially in the use of 
Article 48, not democracy and democratic rule but at best an “interregnum.” 
The author, however, charged them in the April, 1933, issue of the American 
Political Science Review with being biased by “ ‘liberal’ prejudice,” and with 
being infected with the unscholarly habit of giving credence to “temporary 
backstage gossip.” : 

What the critics “failed” to see, he felt, was that along with a president 
who “has grown old in unswerving loyalty and service to his country,” there 
was the permanent civil service “of high excellence and proven loyalty to the 
state.” The bureaucracy “represents the most traditional aspect of German 
political life... . In difficult times the most traditional and deep rooted ele- 
ments of a political structure come to the fore; it is in its best established 
behavior patterns that a nation seeks its salvation.” Therefore “in any case 
Germany will remain a constitutional democratic state with strong socializing 
tendencies whose backbone will continue to be its professional -civil service.’ 

In 1941, in the chapter “Methodology” of his Constitutional Government 
and Democracy, he admitted that the prediction appeared reckless but this 
was so because he had neglected to state it in the hypothetical form of “other 
things being equal,” of the economists. Such a proviso is “the sign of a 
scientific sense of the limitation of predicting actual’ occurrences.” His diffi- 
culty had been not a “question of exactitude, but of lack of information” (p. 
572). Perhaps it was appropriate that the chapter on “Methodology” should 
contain a summary of The New Belief in the Common Man. 

It is the fate of few theories to be tested before they are even completely 
stated. Professor Friedrich, however, clings to his views with emotional loy- 
alty. He fondly refers to his own doctrine as “Christian” and castigates all 
opposition doctrines as “pagan,” a procedure that brings to mind Alexander 


? “Dictatorship in Germany?” Foreign Affairs, Oct. 1930, pp. 127, 132; “The Develop- 
ment of the Executive Power in Germany” in Am. Pol. Sci. Rev., Apr., 1933, pp. 197, 
200-201, 203. 
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Hamilton’s proposal to organize a “Christian Constitutional Society” to fight 
President Jefferson. 
JoserpH DORFMAN 


Columbia University 


The United States and Civilization. By Jonn U. Ner. (Chicago: Univ. of 
Chicago Press. 1942. Pp. xvi, 410. $3.00.) 


According to the Preface, “The present book is in the nature of an epilogue 
to... a study that I have been making of industrial history in relation 
to the history of civilization since the Renaissance,” to which a number of 
articles in various journals and the brochure on Industry and Government 
in France and England, 1540-1640 (Philadelphia, 1940) are also contributory, 
although “far the greater part... remains to be completed.” This “epilogue” 
is published in advance of the completed work because of “the uncertainty 
of the times and the apparent relevancy to the issues that confront the United 
States today,” and also because it had been prepared for delivery as a 
series of lectures under the Charles R. Walgreen Foundation. It is dedi- 
cated to President Hutchins, of whom the author says, “Thanks to him, 
it is at the University of Chicago alone that the important problems with 
which I have attempted to deal have been seriously and continually raised 
during the last decade.” 

Professor Nef is persuaded that the industrial world is facing catastrophe 
as a result of the breakdown of moral and intellectual guiding principles. 
In some passages he seems to attribute the prospective reduction of the 
rate of increase of the national dividend directly to this “moral and intellec- 
tual” collapse (e.g., on p. 30), this failure “to master the machine and use 
it for the highest ends of human existence” (p. 5). Decline in the rate of 
increase of population also seems to him to sound the knell of mass por- 
duction. “In all probability the pressure exerted by growing population to 
increase the volume of output in Western Europe and America will be. 
nothing like as great during the hundred years as in the nineteenth cen- 
tury” (p. 47); and in this connection he cites Rostovtzeff’s attribution, . 
of the collapse of the villa economy to the collapse of the market for wine 
and olive oil. It is true, he notes, that Professor Rostovtzeff hedged this 
explanation, and that population growth “has been both cause and effect” 
(p. 43). Nevertheless for present purposes it is considered only as cause. 

This must not be taken for concern. On the contrary, it seems to Professor 
Nef that we are suffering from “overindustrialization.” As he puts it, “Our 
point is that the emphasis in some countries on machine-made goods and 
services, on synthetic entertainments, and on the financial structure designed 
to sell or publicize them, has been carried so far that poor and rich alike 
are starved for other values which are more inspiring” (p. 53). He is in- 
clined to be somewhat contemptuous of radiators, bathtubs, electric re- 
frigerators, air-conditioning devices, and “the radio sets which some of our 
contemporaries regard as conspicuous marks of civilized existence” (p. 47). 
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His contempt reaches to Professor E. L. Thorndike’s indices of “goodness 
of life for good people,” especially abundance of dentists. In short, Pro- 
fessor Nef not only assumes and accepts but even seems to relish the prospect 
of industrial decline. To him, “The hope of the Western peoples would seem 
to lie in the recognition that their riches, their leisure, and their health have 
been purchased in recent years at an increasingly heavy price in intelligence, 
in the sense of individual responsibility, and in the general love of man- 
kind” (p. 61). 

Space will not permit a discussion of these points or of Professor Nef’s 
“ends of civilization’—humanism, religion, moral philosophy, and art— 
or of his educational, economic, democratic, and international “means of 
approach” to these ends. A few impressions will have to suffice. A considerable 
part of the space allotted to these subjects, which is the latter three-quarters 
of the book, seems to be taken up with arguing that beauty and goodness, 
the sense of individual responsibility and the general love of mankind, are 
good things of which we do not have enough and imperatively require more. 
The impression is everywhere conveyed that few people are aware of this, 
or willing to admit it. This impression is greatly heightened by the antithesis, 
which is everywhere implied and often stated outright, between bathtubs 
and beauty, dentists and goodness, as though it were the (temporary) 
presence of refrigerators and radios in America which is responsible for the 
absence of art and virtue. 

Professor Nef makes this antithesis possible by individualizing beauty, 
goodness, and the rest, all of which are viewed by him not so much as the 
cultural achievements of communities as qualities of the individual soul. 
Even democracy is conceived in terms of “the cultivation of righteousness, 


`. knowledge, and beauty.” It is this conception of culture as a quality of in- 


dividuals, apparently, which leads Professor Nef to think of France “with 
its balance, its finish, its reason,” as the nation where, although “after a 
century of adaptation that began long before the French Revolution, France 
may be said to have ceased trying to keep up with the other great nations 
as an industrial power,’’ American expatriates nevertheless “found the 
greatest painters and the greatest writers”; and to think of America as an 
artistic and intellectual desert which “is partly the result of the failure of 
‘Americans as a people to husband and encourage such artistic and intellectual 
strength as they possess.” In the same spirit he can reject the testing of 
all theories by facts in favor of “intuition” (p. 117) and even declare that 
_ “without the existence of some sort of authority in moral and intellectual 
matters, there is no check on the authority of political rulers” (p. 98). 
What is the drift of this way of thinking? Professor Nef has protested 
that we must not “regard as totalitarian every attempt to establish the au- 
thority of human wisdom” (p. 96). The distinction is obvious between ideas 
and the physical violence which Professor Nef sincerely abhors. But, if, 
as he believes, “the danger of a sudden collapse seems to be more on our 
side than on that of totalitarianism”; if it is true that “Less imbued than 
the peoples who have enjoyed a long experience of constitutional government 
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with the illusion that material progress will bring with it all the good things 
of life, the totalitarians have’ found it easier to cast out this illusion than 
have the more democratic countries” (p. 106); then constitutionalism and 
democracy, no less than material progress, must mean something very different 
from what most of us had supposed. To many people it seems highly signifi- 
cant that the material conquest of North America has in fact been followed 
by a very considerable degree of cultural maturity, and that constitutional- 
ism and democracy are in a fair way to prove their superior toughness and 
solidity. Professor Nef abhors “pragmatism” and the test of experience, 
to which he opposes “faith” (pp. 183 f.). This, surely, is the totalitarian 
state of mind. Professor Nef’s faith is not that of Hitler or Stalin, but neither 
are those of Hitler or Stalin identical. They do have something in common, 
and that something—the a priori way of thinking—Professor Nef seems to 
share and advocate. 
C. E. AYRES 


University of Texas 


An Economic Survey of the Pacific Area. Part I. Population and Land Utiliza- 
tion. By KARL J. PELZER. Part II. Transportation and Trade. By KATRINE 
R. C. GREENE and Josera D. Puriips. Part III. Industrialization of the 
Western Pacific. By Kate L. MITCHELL. I.P.R. inquiry ser. (New York: 
Internat. Secretariat, Inst. of Pacific Relations. 1941 and 1942. Pp. xv, 
215; xiv, 208; xvii, 322. $2.00; $2.00; $2.50.) i 
These three monographs, constituting An Economic Survey of the Pacific 
Area, were designed -to supplement and bring up to date important sections 
of the Economic Handbook of the Pacific Area published by the Institute of 
Pacific Relations in 1934. The Handbook was extremely useful to scholars 
interested in the Far East because it made it possible for them to obtain in 
convenient form comparative statistical data on population, land utilization, 
food production and consumption, transportation, public finance, capital move- 
ments, trade and international mineral, agricultural, and textile products in 
the Pacific Area. It presented with more detail for the area covered the kind 
of information on territory, population, production, consumption, trade and ` 
public finance which is to be found in the Statistical Year-Book published _ 
annually by the League of Nations. There was somewhat more text but the 
statistical tables and the explanatory notes were the main contribution. The ° 
materials upon which the tables were based were often faulty and inadequate 
but they were the best available and were supplemented by the estimates of 
various “experts.” For the most part these statistical tables did not go beyond 
the year 1932 and it was highly desirable that they be brought up to date. 
This new work was begun under Frederick V. Field, editor of the Handbook, 
and carried on by various members of the research staff of the Institute. All 
three volumes were completed before Pearl Harbor, but Volume III was not 
published until after the attack on the United States by Japan. 
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Volumes I and II carry on the tradition of the Handbook in that they pre- 
sent copious statistical information on population, land utilization, transpor- 
tation, and trade with brief factual introductions and explanatory notes as 
to the inadequacy and noncomparability of much of the data. There are 
summary tables for the Pacific Area as a whole, followed by a more detailed 
treatment for each country or colony. The nations, colonies or territories 
directly treated in this survey are Japan Proper, Korea and Formosa, Man- 
churia, China, French Indo-China, Thailand, the colonies forming British 
Malaya, the Netherlands Indies, the Philippines, Australia, New Zealand, 
Canada, the United States of America, and the Union of Soviet Socialist Re- 
publics. 

Volume Ill—J/ndustrialization of the Western Pacitfic—adiifers from the two 
preceding volumes both in method and in area covered. Miss Mitchell attempts 
to describe and interpret the extent and nature of industrial development in 
Eastern Asia and the Southern Pacific. Her interpretation has been much 
influenced by the Marxian theory of imperialism. The factual material on 
industrialization is neither as complete or as well documented as that on popu- 
lation, transportation and trade. Miss Mitchell’s study covers the Western 
Pacific rather than the whole Pacific area. It omits Canada and the United 
States but includes India and Burma, though they are not strictly Far Eastern 
countries, because their economic development has much in common with 
that of the colonial and semi-colonial areas in the Far East; the Soviet Far 
East is omitted because it does not fit into the economic and political pattern 
of the region. It is also probable that it is extremely difficult to obtain 
quantitative information on industrialization in the Soviet Far East. 

Mr. Pelzer’s: monograph contains two long chapters of which the first is 
concerned with population and the second with land utilization and land 
tenure. Such familiar population problems as geographical distribution and 
density, growth, age and occupational distribution, urbanization and migration 
are outlined in comparative tables for the whole Pacific area and then in more 
detail for each country or colony. He does not attempt to use the more refined 
measures of population growth (fertility rates and net reproduction rates) 
because they can be derived only for countries with adequate statistics; but 
he points out that Kuczynski’s net reproduction rates based on pre-war figures 
indicate a tendency toward a declining population in Austrialia, New Zealand, 
and the United States, toward a stationary population in Canada, and toward 
a continued increase of the population in Japan and the U.S.S.R. It so happens 
that in those four countries (Australia, Canada, New Zealand and the United 
States) in which population will decline unless present trends are reversed, the 
density of population is low, all immigration is restricted, and oriental immi- 
gration is either by law or in fact prohibited. 

In his second chapter on land utilization and land tenure, Mr. Pelzer presents 
data on cultivated and forest areas, crop acreage, land ownership, size of land 
holdings, tenancy and types of farming. Of the countries in the Pacific area, 
Japan is the most densely settled, followed by the Philippine Islands, China, 
British Malaya and the Netherlands Indies. In spite of this high population 
density, agriculture is still the main occupation of nearly half the population 
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of Japan and of an even larger proportion in the other countries mentioned. 
It is not surprising, therefore, that throughout this area agriculture is very 
intensive, the average land holding very small, agricultural distress is often 
acute, and conditions of land tenure far from satisfactory. 

In the first part of Volume IJ, Miss Greene considers four types of transpor- 
tation—shipping, railways, highways and motor vehicles, and airways. She 
points out that Japan is the only country in the Far East which is a large 
owner and operator of shipping fleets and international air services and that 
the Japanese merchant fleet at the outbreak of war consisted of fast, modern 
vessels with a larger proportion under seven years of age than in any other 
maritime fleet. Japan, Formosa and the United States have both the most 
extended railway networks and the most extensive highway systems (in 
relation to area) of any Pacific countries, but the number of automotive 
vehicles per person is highest in the United States, New Zealand, Canada and 
Australia. The increase in railway mileage in Manchuria in recent years has 
been very rapid and by 1939 the total exceeded that for China Proper. The 
fact that Japan possessed extensive transportation facilities and had developed 
heavy industries which did not exist elsewhere in the Far East gave her a 
decided advantage in the first year of the war against the United Nations. 
Following the introductory section, there are detailed statistical tables cover- 
ing the shipping, railways, highways, motor vehicles and airways of each of 
the Pacific countries. 

The foreign trade of the Pacific Area is discussed by Mr. Phillips in the 
second part of Volume II. There is a brief but competent description of trade 
controls in each of the countries and colonial territories bordering on the 
Pacific, followed by statistical tables outlining the trade of each of these areas 
by commodities and by countries of origin and destination for the years 
1909-13 (average) to 1939. 

Miss Mitchell’s work on the industrialization of the Western Pacific differs 
from the two preceding volumes in that it attempts to be interpretive as well 
as factual and therein, because of the author’s very strong political (pro- 
Marxian and pro-Soviet) convictions, lies its weakness. To the layman it may 
seem that facts are facts, but the professional economist or historian knows 
that two authors confronted with the same data may arrive at diametrically 
opposed conclusions because they must select from the facts, they must 
interpret against a background, and they may base conclusions on apparently 
exact statistical measures when the original statistical materials are incomplete 
and faulty. The persistent underestimation of Japanese strength in the eco- 
nomic, as well as the military sphere, was the consequence of too much wishful 
thinking and too little sound scholarship on the part of the Far Eastern 
experts. In fairness to Miss Mitchell, it must be admitted that this was a very 
common failing, and that her work suffers from it rather less than the work 
of many others. 

She shows clearly that there was no heavy industry and comparatively little 
large-scale light industry in China or in any of the colonial areas in the 
Western Pacific; that there was a beginning of heavy industry in Australia and 
India where the movement was immensely accelerated by the outbreak of the 
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war in Europe; and that only in Japan and in Japanese controlled territory 
(Korea and Manchuria) was there a heavy industry capable of producing 
the arms, ammunition, tanks, planes and ships required by modern warfare. 
The industrial backwardness of this great region which contains about one- 
half the world’s population is attributed to its colonial or semi-colonial status 
and to the policies of the imperialist powers. 

Miss Mitchell completely absolves Russia from any territorial or imperialist 
ambitions. On pages 5 and 6, she states: “The history of the Far East since 
the closing years of the nineteenth century has been marked by an intense 
rivalry among several great powers for control of the resources and markets of 
the less developed industrial areas. .. . There have been many phases to this 
struggle, ranging from the military aggression of Japan to the defensive po- 
litical and economic maneuvers of the United States in her efforts to maintain 
the Open Door not only in China but throughout the Far East. The rôle of 
the Soviet Union throughout has been unique in that it has been purely 
strategic, since the U.S.S.R. has no capital investments and no territorial, 
economic, or political concessions in any of the countries under discussion.” 
On this point, it is interesting to compare the experts. Professor Quigley, in a 
volume which was published at just about the same time, commented rather 
unfavorably on Soviet criticism of the imperialist powers: 

The Soviet Union failed to live up to the standards of international conduct which it 
prescribed for other states. With cynical realism it not only maintained the Russian hold 
upon northern Manchuria but it also established a system of contro] over Outer Mongolia 
far more complete than the Tsars had enjoyed and extended its influence in a decisive 
degree over Sinkiang. Together these areas comprise one and one-third million square miles, 
nearly a third of the Chinese Empire. In Outer Mongolia the Soviets assisted in setting 
up a revolutionary government of “Young Mongols” along Communist lines. With the 
U.S.S.R. alone has the Mongolian People’s Republic had diplomatic relations and it has 
been called an all but avowed member of the Soviet Union. Soviet penetration of Sinkiang 
is essentially economic in character, but has been pursued through political arrangements 


with the provincial government. Chinese government and trade in Sinkiang exist only on 
sufferance.t 


When the experts differ as much as this, and when such differences vitally 
influence the selection and interpretation of facts, it is not surprising that the 
public is confused and inclined to believe what it is pleasant to believe—that 
the enemy is weak, that Germany can be defeated by a blockade, that Japan 
can be brought to her knees by economic sanctions, that the United States 
can insure victory for the democracies by methods short of war. 

The weakest part of Miss Mitchell’s book is her treatment of Japan and 
Japanese controlled territory. This part of her work appears to be an after- 
thought. She relies largely on secondary sources such as the Japan Year Book 
and the Japan-Manchoukuo Year Book which are not official publications and 
which contain many errors. It is sometimes necessary to use them for recent 
years when official publications were either delayed or not published for stra- 
tegic reasons, but most official reports were available through 1937 and many 
through 1938 and 1939. 

The author permits her dislike of the Japanese military to blind her to the 


1H. S. Quigley, Far Eastern War, 1937-1941 (Boston, World Peace Found., 1942), p. 48. 
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fact that Japan was developing a very efficient war economy with the same 
social sacrifices which a war economy imposes under democratic and totali- 
tarian regimes alike. For example, she failed to appreciate the extent to which 
Japanese war industry was already depending on raw materials from East 
Asia and the South Seas. The iron industry and the very important aluminum 
industry were cases in point. Japan had no aluminum industry before 1934, 
but built it up rapidly after the outbreak of the China Incident. One index 
of this activity, the export of bauxite from the Netherlands Indies to Japan, 
is not mentioned at all although it amounted to more than 200,000 tons a year 
in 1939 and 1940, whereas the very much smaller export from Malaya is 
commented upon (p. 181). 

Similarly the problems which arise in every country engaged in total war— 
an insufficient supply of skilled labor, rising living costs, civilian rationing, 
scarcity of strategic materials—are often treated as though they were some- 
thing peculiar to Japan and indicative of, great weakness, On these points, the 
author is usually quoting the conclusions of other economists. The discussion 
of wartime productivity in Japan on pages 41 and 42 is based on an article 
by Gragdanzev? which has been widely quoted as part of the story of Japan’s 
‘weakness. This is a case where inadequate statistics are carelessly used to 
paint a picture which seems exact because definite percentage figures are 
given. The conclusions are largely invalidated by the fact that the production 
index used does not include much of the output of the armament and munitions 
industries, whereas the employment index used does include workers in those 
industries. Even if this were not so, the method of base-year weighting used in 
the construction of the production index results in a downward bias in a 
period in which industrial activity shifted very rapidly from a situation where 
consumers’ goods were predominant to one where producers’ goods and the 
products of heavy industry were predominant. This does not prove that there 
was no decline in productivity in Japanese industry, but merely that Mr. 
Gragdanzev does not prove the reverse. Such proof, one way or another, is 
impossible on the basis of the data available. 

This general criticism of the interpretive side of Miss Mitchell’s work has 
been treated at some length because it applies to a great many of the economic 
conclusions on Japan published in the Far Eastern Survey, an Institute of 
Pacific Relations publication, and in Amerasia, an independent publication of 
which Miss Mitchell and other members of the staff of the Institute are editors. 
These and other similar publications have played a substantial part in mis- 
leading the American public and to some extent the Administration as to the 
economic strength of Japan. 

Volumes I and II and those parts of Miss Mitchell’s volume which deal 
with China and the colonial areas contain much useful factual material not 
available elsewhere in convenient form, as is true of several other volumes 
in this Inquiry Series. 

ELIZABETH BOODY SCHUMPETER 

Cambridge 


7A. Gragdanzev, “Japan’s Industrial Output Slackens,” Far Eastern Survey, April 7, 
1941, 
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Aspects of Japanese Agriculture: A Preliminary Survey. By Suirosu1 NASU. 
I.P.R. internat. research series. (New York: Inst. of Pacific Relations. 
1941. Pp. ix, 168. $1.50.) 


A scientific analysis of Japanese agriculture, prepared by an outstanding 
authority and issued in this country about the time Japan struck at Pearl 
Harbor, is of special significance during the war period. As the title indicates, 
the work represents an interim report on a long-term study, conducted by 
Professor Nasu for the International Secretariat of the Institute of Pacific 
Relations. An earlier report by the same author, published in 1929 under 
the title Land Utilization in Japan, has been long out of print. Wartime 
censorship has prevented detailed treatment of changes in Japanese agri- 
culture and rural life during the period since 1937. Of 171 tables illustrating 
the text, 6 have been omitted, while a number of those included do not cover 
the later years of the past decade. 

Despite the gaps thus left in the more recent data, the work constitutes 
a solid piece of analytical presentation, summarizing the results of years of 
painstaking research in a specialized field not sufficiently known in this 
country. An introductory chapter on the social conditions of land utilization 
in Japan is followed by a chapter on geography, climate, geology and soils. 
Three chapters deal with the distribution of land resources according to use, 
the outstanding features and regional characteristics of Japanese agriculture, 
and the utilization of forest and waste land. The utilization of cultivated land 
is considered under the headings of changes in cultivated area and the rate 
of exploitation, annual frequency of utilization, and productive power of 
cultivated land. The last three chapters treat of profits and the price of land, 
the farmers’ living conditions, and land utilization with respect to the agri- 
cultural population and the food supply. Although the greater part of the 
study is devoted to Japan Proper, there are concluding sections to a number 
of the chapters which give summary treatment to conditions in Korea and 
Formosa. 

To a considerable extent, the facts adduced by Professor Nasu tend to 
_ build up the case which is normally advanced for Japanese expansion—the 
‘overcrowding of the islands and consequent pressure on scanty natural re- 
sources. Table 2 shows population per square kilometer of cultivated land 
in 1938 as 1,184 in Japan compared with 913 in Northern Ireland, the closest 
competitor. Japanese soils are poor, being especially deficient in lime. Animal 
husbandry is relatively undeveloped, largely because the grazing area is in- 
sufficient, and fish supplants meat in the Japanese diet. The exploitation of 
land “has virtually reached the limit, leaving little room for further reclama- 
tion even with highly expensive and thoughtful assistance from the govern- 
ment” (p. 77). The intensity of utilization of land, or its “annual frequency,” 
is high, exceeding 100 per cent in all prefectures except two (p. 92). The value 
of production of the unit area of cultivated land in Japan is “rather high as 
compared with other countries” (p. 107). Taking choice districts in Japan, 
the average rice yield per unit area “will easily surpass that of Spain and 
Italy,” countries otherwise superior to Japan, due to the extensive utilization 
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of marginal land by Japanese agriculture. Only Germany surpasses Japan in 
per hectare yield of barley and wheat (Table 101, p. 110). The intensity of 
labor utilization is high, but a further increase in the intensity of labor will 
not increase output (p. 116). The supply of fertilizer per unit area has “already 
nearly reached its saturation point” (p. 119). 

This selection of some of the author’s major conclusions is not brought 
together for purposes of argument. Only an expert, with much greater knowl- 
edge in the field than the reviewer, could go behind Professor Nasu’s facts 
in order to test their validity and thence to question his results. The selection 
merely serves to show how closely the author’s scientific conclusions accord 
with prevalent conceptions about agriculture and population in Japan. It also 
underscores Professor Nasu’s evident approval of the current situation when 
he states: “Existence of up-to-date factories with high technical efficiency 
side by side with millions of small farms amply supplying these factories 
with skillful but low-waged man-power constitutes the backbone of the national 
economy of Japan. This relationship is made possible by the fact that the 
birth rate of the rural population is higher than that of the urban population” 
(p. 8). Not so strange, then, Professor Nasu also looks with alarm to the day 
when Japan will have “to deal with the possible loss of this equilibrum between 
the rural and urban population. . . . The question becomes more important 
when one views the farming population not only as the producer of agricul- 
tural commodities, but rather as the source of the nation’s offspring” (pp. 
8-9). The “low-waged man-power,” of course, connotes an even more miserably 
paid agricultural population, and the consequent limited development of 
Japan’s home market has been historically the greatest urge behind aggressive 
expansion. The above quotations from the early pages of the author’s volume 
are therefore linked with the following quotation from the last page of his con- 
clusion: 


In these circumstances, one way of solving the population problem is surely emigration. 
To this end there has been advocated a policy of promoting Japanese emigration to 
Manchoukuo, with a view to enabling the emigrants to settle there as peasant proprietors. 
Naturally there are various difficulties to overcome, but this seems to be an imperative 
policy inasmuch as the doors of other countries are closed to Japan. If and when the 
plan of sending one million farming families to Manchoukuo within the coming twenty 
years is realized, then the excessive intensity of farming in Japan proper will be somewhat 
relieved. Thousands of ardent village youths, after having been trained for some time under 
the strictest discipline in an emigrant training school, crossed the Japan Sea in 1938. With 
their feet now firmly set on the continent and breathing the freer air there, they are 
expected to become the nucleus of the planned emigration of the future. Thus Japan has 
ushered in one of the largest-scale migrations in modern history as a key element in her 
national policy. Incidentally, it may be added that the migration of Japanese farmers 
into Manchoukuo is looked upon as one means of feeding the newly constructed railway 
lines in Manchoukuo. 


With the United States at war with Japan, this volume has undoubtedly 
already been searched for items bearing on Japanese wartime economic 
strength. Unfortunately, many of the more useful details, particularly for the 
recent years, have been omitted. Such facts as are indicated do not argue 
any great vulnerability on the agricultural front. If we accept official data 
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more recent than those here provided, production has been well maintained, 
at least in Japan Proper. The twin problems of man power and fertilizer have 
apparently been solved, at least up to the present. Professor Nasu rather 
incautiously suggests the most significant factor in the solution of the man- 
power problem. On page 116 he notes that “it has often been found possible 
to reduce the average employment of labor by means of codperative manage- 
ment of agriculture without bringing about any noticeable decrease in pro- 
duction, especially in the cultivation of rice.” Improved utilization of a 
smaller man-power and horse-power force, plus an increasing use of machinery, 
has characterized the movement in Japanese agriculture since 1937, There 
are limits to this development, however, even in wartime Japan. Fertilizer 
supply also presents difficulties, what with the pressure on the chemical 
industry and declining soya bean production in Manchuria. 

A crisis in agriculture does not appear imminent, so far as production for 
war is concerned, In the future, it is the social relations of Japanese agricul- 
ture that present the gravest threat to stability. Professor Nasu’s first chapter 
is carefully shaded on the positive side. Little is said of usury and the debt 
burden in the Japanese countryside; treatment of this subject is so slight 
throughout the book, in fact, as to constitute one of its most glaring omissions. 
Even this chapter, however, includes some illuminating facts. In 1938 some 
43,000 persons, constituting 1.5 per cent of landowners in Japan, owned 
1,589,000 cho, or 26.2 per cent of the cultivated land. At the other end of the 
scale, 3,783,000 persons, constituting 74.3 per cent of landowners, owned 
1,527,000 cho, or 25.1 per cent of the cultivated land (Tables 13 and 14). In 
this year nearly half the land (46.5 per cent) was cultivated by tenants (Table 
15). This situation is reflected in a later chapter on the farmers’ living con- 
ditions. The rural-urban migration (consequent on the rapid growth of 
industry), wartime prices, and other factors have temporarily pushed Japan’s 
basic agrarian maladjustment into the background; tenant-landlord disputes, 
as a result, have declined in recent years. With the further progress of the 
war, however, the nemesis lurking in the unsound social relations of Japanese 
agriculture is likely to overtake the architects of Japan’s wartime economy. 

T. A. BISSON 

Washington, D.C. 


Study of Indian Economics. By PRAMATHANATH BANERJEA. 5th ed. (London: 
Macmillan. 1940. Pp. 395.) 

Economic Reconstruction, By Kacuenpra Natu SeN. (Calcutta: Univ. of 
Calcutta. 1939. Pp. 500.) 


A straightforward approach to the problems of India is offered in the two 
books under review. Pramathanath Banerjea’s Study of Indian Economics, a 
fifth edition, is the mellowed product of a lifetime. Kaghendra Nath Sen’s 
Economic Reconstruction tells the story of Indian thought on harnessing 
economic development to the public interest. Both books employ the dis- 
ciplined Marshallian method of presenting economic information and analysis. 
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According to both authors, there is no question as to whether or not India 
is going to be industrialized: India’s industrial revolution has commenced. 
The village system, under which each village was a relatively self-sufficient 
economic unit, is being broken through by the rapid development of com- 
munication, economic competition, and education. Under the village system 
the cultivator and local artisan knew little of modern comforts, but did not 
miss them. The prosperity of the village was closely tied to the crop cycle. 
Today the village industries are decadent, while the agricultural aspect remains 
largely unchanged. This partial addition of the business cycle to the crop 
cycle has seriously impaired the well-being of the villagers. And the industrial 
revolution is bound to proceed against all odds; if the people of the country 
will not take advantage of it, others will. “The only advice which the econo- 
mist can, under such circumstances, offer to the people would be to ask them 
to take things as they are, instead of fighting against the inevitable, to profit 
by the experience of other nations, and to:try to minimize the evils of an 
industrial change. .. . One of the chief means by which the evils of capitalism 
may be minimized in some degree is the adoption of the principle of codpera- 
tion.” 

Banerjea stresses the social as well as economic importance of small indus- 
tries even in these days of large-scale production. Sen takes the same position. 
He writes: 


Even Japan has revolutionized her ancient life by the remodelling of her small and 
cottage industries. This has been done... by instituting a cheap supply of electrical power 
which enables the Japanese worker to work in his cottage with up-to-date machinery... . 
The Japanese weaver .. . uses the Toyada-loom which is driven by electricity. It is no 
wonder that his industrial output is ten to twelve times larger than that of the Indian ` 
workmen. Thus the Indian system, if it cannot adopt immediately the technique of the 
West (sic), can certainly turn to Japan for a technical example; for it is estimated that 
more than half of Japan’s industrial production comes from the cottages.? 


It is evidently quite unrealistic to harbor a simple faith that India’s indus- 
trialization will follow our historical Western pattern. But that is all to the 
good. As a matter of fact, now that electricity, plastics, etc., have made it 
possible to decentralize industry, we are ourselves seeking to achieve that 
toward which Banerjea and Sen would have India advance. 

Granted that an industrial revolution is under way in India, does India have 
a sufficient command over its real resources to carry it out? Not so, according 
to our authors. But India’s economic potentialities are such as to have made 
it inevitable that supplemental foreign capital has been and will continue to 
be made available to her. The problem is that of disseminating a clear concep- 
tion of the limits within which foreign capital is beneficial. From the point of 
view of democratic political and economic control, as well as from the point 
of view of conserving India’s natural resources: (1) Indian capital should 
have full scope for investment in Indian industries, and (2) foreign capital 
should only supplement Indian capital, that is, should not attempt to replace 
or prevent the formation of Indian capital. Such a policy can be implemented 


*Banerjea, Study of Indian Economics, pp. 112, 113. 
*Sen, Economic Reconstruction, p. 224. 
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by the following devices: (1) The incorporation in rupee capital of all com- 
panies operating in India; (2) adequate provision for the training of Indian 
apprentices and future managers; (3) the reservation of a proportion of seats 
for Indians in the directorates of non-Indian companies. In order to prevent 
this latter from becoming merely a legal subterfuge, indigenous Indian capital 
must be mobilized. Given the proper safeguards, Sen holds, there is undoubt- 
edly an advantage to having foreign concerns operate plants within India. 

In their treatment of the question of foreign capital in India, Banerjea and 
Sen display a consistently economic attitude. Their protests—made especially 
in the fields of railways and shipping—are not against English or Scotch vested 
interests, but against vested interests as such. Some of our good-willed “sympa- 
thizers” with India, who so easily and so publicly lapse into an anti-British 
attitude on this issue, might learn from our authors. The general reader will 
sense with relief that Banerjea’s and Sen’s approach allows one to come to 
the real point of the issue. On the other hand, he will appreciate why these 
authors cite with obvious pride the great Tata iron and steel works as an 
example of what can be done by way of heavy industry, financed by Indians, 
managed by them along modern lines, and featuring the most advanced labor 
relations in India. In so doing neither Banerjea nor Sen is indulging in a 
nationalist pride but is exposing a common fallacy in which historical retarda- 
tion of Indian managerial skill is confused with an innate lack of ability. 

Other common bogeys about the Indian situation are dispelled; for in- 
stance, the idea that the caste system is a system in static equilibrium. In 
fact it is on the way out, if slowly. Crowding it out are the same forces of 
the industrial revolution which would also render harmless the great religious 
issues, just as the industrial revolution in England put an end to the expres- 
sion of social struggle in religious terms. The religious issue cannot be under- 
stood without reference to the economic conditions of mass distress. On the 
problem of Indian population Banerjea quotes with evident satisfaction an 
Indian economist who said: “The time spent in lamenting the inordinate 
increase in the population of the poor would be far better spent in arranging 
effective measures for the removal of their destitution.” 

On the question of economic control Banerjea is a follower of John Maynard 
Keynes whom he interprets as saying that “involuntary unemployment’? is 
an inevitable result of an economic system where the rate of interest and the 
rate of investment are allowed to be determined by uncontrolled competition. 
Accordingly, private enterprise, unaided, cannot be expected to operate to the 
extent and in the manner most desirable from the standpoint of employment. 
Public investment is a very practical necessity in India. It would be very 
effective in India, because of the large number of persons with small incomes. 
This means that the value of the Keynesian multiplier (the relation between 
primary and secondary employment) is high, because in such circumstances 
a considerable portion of any increment of income will be spent on consump- 
tion goods rather than being saved. Here is a valuable, if unintentional, hint 
to our public financial authorities charged with supporting or controlling the 
flow of American capital to foreign areas. 

Finally, Banerjea advocates economic planning, by which he means first of 
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all the codrdination of various acts of Indian economic legislation to form 
parts of an organic whole, and coöperation between various provincial ad- 
ministrative bodies, as well as coöperation between these and the central 
government. He insists on a well-defined aim of planning within practical 
time limits, and refers specifically to Sir Visvesvaraya’s ten-year program for 
the whole of India. This plan envisages within a ten-year period a doubling 
of the national income, a considerable increase in the quantity and value of 
industrial output, and a diminution by 20 per cent of the population sup- ` 
ported by agriculture alone. The Government of India act of 1935 has been 
a very real obstacle to Indian economic planning because it removed the ~ 
money markets and the transport system from effective Indian control. 

sen’s book follows up Banerjea’s rather general remarks on economic plan- 
ning with a wealth of practical detail. Readers who very properly consider the 
formula “economic planning” taken by itself to have a hollow ring will not 
be dissatisfied, although there is wide scope for controversy as to the wisdom 
of the type of administrative planning which these authors tend to favor for 
India. It may be wise, however, to listen to Indian economists who depict 
the historical background which must not be ignored in discussing the problem 
of economic planning in India. 

Both books present social value judgments and do not essentially involve 
objective truths or fallacies; but the precision and integrity with which 
Banerjea and Sen give practical implementation to their fundamental value 
judgments are exactly what makes their books such eminent contributions. 

GEORGE WILLIAM ZINKE 


Washington, D.C. 


Latin America. By Preston E. James. (New York: Odyssey Press. 1942. Pp. 
xviii, 908. $4.50.) 

“Somehow we must learn promptly to understand and appreciate the other 
Americans who also live in the New World.” By his careful explanation of the 
“differences which distinguish one group from another,” the versatile and 
experienced author of this book-has succeeded in spreading understanding of 
and sympathy for Latin America. His purpose in writing was to make a “‘study 
of human geography.” The result is a soundly scientific book, remarkable for 
many reasons. There are 144 maps and 64 photographic illustrations which 
provide useful orientation. It is a multilateral survey which makes clear the 
important factors in the development and present status of the different eco- 
nomic conditions of Spanish South America, Portuguese South America, Mex- 
ico and Central America, and the West Indies.and the Guianas. A general 
introduction and a general conclusion containing 66 pages provide concen- 
trated and illuminating answers to the questions “we wish to ask about the 
people who share with us the protection afforded by a common ocean from 
the chaos of a collapsing Europe.” The bibliography which covers 18 pages 
lists publications in five languages: English, Spanish, Portuguese, French, and 
German. 
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A few of the many questions of interest to economists which are answered 
in the book are: How does it happen that not more than 8 per cent of the 
world’s population is living in the 8 million square miles of Latin America? 
How is it, and what economic consequences follow from the fact, that the 
Latin Americans are grouped in clusters which remain distinct from one an- 
other? What explains the existence of 46 cities in Latin America, each with 
more than a hundred thousand population, in relation to which the population 
density of the hinterlands is out of proportion compared to Europe or North 
America? Much is to be understood if one takes into consideration the funda- 
mental physical diversity of the land, which “cannot be described without the 
use of superlatives . . . but superlatives which are poorly combined in terms 
of the needs of modern industrial society.” 

In general each country is treated as follows: One page contains the most 
important facts upon area, total population, trade per capita, currency and 
exchange, major commercial products, and railroad mileage. (I suggest that 
the second edition might contain a little more of such basic information, to 
include, for example, public finance, trade with the United States, living costs, 
highways, and air traffic.) The general characteristics of each state are given 
in a concentrated form. The components of the population and the settlement 
are explained. The physical character of the land is given in detail, its climate, 
vegetation, and geological nature. The interdependence of the topography, 
production, and transportation always is taken into consideration. From such 
information economic conditions are easily understood. The final part of the 
study of each country contains outlines of the political situation. 

Professor James offers a plastic description of all varieties of the economic 
man to be found in the vast continent and at the same time the types of man 
who are not at all “economic” in the usual sense, more inclined to poetry than 
' to economics. In his description, the author’s style is often picturesque, as 
whén he describes Paraguay as “a little country that somehow missed being 
a paradise . . . paradise indeed—for a people who wish to live comfortably and 
do not dream of great riches... . But it takes more than a comfortable climate 
or a satisfactory soil to lift people out of poverty.” 

About two-thirds of the inhabitants of Latin America have to be considered 
“entirely untouched” by matters of trade and foreign commerce. They get 
only the bare necessities of living and the great majority of them are also 
illiterate. The other third constitute the governing class, among whom are to 
be found many persons of wide education and high intelligence. Poor health. 
and malnutrition are widespread in Latin America. There is much lack of 
energy, much ignorance and apathy; but there are sufficient examples to prove 
that these defects are remediable and not due to inheritance and climate. 

Readers of the book will be freed of the mistaken notion “that the thinly 
occupied regions to the south of North America contain more undeveloped 
resources waiting only for the magic touch of unrestricted private enterprise.” 
They will also be saved from assuming that Latin America is “backward” in 
any simple meaning of the word. A prerequisite to good neighborliness is to 
judge each country of Latin America in its own terms and to avoid a judg- 
ment on the basis of the “North American way of living.” It is shortsighted to 
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apply such words as democracy and dictatorship in their European or North 
American sense. Such designation “can only bring obscurity.” 

Professor James is rather realistic in regard to the future course of events 
after the war is over. Says he: “The time is still too recent when the United 
States was acquiring territory at the expense of the Latin Americans... . The 
Yankee Peril cannot be eradicated from the minds of the people by only a 
decade of good neighborliness. Argentina, especially, challenges the right of 
the United States to dominate—even in the economic field. None of these 
countries has any sentimental attachment to the United States which could 
weigh against the practical fact that most of the essential foreign markets for 
surplus products are to be found in Europe, whether in Great Britain or in 
Germany.” The domination of the English-speaking peoples over the Latin 
Americans in economic matters or otherwise would be feared no less than 
the potential menace of the Axis Powers. “These considerations of sentiment 
are not to be overlooked in planning a new world order.” The future, in the 
author’s opinion, more than ever before will be dominated by the industrial 
city; and “industrial society, welcomed or not, will bring certain changes to 
Latin America, and those changes cannot long be resisted.” The greater 
productive capacity for each person will bring a fuller life, better diet, better 
health, better education. “The man or the government that can bring order 
and coherence out of all the up to now diverse unproductive living elements, 
will find the real wealth of El Dorado.” 

ALFRED MANES 

Indiana University 


Statistics; Economic Mathematics; Accounting 


Distribution Cost Analysis. By DonALp R. Loncman. (New York: Harper. 
1941. Pp. xix, 280. $4.00.) 

“Distribution cost analysis,” says Dr. Longman, “is the term commonly 
given to the study by business men of the effect of the particular methods 
and tools they employ upon their expenses for marketing goods and services” 
(p. 1). “Cost analysis” is considered a special branch of accounting, parallel- 
ing cost accounting. It is a business tool for the attainment and maintenance 
of business efficiency. Efficiency is defined “as the attainment of a given 
objective with the least possible effort or cost” (p. 1). The cost concept 
used excludes nonpecuniary effort or other yardsticks, and includes only 
measures that can be directly. related to profits. “Cost analysis” is dis- 
tinguished from “market analysis” in which the influence of market factors 
on costs are analyzed; and the latter is excluded from the author’s analysis. 

As a basis for his own suggestions, Dr. Longman presents an excellent, 
pointed appraisal of the cost categories that have been developed and of 
the methods of cost analysis currently employed. His own interest is not 
so much to establish actual costs as to set up standard costs that may be 
employed to judge (1) the efficiency of the utilization of (a) labor, (b) plant, 
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(c) operating executives, and (d) financial resources; and also (2) the in- 
fluence of changes in the prices of goods and services required for operation, 
and of distribution policies upon costs of marketing. Although the discus- 
sion of labor is mainly confined to measures of performance for repetitive 
(routine) activities, there is some discussion of nonrepetitive functions. The 
procedures developed are finally broken down for commodities and cus- 
tomers, units of sale, services (as credit, delivery, alterations, repairs, storage - 
and returns), and transaction types. 

A brief characterization of the technical procedures recommended for’ 
establishing cost standards for labor, price changes and subcapacity opera- 
tion will indicate the nature of the author’s proposed system. It should be 
noted, however, that there are numerous additions, variations, and refine- 
ments for various purposes. The chief steps in order for repetitive functions 
are: 

1. The accumulation of costs by functions (59 functions are suggested 
but only part of these would be pertinent in any given case). 

2. The segregation for each function of the expenses subject to direct 
control. 

3. The determination of standard costs for labor and materials used in 
repetitive functions. This involves a job audit, time and motion study, etc. 

4. The computation of standard costs for all other expense items. 

5. The subtraction of total standard costs from actual costs to establish 
the degree of efficiency in operation. 

6. The determination of the actual average price per unit for expense 
elements subject to direct control of labor. 

7. The determination of the joint loss (or gain) attributable to price changes 
in both direct and indirect expense items. (This involves several types of 
computation.) 

8. The final determination of the effect of labor efficiency and sub-capacity 
operation upon cost during the period. 

Some variations in procedure are suggested for nonrepetitive functions. 

Dr. Longman has anticipated many criticisms of his procedures and pre- 
sents cogent replies. Furthermore, he clearly appreciates some of the limita- 
tions of the results, especially from the standpoint of firm policy. Finally, he 
appreciates that in many, perhaps most instances, partial and sampling 
analysis will be adequate. 

A treatment as broad and yet as detailed as the author’s inévitably gives 
rise to numerous general and specific criticisms. So far as criticisms of detail 
are concerned, they should result from attempts at application of the pro- 
cedures by the author and others. There can be little doubt that experience 
will produce many adjustments. In general terms the following comments and 
suggestions, it is hoped, will have some constructive value: 

1. It was unfortunate to consider cost analysis merely as a branch of ac- 
counting. In the reviewer’s opinion the best work in this field will derive 
from a combination of cost accounting, economic analysis, and common sense. 
Dr. Longman gives abundant evidence of good judgment and balance and 
of familiarity with cost accounting; but for some reason he was unwilling 
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to use the tools of economic analysis in an overt manner. Even if he was writ- 
ing chiefly for cost accountants, marketing specialists and business men, 
it should have been feasible to have related his work more definitely to 
economic analysis. 

2. There is not sufficient indication that the author realized that the stand- 
ard cost procedures suggested involve a considerable subjective element. 

3. The inherent differences between the cost problems of producers and of 
distributors are not noted except to point out that only that portion of the 
general method need be employed for any given firm which is applicable. 
But the problem is not so simple for manufactures, because production and 
marketing costs are organically interdependent, and consequently distribution 
policies should not consider merely the latter. 

4. By refusing to enter the area of “market analysis” in addition to “cost 
analysis” as defined, the author places his analysis on an unnecessarily static 
and semi-arid plateau. Market and cost analysis need to be employed to- 
gether when feasible if full and realistic results are to be achieved. 

These general criticisms are by no means to be interpreted as suggesting 
that the author has done a poor job. Dr. Longman has boldly invaded one 
of the least explored and most treacherous areas of investigation. He is to be 
congratulated for the initiative, originality, and vigor shown in his work. 
Undoubtedly his analysis and procedures will have front-rank significance 
in the developments in this field. 

E. T. GRETHER 

University of California 


Inventory Valuation and Periodic Income. By Cart THomas DEvINE. (New 
York: Ronald Press. 1942. Pp. vii, 195. $3.00.) 


For some years there has been controversy among accounting scholars and 
practitioners on the relative merits of the several inventory valuation concepts. 
This controversy has been intensified lately: for several reasons. The announce- 
ment of accounting “standards” in which the strict cost concept was advocated 
by the American Accounting Association stimulated the discussion, and prac- 
titioners have been given to self-searching and to improving themselves before 
the public as a result of the widespread criticism they received after the 
McKesson-Robbins case, Increasing income tax rates have given impetus to 
inventory valuation methods calculated to reduce the fluctuation of earnings 
between years, and proponents of these methods have been especially vocif- 
erous. 

The discussion has been considerably confused by differing viewpoints. 
Writers have generally tended to emphasize the needs and uses of either the 
balance sheet or the profit and loss statement, and they may be characterized 
by a failure to observe fully the interdependence of the two fundamental ac- 
counting statements and to rationalize their contentions in terms of both. The 
title of the work under review testifies to the author’s consciousness of this 
necessity and to the recent growth of emphasis upon the computation of in- 
come. The book thoroughly explores the effects upon periodic income of the 
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prominent inventory valuation methods—-identified unit cost, replacement cost, 
and “cost or market, whichever is lower,” as well as their subsidiary variants. 

In this connection it should be observed that the study is made from an 
accounting point of view and that the author’s announced purpose of de- 
termining “the possible consequences of each cause of action” is directed at 
the effects produced in the accounting statements. His other avowed purposes 
—-to estimate “the probable reactions of those reading the accounting reports” 
and to test the desirability of the probable reaction “by reference to certain 
broad social standards taken from the general fields of business administra- 
tion, economics, sociology and psychology’—will appeal to economists as 
desirable objectives, but their accomplishment is almost completely submerged 
in the delineation of the mechanical effects of the several accounting policies. 

Those interested in the effects of accounting methods upon business reports 
and sentiment will find in the book a thorough investigation of the accounting 
aspect of these questions which goes somewhat beyond the rôle of inventory, 
since the author begins with the problems of revenue measurement and recog- 
nition, and proceeds through a discussion of the inventory process to the 
particular methods. Under the heading of cyclical behavior, charts have been 
presented which are derived by the application of six different inventory 
methods to the inventory data of an actual cotton mill for the years 1933- 
1938. The methods illustrated are cost or market, current market, first-in 
first-out, average cost, base stock and last-in first-out. The amplitude of the 
curves is less for the last three methods and least for the last one, as is to be 
expected from theory. Too many variables are involved to make a simple 
summary of conclusions possible. 

To the accountant the book is notable for its completeness and objectivity 
in a field where advocates abound and the disinterested appraiser is rare. Of 
special significance is the author’s recognition that the oft-criticized rule of 
thumb of practice—‘‘cost or market whichever is lower”—is not without a 
theoretical defense. The author’s conclusion upon the controversy regarding 
the various methods of income computation, and, by inference, upon the de- 
sirability of establishing any one rigid formula, is recommended to all parties 
and is reproduced herewith: “In light of these numerous alternatives is it 
possible that one (and only one) of them yields the ‘true’ profit and all others 
lead to false income figures? The naiveté of such a rigid position is obvious.” 

LAWRENCE L. VANCE 

University of California 


Business Cycles and Fluctuations 


Unused Resources and Economic Waste. By Davin ROCKEFELLER. (Chicago: 
Univ. of Chicago Press. 1941. Pp. ix. 260. $2.00.) 

This essay is concerned with the problem of unused capital resources rather 
than with labor and the former is presumed to include all resources whose 
exploitation could be [is] undertaken “according to the cost principle.” The 
essay is concerned with the logic and rationale of the concept of unused 
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resources rather than with the statistics of possible additional production. In 
addition to a brief account of the history of the concept under discussion and 
summary remarks on certain institutional factors, the bulk of the book is 
devoted to a statement of the allocation and utilization of capital resources 
under competitive and monopolistic conditions. To those familiar with the 
apparatus of economic analysis the above statement will suffice as an indication 
of the content of the book. 

It is not surprising that the discussion of the subject matter of this book 
has been stimulated by depressed economic conditions and particularly by 
the depression of the thirties. And yet this book and many related to it are 
concerned primarily with the possibility of greater production than is achieved 
in our most prosperous periods. Possibly one of the chief weaknesses of the 
book is its failure to relate or to distinguish the principles which explain why 
capital resources are used less at some times than at others from the principles 
which explain why they are never used more than they are. Apparently the 
author on the whole believes that the economic system can be justified for 
not having operated at higher levels in times of prosperity but cannot be 
justified for having operated at such low levels in times of depression. 

The author has selected for particular analysis three studies of production 
capacity: Harold Loeb’s The Chart of Plenty; the Brookings Institution’s 
series of studies beginning with America’s Capacity to Produce and ending 
with Industrial Price Policies and Economic Progress; and the National Re- 
sources Committee’s Patterns of Resource Use. The merit of these works is 
judged to be in the reverse of the order named. However, he finds them all 
to be highly unsatisfactory. 

Quite aside from any criticism of the measurements used, waste cannot be 
judged from economic measures alone. Political institutions are ends in them- 
selves and economic products received must be evaluated along with the 
relative desirability of political institutions which are necessary to produce 
the products. The last chapter gives proper emphasis to the elusive character 
of the whole notion of waste. 

Mr. Rockefeller has produced an able critique of attempts to measure the 
amount by which the economic system has fallen short of its potentialities, 
with due recognition of the possible social cost of achieving a greater economic 
production. 

HOMER JONES 

Washington, D.C. 


Public Finance; Fiscal Policy; Taxation 


Fiscal Planning for Total War. By WILLIAM LEONARD Crum, JOHN F. FEN- 
NELLY and LAWRENCE Howarp SELTZER. (New York: National Bureau 
of Economic Research. 1942. Pp. xxv, 358. $3.00.) 

The authors of this report constituted the Directing Committee of a study 
commissioned by the Conference on Research in Fiscal Policy, which in 
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turn is sponsored by the National Bureau of Economic Research. The report 
is based on the work of an active staff of fourteen professional members, 
assisted by several special collaborators and a long list of consultants. 

The chief use of the report will be as an analytical handbook for students 
of fiscal policy. It is too concentrated and technical to appeal to non-profes- 
sional readers, and it does not attempt formulation of concrete and specific 
policy recommendations. But it succeeds brilliantly in locating the con- 
siderations which matter in each phase of the fiscal problem, and in tracing 
cross-relations. Particularly in these days when scholarly leisure has almost 
disappeared from the market, a check-list of these considerations and cross- 
relations is a very useful asset for the student. 

The book falls into two main parts. Chapters 1-5 deal with the relation 
of war finance to its “real” setting; chapters 8-12, with taxes of various 
sorts. Chapter 6 (Desirable Amounts of Taxation and Borrowing) and chap- 
ter 7 (Taxation: Needs, Limitations, and Possibilities) afford a transition. 
Chapter 13 (Government Borrowing) might well have been treated as an 
appendix. 

The first two chapters relate the war effort to the national product, 
following roughly the procedure of the recent articles in the Survey of Cur- 
rent Business. This involves making war expenditures and national product 
comparable—an adjustment without which the unwary frequently arrive 
at the paradox of war expenditures and consumption more than exhausting 
the product—by adding depreciation, depletion, and business taxes to na- 
tional income. The reader should be warned that the “1943” estimates pre- 
sented on page 47 relate to the fiscal year 1942-43. Incidentally, figures pub- 
lished since the report went to press indicate that the authors’ estimates 
both for 1942 and for 1942-43 were considerably too low both for consump- 
tion and for military outlays. This is not too serious, of course; the figures 
are useful to indicate the general magnitude of the problem and to illustrate 
analytical procedure, and the authors presumably intended no more. 

The third chapter brings in estimates of income distribution by size to 
illuminate the fiscal problem. Again the estimates, regarded as forecasts, are 
too low. The 109 billion-dollar level of individual money income forecast 
for fiscal 1942-43 was actually passed in the spring quarter of 1942. But the 
procedure of breaking down consumers’ “desired expenditures” (those they 
would make if unlimited supplies of consumers’ goods were available at 
current prices, given consumers’ money incomes) by income level is reveal- 
ing. Details of procedure are not fully described and, in any event, the 
availability of income and expenditure data for 1941 and 1942 (collected 
by the Bureau of Labor Statistics and the Bureau of Home Economics) will 
make it unnecessary in future to go back to 1935-36 for data as the authors 
were obliged to do. In principle the procedure sketched in the note on page 
67, applied to the new data, should lead to respectable first-approximation 
results; though it is hard to reconcile the authors’ figures with the record for 
1941. They estimate “desired expenditures” for a 109 billion-dollar income 
level at 78 billions; since they estimate personal taxes at 1941 rates at 7.3 
billions (p. 172), this expenditure corresponds to a disposable income of 
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102 billions at April 1942 prices. By valuing the 1941 income at 1942 prices,? 
consumers received 103 billions, had a disposable income of 96 billions, 
and spent 82 billions. This discrepancy may reflect some first-magnitude 
bias in the procedure; but the reviewer is inclined to attribute it to the 
defects of the 1935-36 base for extrapolations to a level of income nearly 
two-thirds higher. 

The fourth chapter discusses “The Role of Finance,” making the usual 
point that a realistic anti-inflationary policy of war finance does not increase 
but rather decreases the hardships of the public, but making the point 
unusually well. The fifth chapter analyzes the “Direct Controls” available 
for steering economic mobilization. Here again the ideas are common prop- 
erty of the economic profession; but, except for a lack of stress on consumer 
rationing, the emphasis is admirably distributed, and the discussion of the 
inter-relations of direct and fiscal controls (which of course is the purpose 
of the chapter) is most helpful. 

Chapter 6, on “Desirable Amounts of Taxation and Borrowing,” is the 
high spot of the book. The concept of a “spending balance” from which 
it sets out makes an excellent focus for analysis of the problem of wartime 
deficit financing. The analysis of the drawbacks of heavy public debt (pp. 
140-44) is masterful, and well balanced against the arguments for a post-war 
backlog of spending power. The section on adverse effects of drastic taxation 
(pp. 144-51) puts a great deal of substance into the rather vague fears 
often expressed by business men and congressional leaders; though the ex- 
pressing of a preference for taxes over compulsory loans (pp. 162-66) implies 
that the authors do not think incentive considerations make it impossible 
to levy sufficient taxes to block inflation. A very interesting study of the 
positive benefits of a wartime deficit is offered on pages 155-59. The upshot 
is that certain (gross) savings are necessary to keep individuals from being 
frightened by their inability to maintain life insurance, retirement plans, 
mortgage payments, etc., and to provide for depreciation of capital goods 
which cannot be made good in physical form under war conditions. About 
20 billion dollars per year is suggested (p. 159) as an “ample” figure for this 
purpose. 

The second transitional chapter is a general view of the tax system. Sub- 
tracting the 20 billions of borrowing suggested above from estimated expendi- 
tures “leaves some 55 billion dollars as one tentative goal of a tax program for 
the fiscal year 1943, with the possibility that it can be substantially lower, per- 
haps as low as 40-45 billions without necessitating inflationary borrowing.” The 
revenue situation under the Revenue act of 1941 is analyzed (pp. 171-80) ; and 
the revenue is found to be inadequate and designed to come in with too much 
lag—objections which still apply under the 1942 Revenue act. At the end of 
the chapter are offered three “possible combined tax plans” (pp. 182-84), 
promising yields of about 12 billion dollars above the 1941 Revenue act, or 
3 to 5 billions above the 1942 act. The authors point out (p. 185) that this 
“is $10 billion short of the tax goal of $40 billion indicated earlier in this 
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chapter as a rough minimum,” but offer no suggestions except that a “com- 
bination of new taxes which would cut down this dangerous gap of $10 
billion would necessarily comprise even more severe rates than those il- 
lustrated.” 

The chapters which follow discuss in succession taxes on corporations, in- 
direct taxes, and taxes on individual incomes. The chapter on corporation 
taxes, unfortunately, does not go into the question of recapture of profits 
by renegotiation of contracts, which appears likely to be of great importance; 
but otherwise it remains as relevant as before the 1942 Revenue act was 
passed. Chapter 9, on indirect taxes, seems to favor much heavier use of 
excises and also a general sales tax; it offers an impressive list of reasons in 
favor of such a policy. Several serious arguments against sales taxation, how- 
ever, are omitted, in particular: (1) the administrative overload on the 
Bureau of Internal Revenue which has to adapt itself to handle taxation of 
incomes at the source; (2) the nullification of much of the income-absorbing 
effects of such taxes by cost-of-living allowances in wage determination; 
(3) the overload on the price-control machinery of adapting ceilings to new 
indirect taxes; (4) the fact that much sales tax revenue is likely to come 
from marginal profits—z.e., to the extent of 80 per cent from potential cor- 
poration tax revenue; (5) the fact that raising a billion dollars of such 
revenue seems to take about a month of consideration from congressional 
committees, holding up action along more promising lines. 

The chapter on taxing individual incomes handles admirably the question of 
incentives, except for the case of taxes on “excess incomes” of individuals 
(increments since a base period), which at several points in the book are 
treated much too indulgently. On pages 256-62, three possible rate schedules 
are considered. Their shape is intended to reflect incentive considerations 
previously discussed; but the authors themselves seem somewhat uncertain 
that those considerations can be interpreted quantitatively. A hint is dropped 
on page 259 that schedule A is likely to be the most drastic schedule “feasible 
at present”; but no argument is presented. The less drastic schedule B 
actually matches rather closely with the schedule enacted in 1942 (if the 
2 per cent increase in normal tax, which our authors do not commend, is 
added in). The increase in revenue of Schedule A over 1941 rates is 
placed (p. 262) at 2 billions, one billion above Schedule B. A reduction of 
exemptions (to a level about that of the 1942 act) is estimated on page 264 
to yield 2.2 billions. Limiting the benefit of exemptions to the first bracket 
taxable is estimated on page 265 to yield 0.2 billion. The only figure offered 
for the effect of requiring joint returns (p. 268) is about 0.3 billion. Eliminat- 
ing some deductions is estimated (p. 274) to yield 0.2 billion, eliminating 
tax exemption (p. 275), over 0.2 billion. These possibilities add up to about 
5 billion dollars—not much more than the yield of additional personal 
income levies included in the Revenue act of 1942. 

If the quantitative side of the tax chapters must be accepted as exhausting 
the nation’s revenue opportunities, the outlook is black indeed. But there 
is strong evidence that the authors of this report have underrated the income 
_ tax. In calendar 1943, the incomes citizens receive will total some 125 
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billions, of which under 15 billions will go for personal taxes. It stands to 
reason that somehow a levy can be designed to capture at least double this 
proportion without undermining necessary work incentives. Rather than 
accept the conclusion implicit in this report—-that we can only carry out 
the war production program by tolerating inflation to provide “incentives”— 
we should do better to abolish income tax exemptions and levy on the whole 
income, which would surely yield enough revenue. But we need not go so 
far. From study of the distribution of income by size it appears that we can 
subject half the national income to tax (allowing for deductions and exemp- 
tions) by fixing exemptions to make two-thirds of the nation’s families taxable, 
two-thirds. of income by making four-fifths of the families taxable. To 
control inflation, we need from income taxes some 30 billion dollars—say, 
a quarter of income. With two-thirds of income taxable, this implies an 
average rate on taxable income of about 40 per cent; with half taxable, 
50 per cent. The exemption necessary would be about $1000 of net income 
for an average family. 

As the authors put it, “inflation is rarely chosen as a deliberate policy. 
It is rather the result of ignorance, drift, practical obstacles to alternative 
courses, and political weakness” (p. 93). If we economists are not to share 
responsibility for such an outcome, we must go beyond the furthest stage 
reached in this report and outline tax programs which really would yield 
at least the minimum necessary revenue. But in doing this job we shall find 
the report a very useful guidebook. 

ALBERT GAILORD HART 

Iowa State College 


Money and Banking; Short-Term Credit 


Our Modern Banking and Monetary System. By Rotiin G. THomas. (New 
(York: Prentice-Hall. 1942. Pp. xxiii, 812. $4.00.) 


Despite the fact that modern economic theory has been characterized by a 
recognition of the significant rôle which money plays as an activating influence 
in the functioning of an economy, there has been a noticeable lag in the speed 
with which new ideas in monetary theory have found their way into money 
and banking texts. Professor Thomas has made a valuable contribution to 
worth-while teaching of money and banking, therefore, by writing a text which 
goes beyond the quantity theory and the technical details of money and bank- 
ing and aids its readers to understand the important position of money in the 
modern theory of value and price. In accomplishing this objective he has 
avoided the usual practice of studying money and banking in vecuo-and has 
succeeded to some extent in weaving monetary and banking theory into the 
body of general economic theory. 

The material of the book falls into two major divisions. The first (chaps. 
I-X XTX) is devoted to a description of the nature and operation of our money 
and banking system and is designed to accomplish three things; namely, to 
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provide an understanding of the monetary mechanism, to supply the basic, 
elementary information required for an intelligent approach to the banker- 
customer relationship, and to describe contemporary banking institutions and 
practices. The second major division (chaps. XXX-L) deals with modern 
monetary theory and problems. It represents an attempt to guide the reader 
through the “recognized” theories of money and prices, with stress on their 
“complementary” rather than their “controversial” nature. As Professor 
. Thomas explains, “an attempt is made to harmonize the several approaches 
and to use them in elucidating the central problem of price level behavior” 
(p. vii). A considerable space is given to the fundamental question of inter- 
national price relationships, under both gold and paper money, as a basis for 
weighing the arguments for and against monetary nationalism. Finally, the 
problem of appropriate monetary and central bank policies is discussed, with 
emphasis on their contribution to economic stability. In general, the organiza- 
tion of the book is intended to integrate the material for a codrdinated course 
in banking, money, and the theory of prices. 

A chapter-by-chapter examination of the first major division of the book 
would be not only an overwhelming task, but it is unnecessary. The material 
consists of an orthodox presentation of the technical aspects of money and 
banking. Running through these chapters is a current of theoretical discussion 
which sometimes serves to relieve the monotony of the mechanical details. 
There are several general criticisms which can be made with regard to the 
first division. From the viewpoint of readability and teachability many of the 
first twenty-nine chapters are very well done, but several others are of an 
inferior quality. Between the better chapters and the poorer ones there is 
an unusually wide spread. Illustrative of the poorer ones is chapter V, “The 
Nature of a Bank,” a somewhat forbidding account written in a sketchy, out- 
line fashion. Chapter VI, “The Banker and Credit Instruments,” is subject 
to the same criticism. Perhaps the least adequate of all the first twenty-nine 
chapters is chapter VIII, “The Guaranty of Bank Deposits.” It is a super- 
ficial treatment of deposit insurance couched in tiresome, legalistic terminology. 
The outstanding development in connection with federal deposit insurance, 
namely, the realization of 100 per cent insurance coverage for each depositor 
via the “loan and purchase” powers of the Federal Deposit Insurance Corpora- 
tion, is completely ignored. To a lesser degree several other chapters are open 
to similar criticism. In many places the reading degenerates into a superficial, 
bare-outline presentation of the material. Fairness demands, on the other hand, 
an acknowledgment that, judged by the standards of content and teachability, 
several of the chapters in the first division are high grade, especially chapters 
IX, X, XIV-XVI, and XXTI-XXIV. 

The treatment of commercial bank deposits leaves much to be desired 
from the viewpoint of teachability. The exposition is not sufficiently pointed, 
it tends to be confusing, and it relies too much on the student’s imagination. 
It is stated briefly on page 13, for example, that a commercial bank “creates” 
demand deposits, on page 53 the bank “lends” deposits, on page 55 it “creates” 
them, and on page 75 it “lends” them. The discussion shuttles back and forth 
between “loan-created deposits” and “cash-deposits” without a clear explana- 
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tion of the difference between the two, The distinction is made clear on page 
80 in a brief paragraph entitled “Creation of a Deposit,” but it is done in such 
a casual manner as to leave the reader uncertain about which type is the more 
important of the two. Following the above-cited paragraph, which merely 
mentions the creation of deposits, discussion of loan-created deposits is post- 
poned until chapter XVII, “The Volume of Bank Credit.” Here, at last, the 
reader finds a presentation of the multiple expansion of commercial bank 
deposits on the basis of fractional reserves. The exposition could be much 
more helpful to student and teacher, however, if the well-stated principles 
were clothed with much more illustrative material. It would seem that the 
great importance of commercial bank deposit creation renders it imperative 
that the student be drilled in all its complexities by means of a wealth of 
illustrative material in the text as well as in the classroom. 

The splendid work which Professor Thomas has done in the second major 
division of his book, that dealing with monetary theory and problems, more 
than compensates for any shortcomings of the first division. Most of the 
material reveals precise thinking, exhaustive research, and a keen interest in 
the subject. Clarity in style, skill in simplification, and thoroughness in dis- 
cussion make the second part eminently satisfactory for student and teacher 
alike. 7 

The first six chapters of the second division are especially well done. Without 
side-stepping any of the difficulties involved, Professor Thomas provides his 
readers with the fundamentals of recent monetary theory. The ideas of Keynes, 
Hawtrey, Robertson, Wicksell, Ohlin, and others, are all put forward in a 
most teachable manner, Chapter XXX begins the study of money and price 
theory with a consideration of price movements and their consequences. It 
supplies an excellent treatment of such subjects as the measurement of price 
changes, price dispersion, and the effects of changes in the price level. The 
only sour note is the unqualified adherence to the old chestnut that in a period 
of rising prices real wage rates fall because commodity prices climb faster than 
money wage rates (p. 470). The work of Dunlop, Tarshis, and others proves 
that at least over a considerable range of rising commodity prices, real wage 
rates may increase as well as money wage rates. Chapter XXXI is a brief but 
helpful introduction to the theory of the value of money. It lays the foundation 
for subsequent discussion with a clear explanation of the transactions and 
cash-balance approach to the demand for money. Chapter XXXII continues 
the consideration of the theory of the value of money with an intensive dis- 
cussion of the usefulness of the transactions equation and the cash-balance 
equation (Keynes’s and Robertson’s formulations) as devices for analyzing 
the relation between the quantity of money and the price level. Chapter 
XXXIII, “The Income Approach to the Value of Money,” successfully ex- 
plains the relation of total money income to the quantity of money, Hawtrey’s 
approach to the relation between the quantity of money, money incomes, and 
the price level, and Keynes’s early ideas (Treatise on Money) on the inequality 
of saving and investment as the cause of changes in the price level. Keynes’s 
views are very well illustrated by means of graphic examples. With admirable 
lucidity and succinctness Professor Thomas sets forth in chapter XXXIV the 
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ideas of Keynes in his General Theory. Graphic examples are again of aid 
in the interpretation of Keynes’s theory concerning the equality of savings 
and investment and the multiplier principle. Chapter XX XV is an excellent 
discussion of the rate of interest and the price level, with special emphasis on 
the views of Hawtrey and Keynes. 

There is no need to enter upon a detailed account of chapters XXXVI-L. 
The high quality of previous chapters is sustained throughout a consideration 
of such subjects as international price relationships under both gold and paper 
money, monetary nationalism versus internationalism, and appropriate mone- 
tary and central bank policies with respect to economic stability. The only 
possible adverse criticism is that perhaps too much space is devoted to the 
international gold standard. 

James J. O'LEARY 

Wesleyan University 


El Banco de la Nación Argentina en su Cincuentenario. (Buenos Aires: Pri- 
vately printed. 1941. Pp. xiii, 473.) 


The Bank of the Argentine Nation published this commemorative volume, 
with an introduction by its president, Jorge A. Santamarina, on its fiftieth 
anniversary. The Bank, established in 1891, when Argentina was in financial 
collapse after the great foreign borrowing of 1880’s, has played an important 
part in the economic life of the country in the half-century that has seen the 
emergence of Argentina as a modern nation. The volume itself, beautifully 
printed and illustrated, is, even to the reader who does not know Spanish or 
is not interested in banking history, a symbol of the development of Argentina. 

Like many commemorative bank histories, the book makes no pretentions 
to extended economic analysis, but it has much of value both to the monetary 
economist and the economic historian. The first third deals with the period 
before 1891, and reprints the text of many early laws and decrees on money 
and banking. American readers will note in the struggles over the Banco 
Nacional, which was established in 1826, the refusal of the government to 
renew the charter in 1836, and the subsequent use for many years of the mint 
as the banking agency of the government, a similarity to the history of the 
Second Bank of the United States and the Independent Treasury. The system 
of bond-guaranteed bank notes, established in 1887, was modeled on our 
national banking system. A detail of economic history mentioned, and one 
that might well be pondered by those who take a static view of our economic 
relations with Latin America, is that in its early years Argentina imported 
wheat from the United States. Among the many plates in the book is one of 
an early bank note of the Banco de Buenos Aires, printed in the United States 
and carrying the portrait of George Washington. 

The remaining two-thirds of the book deals particularly with the Bank’s 
activities, but it also has considerable material on the development of Argen- 
tine monetary and banking policy since 1891. The text of presidential mes- 
sages, of reports of ministers of finance, and of parliamentary debates relating 
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to the Bank, and extensive statistics on banking operations, make the volume 
particularly useful to a reader who does not have access to detailed Argentine 
sources. Among other material are the names of all presidents, vice presidents 
and directors of the Bank since its establishment; the date of the establishment 
of each branch; provincial and territorial maps showing the location of the 
branches, brief statistical statements on each province and territory, and 
data on the Bank’s operations there. 


FRANK WHITSON FETTER 
Haverford College 


International Trade, Finance and Economic Policy 


America’s Strategy in World Politics: The United States and the Balance of 
Power. By NICHOLAS JOHN SPYKMAN. (New York: Harcourt Brace. 
1942, Pp. 500. $3.75.) 


“Because of the distribution of land masses and military potentials, a 
balance of power in the transatlantic and transpacific zones is an absolute 
prerequisite for the independence of the New World and the preservation of 
the power position of the United States. There is no safe defensive position on 
this side of the oceans. Hemisphere defense is no defense at all. The Second 
World’.War will be lost or won in -Europe and Asia. The strategic picture 
demands that we conduct our military operations in the form of a great 
offensive across the oceans. If our allies in the Old World are defeated, we 
cannot hold South America; if we defeat the German-Japanese alliance abroad, 
our good neighbors will need no ‘protection. .. . The interest of the United 
Statés demands not only victory in the war, but also continued participation 
in the peace... . Basically, the new order will not differ from the old, and 
international society will continue to operate with the same fundamental 
power patterns. It will be a world of power politics in which the interests of 
the United States will continue to demand the preservation of a balance 
in Europe and Asia” (pp. 457 and 461). 

That is the fundamental thesis of Professor Spykman’s book. It is an im- 
portant and, in some respects, a brilliant book. It makes certain important 
truths about the working of a system of power politics, and their meaning 
for America, crystal clear. An understanding of these truths is important 
for economists. Many of the crude and fallacious “economic” explanations 
of state behavior stem from ignorance of them. Had some Americans been 
less naive on these matters we might have been spared the grievous blunders 
(and the nearly disastrous effect on our policy in the middle thirties) as- 
sociated with superficial economic interpretations of our entry into the First 
World War. The driving home of the balance of power principle—a principle 
which any great state in a power-politics world neglects at its peril—and its 
detailed exposition in terms of the “grand strategy” of America’s relations 
to other parts of the world is Professor Spykman’s greatest contribution. 
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The more specifically “economic” material appears mainly in connection 
with the problem of how well the Western Hemisphere or some portion of it 
could be defended were the balance of power to be abolished in Europe by 
a Hitler victory and in Asia by a Japanese victory. Almost half the text is 
taken up by this discussion and the whole book is focused on it. There are 
three economic chapters: “The Economic Pattern of the New World,” “Mobil- 
ization of Natural Resources,” and “Economic Integration.” The analysis here 
is ably presented and the conclusions are sound. Mr. Spykman holds that 
an Axis victory would result in supranational units of continental dimensions 
against which “the United States alone would be powerless to exert effective 
pressure in spite of her overwhelming strength in a world of national states” 
(p. 300). In the Western Hemisphere, “nothing less than the creation of a 
single Grossraumwirtschaft incorporating the whole hemisphere and admin- 
istered on the basis of a planned economy with regulation of production and 
central control of international trade could stand up against such concentra- 
tion of power.” Yet the chances of achieving such an integration by voluntary 
coöperation would be very small indeed, and the German-Japanese alliance 
would possess powers of economic coercion over certain states of South 
America superior to our own. “Unfortunately both geography and economic 
history have conspired to make the Americas unsuited for integration” (pp. 
338, 341). The argument correctly emphasizes that the basic economic prob- 
lem of Western Hemisphere isolation, from the power point of view, lies in an 
export surplus, mainly agrarian, that the United States could never absorb 
and that could not be readily converted to other forms of production. 

There is a good statement (pp. 293-94) on the limitations of past research 
into problems of raw material procurement and on the relativity of raw 
material needs to shifting types of warfare. On page 299 some misleading 
impressions, which might have been avoided by using percentages, are given 
by a list of commodities which a victorious Axis could withhold. Nickel is listed 
as a material that Japan might control in Oceania, although more than 85 
per cent of the world’s nickel has been supplied by Canada in recent years 
and only relatively small amounts come from New Caledonia. The account 
of stock-piling in the United States (p. 312) does not seem sufficiently critical 
of actual accomplishments. On page 314 and elsewhere it would be well to 
- point out that power is always relative, so that ‘an adequate war industry” 
is a hazy concept. The statement on page 325 that the commercial policy 
favored by the United States Department of Agriculture was in “complete 
contradiction” to Mr. Hull’s policy is much too sweeping. Terms like “over- 
populated” and “favorable balance” are sometimes used uncritically (p. 273), 
and the implied explanation of capital exports in terms of national production 
outrunning national consumption (pp. 256, 280) is overly simple. The'trench- 
ant observation on page 332 that “loans create neither gratitude nor de- 
pendence. . . . Not favors already received, but favors still to be received 
create for the donor a position of influence and power,” is worth underlining. 

Considered simply as a treatise on how to play the game of power politics, 
and not on the issue of what America’s basic strategy in world politics should 
be after the war, Mr. Spykman’s book deserves high praise. Even so, it has 
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blemishes, some of them serious. The “geopolitical” approach tends to distort 
reality by exaggerating certain aspects of reality and suppressing others. Of 
course, it is not inherent in a proper appreciation of geographic factors to 
underestimate the importance, even for the most hard-boiled power politics, 
of social institutions and traditions, freedom and slavery, the hopes and fears 
of human beings, right and wrong. Mr. Spykman has been accused, with 
some justice, I think, of underweighting these intangibles. There is danger 
of “geopolitics” becoming something of a fad, a magic word of incantation 
supported by other magic words like “heartland.” An interesting slip, for a 
book based on the thesis that geography is “the most fundamental factor 
in the foreign policy of states,” occurs at page 134. The Amur River is made ` 
to reach the coast at Vladivostok on the Japanese Sea, whereas its real outlet 
is eight hundred miles farther north, near the northern tip of Sakhalin. 

In the great debate which was at its height while Mr. Spykman was writing 
this book, “hemisphere defense through hemisphere isolation became,” as he 
says on page 6, “the new streamlined version, of the old isolationist position.” 
America’s Strategy in World Politics very effectively and exhaustively de- 
molishes that new isolationist position and. builds probably the most thorough 
and conclusive case yet presented on strategic grounds for an active policy of 
American participation in transatlantic and transpacific affairs. Before the’ 
book was in print, however, the immediate issue had been settled. The decision 
between offensive and defensive war strategy, to which Mr. Spykman also 
applies his argument, has likewise now been taken. 

The question of war objectives and post-war policy remains: “Is the world 
beyond the oceans one from which we can withdraw after victory as we did 
in 1918, or one whose fate is inescapably interwoven with our own?” (p. 7). 
Even this question, in the bare form of withdrawal vs. participation, may be 
fairly well settled by now, judging by statements of public officials and trends 
of public opinion polls. The real issues still to be decided, and the ones toward 
which thought and discussion need to be shaped up, concern the manner and 
the objectives of our participation. It is at this point that I find Mr. Spykman’s 
book definitely unsatisfactory. He reaches conclusions on these points. But 
_they are almost obiter dicta—brief, dogmatic, not well thought through, and 
not well supported by careful argument. In some respects they are out of 
accord with the analysis advanced elsewhere in the book. Has the author 
given only cursory attention to these problems? May we hope that he will 
return to them and, by applying his demonstrated powers of analysis, remove 
some of the weaknesses and inconsistencies in his present position? 

Specifically, Mr. Spykman advises America to play the old game of na- 
tionalistic balance-of-power politics along the old lines. He does advocate 
some improvements in techniques, such as creation of states of more homo- 
geneous size, and use of leagues of states as a framework for the operation of 
the politics of power. He would have us regard our present friends,as potential 
enemies and, for example, take care that China does not overbalance Japan 
in the Far East. Elsewhere in the book (Chapter I) the author’s own analysis 
shows that the game of power politics must lead to recurrent wars, The 
“balanced power” which we are advised to make our objective is ‘“inherenty 
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unstable” because each state really wants an overbalance in its own favor, 
because there is no reliable measuring stick for power, because the elements 
contributing to it are not static but dynamic, because states may upset calcu- 
lations by suddenly changing sides, and because not all statesmen who play 
the game of balanced power are good technicians (pp. 21-25). 

Even this formidable list of reasons why Mr. Spykman’s formula will not 
work is deficient. He does not add, but ought to, that democracies are not 
well adapted to playing the balance of power game, because they are not 
cold-blooded enough to change their friends and enemies in time to preserve 
equilibrium, and because they are loath in time of peace to devote their 
economies and their educational systems to the arts of war. Reliance on the 
balance of power principle as anything more than transitory re-insurance 
while we are establishing and perfecting some system of world government is 
handing over the future to the fascists of the world, even if we do defeat 
them in this war. 

Furthermore, Mr. Spykman appears to be totally unconscious in this 
connection—though he sees it in other connections—of the fundamental 


` -changes which the evolution of the modern industrial system has wrought 


.-in the workings of power politics and the possibility of a balance of power. 
-.,In the days when the classic balance of power theory arose, and even through 


= the nineteenth century, sovereigns could fight wars of limited objectives 


. without disturbing very greatly the economy or the civilian lives of a large 


` ~-proportion of their subjects. The mechanized warfare of today, where the 
|... military forces have become the cutting edges of gigantic industrial machines, 


' has changed all that. Adequate preparation for war nowadays means con- 
version of the whole economy to military purposes. A peaceful civilian state 
cannot in the future count on its wealth as a “power potential” to defend it 
against lightning war by militarized states. If one state militarizes its economy, 
the others will have to do so for protection. Power politics in an era of total 
war is incompatible with the existence even in “peacetime” of civilian welfare 
economies. Mr. Spykman puts it well himself on page 40: “Total war is 
permanent war.” 

To all this he would doubtless reply that admittedly the balance of power 
system leads to recurrent wars, and admittedly war is “unpleasant” (Mr. 
Spykman’s word), but “In an international society in which states are intent 
on preserving their independence, both against world conquest and against 
world government through federation, balanced power is the only approxima- 
tion to order” (p. 25). This last statement correctly states the alternatives, 
but in my opinion it exaggerates the possibilities of even an approximation 
to order in the future through balanced power. Mr. Spykman’s “realism” is 
in this respect the realism of past centuries. Under the conditions of the middle 
and late twentieth century the first two alternatives (world conquest or world 
federation) are most likely to be the only two left— because of the rapidly 
developing technology of transport and communication, because of modern 
large-scale industrial and political organization (including organization for 
war and conquest), and because of the great difficulty under modern condi- 
tions of changing back and forth between war economy and peace economy. 
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The realistic outlook is for some form of concentration of world power 
through conquest or through federation, or through a combination of the two. 
“Balance” among independent power units is out. Frederick L. Schuman in 
his International Politics’ shows that previous state systems have ended in 
conquest by a strong state which upset the “balance” and overran the whole 
of its world. The Western State System, through an era of unprecedented 
economic development and geographical expansion, has thus far been an 
exception to this rule. It is unlikely to be an exception much longer, unless 
world government through federation supersedes power politics, thus averting 
the otherwise inevitable drift from unstable power balance to tie Third 
World War and the ultimate triumph of a Caesar. 

This is not to say that the balance of power principle can be sasiected with 
safety in the arrangements after this war. In my native state of Nebraska 
the first stories of a fine capitol building were erected around the old capitol. 
Only when the offices had been moved into the new structure was the old 
one torn down and hauled away. Something similar should be Amerca’s 
strategy in world politics. We have to play the power politics game, but our 
constant aim should be to hasten the day when world government will super- | 
sede power politics. Fo 


Three egregious errors in Mr. Spykman’s discussion of these issues remain: . ` : 
. to be pointed out: (1) He uses the word “power” in several different senses `. i 


and sometimes passes unconsciously from one to the other. This logical fallacy.-: 
allows him to argue that, because we have log-rolling for voting “power? ' 


and even have struggles for “power” in ladies’ sewing circles and Christian: `: 


Endeavor societies, we may as well reconcile ourselves to a constant struggle 
among national states for military “power” (pp. 11-14, 458). (2) A closely 
related error, and one amazing in a political scientist, occurs in his sixteen- 
line discussion of “world federation” (p. 458). It is perhaps just as well that 
. world federation is still far off, because “the world state would probably be a 
great disappointment ... the struggle for power would continue. Diplomacy 
would become lobbying and log-rolling, and international wars would become 
civil wars and insurrections, but man would continue to figkt for what he 
thought worthwhile and violence would not disappear from the earth.” Is not 
the whole benefit of organized government wrapped up in substituting one 
kind of struggle for “power” for another, and in creating a situation where 
men “fight” for what they think worth while by log-rolling (and, at times, 
by reasoned argument) instead of violence? Does not experience show that 
men are more likely to be able to practice the economics of welfare. (instead of 
the economics of power) under a system of organized government, despite 
occasional civil wars and insurrections, than under the unstable “balanced 
power” of a system of anarchic sovereignties—especially in these days when 
“total war is permanent war”? (3) ‘Illustrations of international codperation 
and limited confederation are many, but there has never been a case of the 
actual transfer of military power and political authority from individual 


* This is the best book to give economic students needed background on power politics 
and, hence, on power economics, especially chap. 7, preferably peu acc by chaps. 1, 2, 
and 13 (3rd ed.). 
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states to the organs of an international community” (p. 16). This statement 
is either tautology (an international community ceases to be international if 
enough military power and political authority are transferred to its organs), 
or it is untrue. What about the thirteen states that united in 1789? Switzer- 
land? The unification of Germany? Of Italy? Political integration is one of 
the most notable processes in history. Most often it has come by conquest, less 
often by consent. By one or the other form of the process, “international 
relations” in countless instances have become “domestic relations” and peace 
has become usual within areas where war was endemic before. The Greek 
cities used to make war on each other. Gascony used to war against Burgundy. 
If American interests include democracy, political stability, and welfare 
economics, then our wisest strategy in world politics is to promote, preferably 
by consent, the age-old process of political integration, this time on a world 
scale. 
EUGENE STALEY 
Fletcher School of Law and Diplomacy, Tufts College 


Business Finance; Insurance; Investments; Securities Markets 


‘Modern Corporation Finance. By Witt1am H. Huspanp and James C. 
Dockerray. (Chicago: Richard D. Irwin. 1942. Pp. viii, 853, $4.25.) 


This study, the authors declare, “. . . is intended to review financial 
principles and practices in the light of the pronounced changes which have 
occurred in recent years” (p. v). Active public regulation has exercised a 
profound influence on the activities of corporation finance. Numerous laws 
and regulations, molded by a sharpened public interest, have tempered the 
spirit of motivation and direction. There have been many changes in recent 
years. Modern developments, especially those pertaining to the social re- 
sponsibility of management, have given corporation finance a new hue. 

Despite the many changes, functions have endured. There is a structural 
background to corporation finance. This study emphasizes change in the 
light of a cumulative and inherited past. Little attention is given to the merits 
or demerits of any particular order. The authors intend merely to recognize 
change as an objective fact. 

The book is divided into eight sections entitled: Economic Setting, Instru- 
ments of Corporation Finance, Organization and Structure of the Corpora- 
tion, Security Distribution, Income and Current Operations, Corporate Ex- 
pansion, Failure and Reorganization, and Public Policy. Each section con- 
tains from two to eight pertinent chapters. Each chapter is filled with current 
information and an excellent analysis of current topics. The financial journals 
and reports have been combed for examples to illustrate each particular 
subject. The book is thoroughly documented. 

While this writer is impressed with the fund of information and new 
material reported, nevertheless the assembly raises an important question. 
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Corporation finance is concerned with only a fragment of the economic 
scene, Basically, the authors. declare (p. 6), it serves two important functions: 
It provides a means of assembling funds for business; and it involves the 
financing and policy formulations necessary properly to coördinate the pro- 
ductive elements of a going concern, These functions are important and yet 
they are not independent variables. Many factors involved in the collection 
and distribution of funds and in the formulation of policy depend upon ele- 
ments which are external to the corporation. The decisions of management 
and the investing public cannot be comprehensive if the corporation is con- 
sidered as an independent economic unit. 

The authors have done much to impress this point of view on the reader. 
For example, there is an excellent chapter on the sources of long-term capital, 
and the chapter on working capital is well documented. The fact that the 
reader is instructed in sources is not, however, enough. The student should 
be familiar with the problems involved i in making a decision whether or not 
to invest. He should see the plan for the particular corporation in the light 
of alternative investment opportunities. 

Writers frequently disagree about the contents that should be incorporated 
in an elementary textbook. Many limit themselves to descriptive material. 
They describe the methods by which corporations are organized and they 
discuss the contents of innumerable security contracts. Attention is given 
to corporate financial statements and to problems of consolidation and re- 
organization. There is without doubt a definite need for such material, since 
most students are totally unfamiliar with techniques and instruments and 
the university provides an introduction. Nevertheless, this writer agrees with 
N. S. Buchanan that it is all very well to include descriptive material within 
the text, but corporation finance is “. . . likely to remain unassorted and 
unrelated piles of gaudy and drab materials’? unless there is a firm theoreti- 
cal skeleton. The future of analytical corporation finance is inescapably 
bound to the future of theoretical economics. There is some doubt that the 
authors would subscribe to such a statement. 

Despite the wealth of material on financial practices and principles, there 
is one subject which, with some exceptions, was overlooked. Much of modern 
business is government business. The government corporation has undertaken 
to perform many functions, some of which were formerly within the realm 
of private business. In fact, private and government corporations are, in some 
fields, competitors. Under the circumstances, a text on modern--corporation 
finance should include some description and some analysis to reveal the 
function of the government business corporation. 

In fact, this writer believes that too little attention is given to the nature 
of the corporation. It is true that much valuable time may be wasted by tracing 
the history of corporateness. Ancient corporations were not the counterpart 
of the modern business corporation. On the other hand, the student may 
acquire a more thorough understanding of such subjects as stock and par 
value, for example, if special emphasis is placed upon the corporate person- 


1N. S. Buchanan, The Economics of Corporate Enterprise (New York, Holt, 1940), p. v. 
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ality. This need not be done in a manner that leaves the impression that the 
corporation is concrete and constant. 

The corporation is an institution which was developed to facilitate modern 
business. For convenience, it is called a person. The corporation and the 
stockholder are, of course, two different persons. The form and limits of their 
business relations are expressed and implied in a peculiar kind of contract 
called stock. Since persons may have many different business relations there 
may be many different kinds of stock. 

The corporation contracts with persons to carry on the business for which it 
was formed. Since the corporation and the stockholders are not the same person, 
the latter cannot be held responsible for the corporation’s obligations. ‘The 
stockholder’s liability for the corporation’s debts should be limited. Par value 
is the amount of the stockholder’s liability or a base to be used in its determina- 
tion. 

The fact that the authors do not have a skeleton on which to hang their 
material does not distract from the book’s usefulness. They have accomplished 
their purpose admirably. Many financial principles and practices are reviewed 
in the light of the pronounced changes of recent years. The material on regula- 
tions and on Sections 77 and 77B is excellent. This writer is in thorough agree- 
ment with all that is said. He is merely disappointed in the fact that a book 
with the word “modern” in the title does not make more use of the unhappy 
discovery that our world does not consist of a very large number of indepen- 
dent cells. 

Epwarp G. NELSON 

Stanford University 


Utilization of Corporate Profits in Prosperity and Depression. By O. J. Curry. 
(Ann Arbor: Univ. of Michigan Press. 1941. Pp. 131. $1.00.) 


Students of corporate affairs will welcome the monograph on the Utilization 
of Corporate Profits in Prosperity and Depression by Professor O. J. Curry. 
It is a good statistical study of the financial record of corporations bearing 
upon the subject of income administration. 

There has long been a need for a careful factual study of the problem of 
corporations retaining earnings in lieu of paying cash dividends. There are 
many advocates of the policy of building up surplus during prosperous years 
to provide a fund that will be available in poor years. On the other hand, a 
large group do not believe that surplus accumulations are a cure-all for 
corporations during depressions or that such accumulations will maintain 
dividends in poor years. This study will give us a much better basis for our 
opinions than we have had heretofore. 

The author of this investigation has made an important contribution to 
the field of corporate studies by giving us a careful statistical analysis of a 
significant segment of the corporate system. Professor Curry probes intensely 
the subject of corporate income administration and contributes a scientific 
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study in contrast to much material on the question which merely assumes the 
right answer or is definitely fallacious. The author has organized the study 
well and the presentation of the data is clear, but tedious in some parts. 

The financial records of 72 well-known corporations in 12 distinct lines of 
‘ industrial activity comprise the raw material for the study. The analysis of 
these companies covers a period of 15 years, 1922-36. The sources of informa- 
tion for the investigation are the reports of the corporations to stockholders. 
While the 72 companies are not a perfect statistical sample of all corporations, 
they would appear to be a satisfactory one for the purpose of showing a phase 
of the financial policy of an important segment of industrial enterprises. The 
companies analyzed are held to be quite representative of each of the 12 
industries. Assets of the 72 corporations aggregate nearly 10 billion dollars. 

The stated goal of the author is to show “how much of the profitable period 
earnings were reinvested as compared with the amounts paid in cash dividends, 
how the withheld earnings were invested, and what eventually happened to 
the investment” (Preface). The author’s chief objective “is to show by specific 
companies the earning and dividend records during the prosperous twenties 
and to demonstrate that a very small proportion of dividends withheld during 
the good years reached the stockholder during poor years” (p. 26). It is not 
the intention of the study to pass upon the merits of reinvesting earnings or to 
decide whether or not it is good or bad for stockholders. i 

Chapter 2 gives an analysis of reinvested earnings and corporate expansion 
of the 72 companies for the period 1922-30. About 40 per cent of the total 
net income for the decade was retained. There is no pattern indicated among 
individual concerns. Only 17 companies retained 50 per cent or more of their 
income while 14 companies retained less than 25 per cent. 

Retaining earnings is a very important method of financing corporate ex- 
pansion. Almost three-fourths of the companies studied financed at least 50 
per cent of their growth by this method, Nearly one-half of the- corporations 
expanded their assets from retained earnings by more than 50 per cent of the 
total assets at the beginning of the study. 

Chapter 3 shows the relationship between reinvested prosperity earnings 
and depression dividends. The conclusion is that “there is no apparent relation 
between earnings reinvested during the twenties and dividends paid during 
the early thirties” (p. 93). Two-thirds of the dividends paid by the 72 com- 
panies in 1931-33 were from current earnings. The other third came from. 
surplus and was about 20 per cent of the earnings retained in the period 1922- 
30. Dividend policies in the depression seemed to be largely predicated upon 
current earnings. Most of the companies having substantial earnings in 1931-33 
increased common dividend payments. Those companies with little or no 
earnings in the depression made drastic reductions in dividend payments. 

What disposition did the 72 corporations make of the retained earnings? 
In general, the reinvested earnings for the period 1922-30 plus new capital 
from securities were invested in plant facilities, retirement of senior securities, 
cash and liquid securities, inventories and receivables. The investment in any 
single item was not large relatively. There was no particular pattern discernible 
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among individual companies. This is true of companies in the same industries. 
It is clear that reinvested earnings were primarily used to increase productive 
facilities, that no fund was set up to draw on when revenues declined. 

Chapter 5 is devoted to asset liquidation and earning deficiencies. It shows 
how specific corporations met their depression losses. Taking the 72 companies 
as an aggregate, the assets liquidated to the greatest extent in the period 
1931-33 were receivables, inventories, cash and plant assets. Current assets 
were liquidated more than plant facilities. Asset liquidation policies varied 
widely among individual concerns. In summary, we may say that net income 
retained in the prosperous period is invested in various assets and that the 
same classes of assets are liquidated in the poor years to provide funds to meet 
the deficiencies. 

While the monograph is to be commended as a piece of research, the 
exposition is only fair. The purpose of the study is stated so often throughout 
the manuscript that it becomes monotonous. A few sentences have words dis- 
arranged, such as “the companies invested the funds 25 per cent or more...” 
(p. 72). On page 6, footnote 14, H. M. Keynes should be J. M. Keynes. In 
Table 5 “thirty-one companies” are mentioned but only 30 are listed. There 
seems to be a discrepancy in the written material on page 37 and the data in 
Table 6. These are minor flaws and do not seriously impair a valuable study. 

l N. GILBERT RIDDLE 

Ohio State University 


Public Control of Business; Public Administration; 
National Defense and War 


The Supreme Court and Judicial Review. By Ropert K. Carr. (New York: 
Farrar and Rinehart. 1942. Pp. xiv, 305. $2.00.) 

The series, Government in Action, to which this volume belongs is an attempt 
to revive a great tradition. It aims to present the American commonwealth 
with sweep and intimacy and to do for our age what de Tocqueville and Bryce 
did for theirs. The grand manner, however, is no longer within the reach of 
the solitary scholar, for vastness of subject and precision of craft forbid. The 
stuff of life can be discovered only by the person who limits his parish. The 
over-all has to be acquired through the hearsay of secondary sources. A general 
treatise is almost certain to be cold and solemn and dully remote. A cocksure 
attitude almost inevitably betrays a lack of mastery over material. The editor’s 
way of escape is to break down “the art of government” into “its institutional 
forms,” to rely upon “special competence” for fact and drama, and to secure 
perspective through “varied outlooks.” A group of observers is to replace the 
great commentator; the entity is to emerge, not as an articulated treatise, but 
from a constant shift in topic and viewpoint. 

By the editor’s norms, Robert Carr has done well his task. His book is 
addressed to the college student, whom the author takes to be a novice in the 
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subject, an intelligent human being, a person curious to know why. Its spirit 
is of inquiry, not the parade of a system or the expounding of a gospel. 
Although Carr’s articles of faith stand out clearly, he is careful to recite the 
arguments which tell against his positions. There is no telling it to the boys, 
no display of an erudite vocabulary. Although the most perplexing issues are 
not avoided, there is no writing down. Even in the discussion of such confusing 
mysteries as due process, the circle of commerce, a political question, the style 
remains simple and clear. The author presents an institution beaten upon by 
the course of events and far from its final form. He keeps to the front the 
volatile element in his material. The reader, even though an undergraduate, 
must make up his own mind. 

The quality of tolerance is the more remarkable in view of the author’s 
intent. He postulates his undergraduate and the home from which he comes. 
His “essay”—the word is his—attempts to establish an enlightened attitude 
toward the work of the Supreme Court and its controls within the national 
economy. It is no easy task, for minds young or old, to take a Constitution 
which is a source of authority and transmute it into a Constitution quite useful 
in providing sanctions for judicial decisions. Or to make clear how a doctrine, 
such as judicial review, freedom of speech, or commerce among the several 
states, responds in its development to changes in economic belief. The author 
insists that his book is not upon the law of the Constitution. Yet his topics 
are the storm centers of judicial attention; and the great battles, in which he 
pits social legislation against laissez-faire, are of a kind with conflicts over 
even minor doctrines. In his account the accent falls as it should upon the 
actor, the Supreme Court; and constitutional Jaw emerges as a secondary 
phenomenon, the utterance of a group of men working within an established 
institution. The ardent, almost crusading, intent is to blast at a rock of ages 
—and the wonder is that it is done with so much poise and tolerance and 
sweet reasonableness. 

Thus stands the book when measured by the editor’s standards. But the 
reviewer has a right to the it-seems-to-me of his own norms. The story of 
due process, as set down in the law journals, is far more dramatic, and its 
mutations far more sharply defined, than would appear from these pages. 
Carr praises Mr. Justice Holmes for his argument in the Lochner case that 
the regulation of hours of labor is constitutional, The more modern view is 
that Holmes passed up a glorious opportunity to insist that the challenge to 
the statute should be dismissed for want of jurisdiction. Nor does the author 
adequately expose the sheer fictions by which the Court has attempted to 
draw the line between national and state control. To qualify commerce by 
such terms as “stream of,” “burden upon,” “come to rest,” “direct and indirect 
effect upon,” is at best to confuse the physical movement of goods with the 
operation of an industry, and at worst to make figures of speech do dialectical 
duty for realities. A criterion which goes back through Marshall to the Ran- 
dolph Resolution is more in point. It holds that the Congress has power over 
those matters which lie “beyond the competence of the several states” and 
thus invites the justices formally to recognize what as men they already 
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know—that there is such a thing as “the national economy.” He fails to reveal 
how procedural devices are used as ways into court—or to keep substantive 
questions from ever being raised. And to his detail here and there one notes 
an exception. In respect to Dr, Bonham’s case, he overlooks Samuel Thorne’s 
penetrating study; he refers to the Encyclopedia of Social Sciences, not by 
title of article, but by volume and page; he calls Mr. Chief Justice Fuller “a 
brilliant practicing lawyer”—-a fact concealed from public and students all 
these years. 

But my most serious quarrel is with the conception of the college student 
toward whose enlightment the book is fashioned. Carr seems to regard him 
as interested in an old battle, not in a current trend, A little while ago the 
author would have been regarded as radical; today I know no Wall Street 
lawyer under forty-five who would take serious issue with any of his theses. 
A decade ago, the denial that judicial review was a reference to the higher law 
was a fighting faith. And an insistence, with a trio of opinions as evidence, 
that judgments were human and finite and fallible—oh, so fallible!—was at 
any time good for an uproarious class-hour. But in due time the iconoclasm of 
the law school ripened into a demand for court reform. Although the battle 
was lost, the bench hastened to amend its ways. Now a return to the old 
attack calls from law students only a “So what?”—and the institution called 
judicial review takes on a new identity. As long as there is a high bench whose 
task is error and appeal, it will contrive techniques for asserting its authority. 
No change in personnel, no self-denying ordinance, is proof against the urge 
of those in command of an establishment to enlarge their dominion. The new 
court, like the old, is busily aware of its office in the national economy. As old 
issues are forgotten new ones intrude and dialectic, like clothes, responds to 
changes in fashion. For divisions did not cease when the Four Horsemen— 
technically Van Devanter, McReynolds, Sutherland, and Butler, JJ.—left 
the bench. Nor did foxiness depart with the passing of “the Old Fox”—known 
to the Reports as Hughes, C. J. The tricks of the trade, recently displayed in 
the opinions, mark the current bench as worthy successors to adroit craftsmen. 
And I wonder if even college students do not deserve to know something of 
what the most powerful of lawmaking bodies is now up to. 


WALTON HAMILTON 
The Yale Law School 


Patents and Antitrust Law. By LAWRENCE I. Woop. (Chicago: Commerce 
Clearing House. 1942. Pp. xiv, 218. $3.50.) 

The relationships of the patent system to the operation of our industrial 
machine and to our basic national economic policies have been sharply limned 
by events of recent years, beginning with the hearings before the Temporary 
National Economic Committee, the many indictments brought by the De- 
partment of Justice against patent-holders under the antitrust laws, and cul- 
minating in the recent hearings before the Senate Patents Committee. While 
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the “patent problem” is not a by-product of the current crisis, the impact of 
war and the economic pressures generated by sudden mobilization of our full 
productive potential have served to crystallize many of the moot issues cen- 
tering on the scope of the privileges (not rights) conferred by the issuance of 
a patent. 

It is as a frame of reference for present and future discussion that Patents 
and Antitrust Law has outstanding value, The worth of this serious and 
scholarly effort to introduce better order to the confusion and ambiguity 
surrounding “the patent question” has been recognized by its receipt of the 
First Award of the Linthicum Foundation Competition for 1941, 

Before taking up the specific contentions which follow from the thesis of 
the work, certain impressive features of Mr. Wood’s study should be recorded. 
First, the patient probing and dispassionate objectivity which are manifest 
throughout the book are unusual qualities in dissertations dealing with patents. 
Secondly, the sumptuous documentation, the range of the author’s perspective, 
and his high regard for accuracy give the construction of the analysis a 
mathematical nicety and precision. Finally, while the style is necessarily exact 
and legalistic, it retains a terse spontaneity contributing much to the general ` 
utility of any such study. 

In summary form, the author’s discussion begins with a résumé of the 
historical background of the patent system, and of the initial incidence of the 
antitrust laws on patent disputes. The “dilemma” between the purposes and 
interpretation of antitrust legislation and the “rights,” which a patentee 
acquires with the patent, to “monopolize” is stated and dissected with skill, 
and a distinction is made between those problems “revolving about restric- 
tions imposed by the individual patentee, and those which arise from the use 
of patents by corporate combines” (p. 35). The ruling and at least the prin- 
cipal cases which have occurred in each sector of conflict in the area of 
doubt are briefed succinctly, together with extensive supporting or relevant 
citations. Restrictions on prices of patented products and on the user of 
patented processes or devices are treated at length, and the various practices 
which have in one way or another collided with the antitrust laws are compre- 
hensively catalogued. 

The fundamental and truly gigantic problems created by patent pooling 
are charted seriatim. The convergence and intersection between patent con- 
solidations and antitrust policy are examined in detail, and we are provided 
with a coherent digest of all major cases of this category which have come 
before the courts or legislative committees of inquiry in recent years. In itself, 
this summation of the many notable instances of patent pools which have 
been considered by the T.N.E.C., or which have come within the ambit of a 
rejuvenated policy of enforcement of the antitrust laws performs a real serv- 
ice. The author’s execution of this task renders his book a “must” addition to 
the reference library of economists and attorneys working in this field. 

With so much of good that can be said about his work, it is surprising and 
regrettable that, in the reviewer’s opinion, the author fails in what must be 
regarded as the real test of a significant contribution to the development of 
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public policy, namely, a forthright effort to resolve, or at least outline » 
acceptable solutions to the riddle he has propounded. Having obtained wl 
might be termed an “elegant” equation among the variables of theory e 
fact, little effort is made to go forward boldly to the results logically impel 
by the author’s own calculus. If the analogy may be extended, the probler 
differentiated, but not integrated, and the halting, rather diffident suggest 
that “the resolution [of the dilemma] must remain a function of the judic 
process” is hardly acceptable after such mordant exposition of the abuses 
which the patent franchise is subject at the present time. The judicial proce 
per se, cannot and should not be called upon to enunciate principles of ba 
economic importance, and certainly the courts cannot be expected to prov 
either the impetus toward or the broad expression of the “transvaluation” 
patents necessary to the elimination of the malpractices flourishing so p 
fusely in our industrial system. 

A statement made recently to the effect that “Production is the key 
victory, and patents are the key to production” emphasizes the critical aspects 
the patent question. Because of the concentrated controls which inhere 
- patents over industries having vital strategic value in war, and hardly 1 
moment in peace, and our loss of the industrial initiative, resulting direc 
from patent restrictions, the use of patents to divide markets geographica: 
to divide the universe of technology functionally, and artificially to cre 
scarcity by inhibiting expansion of capacity is stripped of all claim to prot 
tion. Moreover, it is clear that the remedy lies in the realm and in the power 
legislation. In so far as the antitrust laws are concerned, they require expli 
formal extension, so as to prohibit in a positive manner the types and degr 
of misuse revealed, for example, in the hearings before the Senate Pate 
Committee. As for the patents themselves, it must be made entirely clear t] 
they impose on the patentee the same responsibilities of public trust, as v 
as the immunities, implicit in any form of “property,” or, rather, public fr: 
chise. 

_In fairness to Mr. Wood, it should be stated that some of the cases, st 
as the Hartford Empire (glass container) case had not progressed to the po 
of decision at the time his book was published so that he could not ben 
from the sweeping opinion handed down by the District Court. Had he be 
in a position to do so, it is conceivable that his treatment of several of 
other similar instances would have been different. 

The points of difference raised do not impair the stature of this study. I 
not too much to say that, as our knowledge of the factors, forces, and iss 
involved in the patent problem increases, it becomes correspondingly m 
evident that, both nationally and internationally, the economic character o 
post-war world will be markedly affected by the rationale of our patent poli 
To the requisite understanding of the complexities and difficulties which 1 
be encountered, Patents and Antitrust Law furnishes an exceptionally 1 use 
introduction, but i in no sense the definitive term. 

CHARLES A. WELSE 

Washington, D.C. 
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Patenis and Industrial Progress. By Grorce E. Fork. (New York: Harper. 
1942. Pp. xili, 393. $3.00.) 


This is a piece of propaganda literature for the maintenance of the present 
patent system and against the “revolutionary recommendations” (p. 59) 
adopted by the Temporary National Economic Committee. The title had led 
me to expect a much-needed study of the economic significance of the patent 
system. What I found instead was nothing but an attempt to refute or dis- 
parage every anti-patent enunciation that is contained in the record of the 
T.N.E.C., and to reproduce, almost in full, all pro-patent testimony given in 
the committee’s hearings. About two-thirds of the book consists of quotations. 

The allocation of space to topics is the following: 56 pages on “The Case 
Presented by the Department of Justice” (automobiles, glass containers, 
fiber-glass, and beryllium); 30 pages against Professor Walton Hamilton and 
his Patents and Free Enterprise (T.N.E.C. monog. no. 31); 146 pages on 
(and, especially, from) “The Case Presented by the Department of Commerce” 
(Commissioner of Patents and many witnesses eulogizing the grand things 
patents have done for mankind); 22 pages against “Compulsory Licensing”; 
48 pages on other “T.N.E.C, Recommendations”; 31 pages, as an appendix, 
on “Patents and the Antitrust Laws.” This Appendix, containing excerpts 
from Supreme Court decisions, may constitute to some readers a useful job 
of compilation. 

But what value, other than propaganda, can there be in the reproduction 
of testimony of well-meaning engineers, interested business men, and sea- 
soned patent lawyers expounding their naive economic theories about the 
social benefits of the patent system? Does the author really believe that it 
proves anything about the problem of patents and unemployment, or patents 
and the standard of living, if he reprints what others think about it? even if 
the cited expounders of economic theory are great experts in their fields, such 
as radio engineering, carburetor production, chemical research, patent law 
administration, etc.? 

I do not criticize the book and its methods of “analysis” because it de- 
fends the patent system. In this attitude the author may or may not be right. 
I have the same respect for an advocate or an opponent of a policy if only 
the analysis which he presents is well-reasoned, keen, scholarly. What I am 
opposed to is propaganda in the disguise of analysis. The book perhaps con- 
tains legal arguments, but it contains no economic analysis. And I am nau- 
seated by the pitched tone of conviction in a lawyer’s plea in the face of 
awkward evidence; such as the plea for the glass-container industry, of which 
the author says that “other machines and processes are open to those having 
sufficient capital and the ‘know-how’ to enter this highly competitive business” 
(p. 60; italics are mine). 

The polite words on page 77 which the author directs to Professor Walton 
Hamilton might much better be applied to himself: “His effort to prove a 
preconceived view has so warped his presentation as to make it of little, if 
any, help in a study of the patent system.” 

Fritz MAcCHLUP 

University of Buffalo 
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Industrial Organization; Price and Production Policies; Business Methods 


Commodore Vanderbilt: An Epic of the Steam Age. By WHEATON J. LANE. 
(New York: Knopf. 1942. Pp. xiv, 357. $3.75.) 


The well-known principles of free private enterprise under which our eco- 
nomic system presumably operates accord a key position to the entrepreneur 
or business man. As the organizer and supervisor of factors of production he 
presumably satisfies the consumers’ wants in the most efficient way and at the 
same time rewards himself with a moderate amount of profits. Accordingly, 
one should expect to find business men of the past and present popular objects 
of study from this point of view. Such studies supposedly should be seeking 
answers to the question whether the quest of specific business men for profits 
has resulted in benefit or harm to the community. Particular attention might 
be paid to the extent to which the profits, if any, were due to the abilities of the 
entrepreneur and to what extent they were a result of the institutional structure 
of the community. l 

Needless to say, very few biographical studies of business men have given 
us answers to these questions. Perhaps this is because many biographers are 
not well trained for such a job or because they feel that there is insufficient 
public interest in such prosaic matters. Perhaps a more important reason is 
the fact that the study and measurement of causal factors is a very difficult 
task for the social sciences. In my opinion, this study of Dr. Lane’s is a long 
step in the direction suggested above. He has managed with remarkable 
success to steer a middle path between the uncritical, hero-worship type of 
biography and the savagely debunking study which has appeared so often in 
the past. The publishers justly emphasize the chief characteristic of the book, 
viz., the placing of Vanderbilt’s money-making activities against the economic 
background of his time. We learn of the place Vanderbilt’s ferry enterprise at 
Staten Island had as a part of the New York-Philadelphia-Washington route. 
His steamboats in New York harbor, on the Sound, and on the Hudson are 
placed against a setting of economic problems of the area. His interesting 
Nicaraguan episode becomes a part of the conflict between the United States 
and Great Britain over the important route to the California gold fields. 
Vanderbilt’s brief venture into the Atlantic run between Europe and New 
York is tied to the activities of others and to the much-debated subsidy 
question. 

The book is at its best in the treatment of Vanderbilt’s active interest in 
railroads at a late stage in his life. The author draws skillfully a picture of 
the position of the Harlem Railroad on the New York-Albany route and how 
Vanderbilt, apparently this time lacking in farsightedness, was constantly 
forced to expand his railroad activities because of the competition of other 
lines. In this way he became interested in the Hudson River Railroad because 
of its better route to Albany and, as a result of a disagreement over the 
transfer of passengers and freight, he reached for the Central itself. Later, 
the Erie claimed his attention as an obstreperous competitor and the oft-told 
“Battle of Erie” is here related to the financial mores of the times. Finally, 
the midwestern connections of the Vanderbilt lines to Chicago were acquired 
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as the importance of a transcontinental rail route was realized. 

In evaluating Vanderbilt as an entrepreneur, a few interesting sidelights 
come to light in this study: Vanderbilt’s dislike for cutthroat competition and 
his successful opposition to it seem to have commenced early in his career 
as a ferry captain, and his original methods were merely transferred to other 
enterprises. But he opposed monopoly, too—if it was directed against him! 
Vanderbilt’s relations with the stockholders of his corporations are an inter- 
esting contrast to certain incidents of the present day. With the exception of 
his Nicaraguan experience, the stockholders usually gained or lost with their 
chief because of the fact that the Commodore himself was customarily a 
large stockholder. 

There is little doubt that the Commodore’s methods were often socially 
questionable, particularly when he was tempted to take the law into his 
own hands to punish those who had hurt him. Lane’s background material 
implies also that much of the Vanderbilt profits was undoubtedly due to 
the general development of the nation. The rapid growth of New York City, 
the need for better communication with Philadelphia and Washington to the 
south and Boston on the north, the settlement of the West and the conse- 
quently increasing volume of trade with the Atlantic Coast all made for 
extraordinary profits. Last, and not least, were the legal and financial institu- 
tions (the stock exchange!) which enabled Vanderbilt to make his money 
almost undisturbed, except by the invasion of men of similar nature. Yet he 
was undoubtedly a different type of entrepreneur in contrast to such char- 
acters as Drew and Fisk who were essentially parasitical manipulators. Vander- 
bilt at least usually took good care of the geese that laid the golden eggs for 
him: his ships and railroads were well maintained and the public seems to 
have been well served. Above all, he possessed the ability to perceive a public 
need and satisfy it quicker and better than most of his contemporaries. Whether 
the price exacted by him was an excessive one for the community to pay is a 
question very difficult to answer, for it would require among other things 
the reproduction of hypothetical competitive conditions and a comparison 
of the “cost” under other systems of economic organization. The following 
quotation ‘from Lane will serve to show how he disposed of a matter that 
reaches to the very heart of our capitalistic system: “It is no apology for 
the Commodore to say, however, that his constructive qualities far outweighed 
the abuses common to his period, Let us repeat, a railroad empire had been 
created. ... It is true, of course, that the Commodore was not an ‘empire 
builder’ in the sense that such a man as James J. Hill was... . Yet the Com- 
modore was a master of transportation, not a genius for that denotes bril- 
liance, but an imperious dictator with energy and hard business sense. The 
boldness of his financial operations, his coolness in time of crisis, his fabulous 
stock watering, the grandiose terminal, the breadth of mind which could 
order a four-track system at a time when practical railroad men scoffed at the 
scheme as an extravagant luxury, all these bear witness to the dominant 
traits of his character” (p. 302). 

WILLIAM C. KESSLER 

Colgate University 
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Transportation; Communication; Public Utilities 


The Economics of Public Utility Regulation. By Inston R. Barnes. (New 
York: Crofts. 1942. Pp. xxiv, 952. $5.00.) 


Professor Barnes apparently believes in the strenuous life, both for him- 
self and others, whether they be teachers or students. His Cases on Public 
Utility Regulation, published in 1938, was a work of 984 pages; and his 
Economics of Public Utility Regulation has 952 pages of small print, and 
would have had many more had not his publishers proved obdurate. The 
author believes that the economics of public utility regulation can best be 
_ taught to college students on the basis of discussions and reports, and that 
the case method offers the most promise of developing significant class dis- 
cussions. Doubtless that is why the case book was completed first. In the book 
now under review the author seeks to meet the needs of those teachers who 
prefer the conventional methods of instruction. 

The conventional approach is extended to the selection of topics. These 
include the following: the public utility concept; history; economic char- 
acteristics; corporate structure; state and federal responsibilities; instruments 
of regulation; franchises; accounting; rates; valuation; rate of return; ex- 
penses; holding companies; securities; service; Federal Power Commission; 
public relations; and public ownership. 

The undertaking is a praiseworthy one. The book is meaty; usually well 
written, though not always clear, even to a specialist; and well documented. 
It has a table of cases (twenty-four pages of fine print), and a selected bibliog- 
raphy. The job of proofreading was carefully done; the number of errors is 
so few that it would be ungracious to list them. 

The author’s point of view is liberal and his judgment is good. He favors 
public power projects of the multiple-purpose type; prudent investment as a 
measure of the rate base; the use of depreciation accounting; the employment 
of a fair return on the average (during a business cycle) and the use of an 
earnings-equalization reserve to promote the regularity of dividends; and 
indeterminate permits. He believes that public utilities should not, as a rule, 
be allowed to engage in non-utility business; that in the regulation of operat- 
ing expenses the burden of proof should be on the public utility, and not on 
the regulatory commission; that upstream loans to holding companies should 
be prohibited; that holding companies should forego the use of bonds; that 
the preferred and common stock of holding companies and operating com- 
panies should possess voting power proportional to their investment; that the 
fair rate of return should be related to the capital structure of the utility; that 
regulation should not seek the establishment of those prices that would prevail 
under competitive conditions; and that in publicly owned plants the taxpayers 
should not be subsidized by the consumers. He regards the public utility com- 
missions as representatives of the public interest, but of the whole public 
interest, and not merely that of the consumers. Their function is not to drive 
prices down for the short-term benefit of consumers, but to permit the utilities 
to realize earnings that will be sufficient to cover the costs of the service, and 
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that will at the same time protect the consumers against unreasonable rates. 
He criticizes the commissions for their tendency to relax into a judicial atti- 
tude and for not showing the independence and initiative we have a right to 
expect from a body of public servants trained by experience in the highly 
specialized task of regulation. 

The book contains a number of good summaries or statements of various 
matters, including the following: legal and economic theories as to the basis 
of public interest (p. 13); list (citing cases) of businesses that have been 
held to be public utilities (p. 20); advantages and disadvantages of holding 
companies (p. 140); weakness of renewal and retirement methods of ac- 
counting for depreciation (p. 272); factors employed as tests of reasonable- 
ness (p. 290); temporary rates (p. 299); defects of the peak-responsibility 
method of allocating demand costs (p. 328); objective rates (p. 351); an 
equitable rule for accrued depreciation (p. 492); determinants of the appro- 
priate rate of return (p. 525); proper treatment of donations, charitable and 
political contributions, advertising and promotional expenses in the regulation 
of operating expenses (p. 623); standards to which all securities of public 
utilities should conform (p. 694); competitive bidding for securities (p. 733); 
public relations and propaganda (p. 782), Especially praiseworthy is the very 
effective indictment of present-fair-value theory and the formulation of a 
sound prudent-investment program. 

The principal fault to be found with the book is its length—952 pages of 
small print (roughly 435,000 words). The treatment of valuation is out of all 
proportion to its importance. One-quarter of the chapters and nearly one- 
quarter of the pages are devoted to this topic. The author has likewise over- 
extended himself on the subject of holding companies. He devotes two chap- 
ters and 142 pages to this subject, and yet almost completely ignores combina- 
tions that take the form of a consolidation or merger. The text is not always 
well organized, probably due to the fact that it had to be greatly reduced in 
size on the insistence of the publisher; and it is not always within the under- 
standing of undergraduate students, 

An author has the right, it would seem, to have his book appraised on the 
basis of the purpose it was designed to serve. In the present instance, how- 
ever, this would not be to the author’s advantage. The book was designed as a 
textbook, but it is too long to be altogether satisfactory for this purpose. Ap- 
praised, however, from the standpoint of a serious study for those who have 
ample time for detailed analysis, the work ranks high. 

ELIOT JONES 

Stanford University 


American Highway Policy. By CHARLES L. Drearinc. (Washington: Brookings 
Inst. 1941. Pp. xi, 286. $3.00.) 
This study was undertaken as a result of inquiries from the Commissioner 
of Public Roads of the United States Public Roads Administration. It relates 
to the highly controversial economic and governmental issues involved in the 
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annual collection and expenditure of the 2 billion dollars which has been 
devoted to the improvement and maintenance of our 3 million miles of road 
plant. The purpose is “to formulate the principles which should govern the 
location of responsibility, the exercise of authority, and the distribution of 
the financial burden with respect to public roads.” 

A wide range of factual and historical material is covered in brief compass. 
The first chapter is devoted to the evolution of highway policy in England, 
France and Germany. The author finds that the road function has been re- 
garded traditionally as an essential activity of government and that the failure 
of the turnpike or toll system of road administration has made direct partici- 
pation necessary. Roads have been classified according to the prime functions 
of each type and the responsibility for the three classes (namely, general 
purpose roads, community service roads, and local or land access facilities) 
has been assigned to that level of government having the greatest degree of 
interest in each. Funds for the support of the road system have been raised 
largely by ordinary taxation, thus distributing the burden not on the basis 
of direct benefits from road use but according to the collective benefits of 
society. There is a striking parallel between the policies of these countries 
and the author’s recommendations with respect to the management of Ameri- 
can roads. 

In setting forth the facts relating to American highway policy, separate 
chapters are devoted to the evolution of highway policy to 1916, a description 
of present highway management by state and local governments and the 
participation of the federal government in road provision, and an analysis of 
the system of highway revenues. Statistical materials from the highway 
planning surveys have been used freely. Wide dissimilarities in administration 
and financing among the states are noted, the most significant fact being that 
those states which have attained the greatest degree of centralization of 
authority over roads rely most heavily upon user taxes for their support. 
Considerable attention is given to the complications in federal road policy 
arising from the recovery and relief objectives of the last decade. 

The analytical sections of the study comprise chapters on the purposes and 
beneficiaries of modern road facilities, the proper distribution of managerial 
authority and financial burden, the general transportation problem, and a 
summary of conclusions and recommendations. The appendixes contain a 
lengthy historical review of the good roads movement and some more sta- 
tistical tables. 

Two broad generalizations are reached on the basis of the analysis. The 
first is that the supplying of roads has always been regarded as one of the 
essential services of government because efficiency of government is dependent 
upon mobility, and economic and community life require access to land and 
other property. The second is that the modern road plant is a multi-purpose 
facility and the services produced by it are distributed unevenly throughout 
society. Four major purposes of roads are identified: land access, facilitation 
of community life, intercommunity mobility, and the expedition of such 
governmental functions as rural mail delivery, national defense, and education. 
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Sound highway policy is held to depend upon the recognition of these 
functions and a scientific classification of roads based on predominant purpose. 
Such a classification would yield three types: a system of highly improved 
roads whose chief but not exclusive function is to furnish optimum inter- 
community mobility; local roads whose prime function is to permit access 
to main highways and to facilitate purely community travel; and local roads 
whose predominant purpose is to furnish access to land. Jurisdiction over the 
main highway system would be lodged exclusively with state agencies and 
the inclusion of roads and their improvement would be determined solely by 
criteria relating to intercommunity mobility. Since motor vehicle users are 
the chief beneficiaries of these main roads, the financial burden would be 
placed upon them. Local roads, both community service and land access, 
would be administered by local units of government and supported by general 
taxation. Standards of maintenance and improvement would be determined 
by local needs and the availability of funds. The county is regarded as the 
smallest effective administrative unit for road management since the town- 
ship is unable to employ competent professional personnel and proper equip- 
ment. The author deplores the recent tendency toward centralization of 
authority through the absorption of local roads by the state systems and their 
support from revenues derived from motor vehicle owners. He denies that 
motor vehicle users are the sole beneficiaries of road services and that actual 
road use measures the benefits fairly well. 

Special attention is given to the problem of distributing the financial burden 
of the general purpose system among beneficiaries. No attempt is made to 
ascertain the nature or amount of highway costs. The financial burden appears 
to be identified with annual financial requirements and as such is to be borne 
largely by motor vehicle users. Three levies are proposed. The conventional 
gasoline tax is regarded as a satisfactory measure of highway occupancy. A 
flat license fee, unrelated to actual road use, would be levied to pay for the 
fixed capital costs of road plant. The third would be a system of graduated 
levies upon those vehicles which require additions to road facilities or impair 
standards of road use because of peculiar operating or physical characteristics. 
Another source of support, presumably a minor one, would be payments by the 
federal government to the states to encourage the standards of development 
required for the proper performance of federal functions, including road use 
for defense purposes. In considering the highly controversial issue of diversion 
of user revenues to other than highway purposes, the author notes with 
approval the growing tendency to prohibit the practice by state constitutional 
amendment. 

The proposals of the author have the advantage of administrative simplicity. 
Each class of roads would be administered by a unit of government qualified 
to deal with it and the sources of revenue to support each would be segregated. 
Some financial adjustments would be made between the federal and state 
governments and also between the state and local governments, the latter to 
induce communities to maintain adequate standards of road improvement to 
facilitate such government functions as education. But they would be kept 


914 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


to a minimum. 

There is unlikely to be general acceptance, however, of his thesis that a 
large share of financial responsibility should rest upon the general taxpayer. 
The author does not tell us how the financial burden will be divided between 
users and the general taxpayer and indeed he cannot until the road system 
has been scientifically classified. But if the classification yields a system of 
local roads approximating the present legally defined system of about 82 
per cent of the total mileage, it is apparent that very substantial contributions 
will be made by general taxpayers, despite the unimproved character of much 
of this mileage. Since nearly all of the nonfederal expenditures on primary 
systems and almost one-half of those on secondary and tertiary roads were 
derived from state-collected user imposts in 1935-36 (p. 107), a reversal 
of a trend in local road financing would seem to be involved. It can not be 
denied that transport facilities, be they railways, waterways, or highways, 
perform community service, land access, and other socially desirable functions, 
but it is also significant that these general benefits are realized largely through 
actual use of the facilities. Taxes upon motor vehicle users have come to be 
regarded as peculiarly appropriate as means of payment for road services. 
It is questionable public policy to shift to the already hard-pressed general 
taxpayer a large share of road expense. And the general property tax is by 
no means an ideal tax. This is not saying, of course, that the cost of maintain- 
ing and improving rural mileage upon which the density of traffic is low and 
which is used almost entirely by local traffic should not continue to be 
covered in part by property assessments and general taxation. 

The author rejects the commercial or “public utility” theory of highway 
finance. Some of his criticisms are well taken. It is true, for example, that 
requiring users to pay the full cost of building highways will not provide 
an automatic device for the proper allocation of productive power between 
highway and other uses. But if one discards the commercial concept it is 
difficult to understand how one can pass judgment on the question of whether 
or not motor vehicle users are paying their way. To avoid being subsidized 
the annual revenues from motor vehicle users must cover the annual economic 
costs. This test would be applicable to the state highway systems which the 
author proposes to support by user imposts. It would seem proper to include 
in annual economic costs at least the expenses of operation and maintenance, 
depreciation of the plant, and interest on the net investment. To use annual 
expenditures on the highway system, which the author implies in taking the 
position that economic costs cannot be determined (p. 101), and in his com- 
ments on valuation and historical costs (pp. 170-71), is to use a figure which 
may or may not be equivalent to the true cost. So long as highways are 
expanding, it is clear that the annual expenditures include large sums invested 
in additions and betterments. These items are not chargeable as costs in the 
current period and must be capitalized. Capital costs are the annual deprecia- 
tion of the plant and interest on the unamortized capital Investment. Any 
calculation which neglects to consider these elements and to estimate their 
amount can afford no basis for determining the annual revenues properly 
collectible from highway users. 
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The author recognizes the importance of the subsidy issue when he devotes 
a chapter to the consideration of the general transportation problem. On 
the question of taxes, he finds that the states have not suffered a net loss in 
taxes on account of the use of land for road purposes because title is retained 
by the original owners in some cases and the states tax the increased land 
values occasioned by road improvements. Since property owners pay the 
taxes, however, he concludes that motor vehicle users escape this burden and 
do enjoy some competitive advantage. On the issue of capital costs, he takes 
the view that highway users enjoy an advantage over railways only in so far 
as the states are able to borrow capital more cheaply than railroad companies. 
He states (p. 194): “No items or types of capital cost are escaped simply 
by virtue of the state management of highways. Under any circumstances 
amortization and interest charges and maintenance and operating costs must 
be met.” If amortization of debt is meant here and maintenance and operating 
costs include replacements equal to annual depreciation, there is clearly an. 
overcharge. To include explicit interest only is to fail to recognize the op- 
portunity cost of capital which might otherwise be used in alternative 
employments, all of which suggests the need for defining and ascertaining 
. the cost elements involved in highway provision. Until it is known whether 
or not user revenues are sufficient to cover legitimate costs, it is fruitless to 
consider ways of equalizing the competitive opportunities of highways and 
railways with respect to particular items of cost. 

Attention is called to the advantage enjoyed by that part of highway traffic 
which competes directly with railroads in sharing the burden of highway 
costs with essentially noncompetitive traffic. This economy of joint use is 
held to explain in considerable measure the competitive advantage enjoyed 
by commercial road users. To sacrifice these economies by an equalization 
of rates or by placing the full cost of highways upon competitive traffic would, 
as the author points out, be unwise policy, It is enough if the various highway 
users are allocated their appropriate share of highway costs. 

The book is a very scholarly presentation of the general or common benefit 
theory of road policy. While the proposals made are worthy of serious con- 
sideration, the study has not settled the numerous and difficult questions 
involved. The debate respecting proper highway policy will probably continue 
for some time to come. 


MARTIN L. LINDAHL 
Dartmouth College 


Commercial Air Transportation. By Joun H. FREDERICK. (Chicago: Richard 
D. Irwin. 1942. Pp. xii, 493. $4.00.) 


Professor Frederick’s book is the fourth to appear in the past two years 
on the increasingly important subject of air transportation.t The purpose of 
the book, as stated by the author, is to bring together and analyze material 


*For reviews of the three preceding works, see Am. Econ. Rev., Vol. XXXII (June, 
1942}, pp. 400-02. 
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from many scattered sources, to overcome a lack which has been felt both in 
the industry and in universities. 

The scope of the book is wide, covering the historical development of air 
transportation in the United States, the growth and extent of federal regulation, 
the problems and services of the airlines, and an evaluation of certain govern- 
ment and airline policies, Because of its scope the book will doubtless find a 
useful place as a textbook for a first course in commercial aviation in colleges. 
It should also prove valuable to the layman desiring a general knowledge of 
_air transportation. While Professor Frederick has succeeded in bringing ma- 

terial together from other sources, he has, in this reviewer’s opinion, at various 
points failed to provide a penetrating analysis and evaluation to supplement 
the factual material. 

Persons who are familiar with air transportation and its literature will be 

inclined to the opinion that the author went pretty far in wholesale adaptation. 
„Cases in point, among others, are chapters III and IV on “Airport Develop- 
“ment” and “Airport Adequacy,” which are taken from the Airport Survey 
of the Civil Aeronautics Authority; chapters VIII, “Economic Regulation,” 
X, on “Safety Regulation,” and XI, on “International Regulation of Air 
Transportation,” which are taken from the First Annual Report of the Civil 
Aeronautics Authority. As a result of drawing rather heavily on various 
written materials, the book is spotty. At some points there are inconsistencies 
which should have been ironed out before going to press. In addition, the 
statistical material is not uniform. The latest figures presented in some cases 
are a year or two earlier than those presented in works published several 
months before Professor Frederick’s book. Perhaps it is unwise to speculate 
on the reason for this, but one explanation may be that, since almost all of 
the charts were reproduced from a booklet by the Air Transport Association, 
the author did not think it worth the trouble to make new charts to add the 
most recent figures. 

In Part I the historical development of commercial air transportation is 
reviewed. Apart from one or two minor errors of fact (such as stating that 
the Air Commerce act of 1926 promised subsidies through air mail pay when 
the act had nothing to do with air mail pay), the section is a good brief 
summary. Chapter V, in which the various airlines are discussed, is superficial, 
reading much as if written by the publicity agents for the individual com- 
panies, Chapter VI, dealing with feeder lines, is well done and some real 
analysis is presented. 

Part II deals with federal regulation. The chapter covering the various 
acts is not adequate, The Air Mail act of 1925 and its amendments, including 
the very important Watres act, are not even mentioned. Chapter VIII on 
“Economic Regulation” suffers from too heavy reliance on the First Annual 
Report of the Civil Aeronautics Authority. An analysis of the actual workings 
of the C.A.A. in its first year would hardly show such definite results as the 
annual report indicated. In the chapter dealing with the granting of certificates 
of convenience and necessity, there is a greater attempt at analysis than in 
most of the chapters. Here again it appears, however, that the author has relied 
too heavily on the surface of the printed pages of decisions and has not read 
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between the lines or tried to analyze the behind-the-scenes reasoning of the 
C.A.A. and Civil Aeronautics Board. 

Part II, constituting about one-half of the book, is entitled “Problems and 
Services of Commercial Air Transportation.” After leading off with a chapter 
on the economics of the industry, the author has descriptive chapters on airline 
equipment, operation, and financing, and an exceedingly interesting chapter 
on selling air travel. Unfortunately, the chapter on economics is very spotty. 
Several statements are easily subject to misinterpretation. For example, a 
breakdown of airline expenses is given showing a cost of 47 cents a mile, and 


the statement is made that this is indicative of the prevailing situation. It ` 


would have been much better to have given the range of costs; for 47 cents a. 
mile is at the low end of the scale with several carriers running 60, 70, or 75 
cents a mile. Likewise, with reference to joint costs, it is stated that a 
considerable portion of costs can be separated between mail and passenger 
and that “About a third of the direct aircraft operating expenses is incurred 
by planes assigned to exclusive mail or exclusive passenger service.” This 
statement, taken from another source, is made in the present tense although 
the source of the statement indicated that such a figure applied to an earlier 
period and that, for a number of years, there have been no planes assigned- 
to exclusive passenger service. 

The present air transport system is largely the development of the system 
set up under the Air Mail act of 1934. For four years thereafter the Interstate 
Commerce Commission was the rate-making body. It set up several scales of 
rates and issued thirty-five decisions. For some years after the Civil Aero- 
nautics act was passed, the Civil Aeronautics Authority (later Board) hewed 
close to the methods and procedures of the I.C.C. The reviewer is unable to 
explain why this important period is treated so sketchily in Professor 
Frederick’s book. Only two pages are given to the I.C.C. period and the 
impression i is left that only one decision was handed down. 

It is a pleasure to find the final two chapters on “Air Express” and “Air 
Cargo” entirely original and containing keen analysis. Professor Frederick 
finds that the contract of the Railway Express Co. with the airlines for the 
carriage of air express is restrictive to air transportation. In the final chapter 
it is concluded that the present airlines are the logical carriers of air cargo 
in preference to separate companies. In both chapters the conclusions are 
supported by clear-cut reasoning. 

While this book should prove helpful to those desiring a treatment of al- 
most every phase of commercial air transportation within the covers of a 
single book, it is unfortunate that it is not more uniform in its degree of 
originality and economic analysis. | 
F. A. SPENCER 
Washington, D.C. 


Bonanza Railroads. By GiLseert H. Kwetss. (Stanford University, Calif.: 
Stanford Univ. Press. 1941. Pp. xvi, 148. $3.00.) 

Few of the western mining camps grew up along traveled ways; most of 

the great strikes were made in areas previously uninhabited and remote from 
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established transportation lines. In the early years of the camps the ore and 
concentrates were hauled slowly and expensively down steep mountainsides 
and across virtually waterless deserts. A cheaper form of transportation was 
essential for the bulky ore, and mining men soon turned to the use of rail- 
roads. By 1855, when the railroad network of the Middle West was hardly 
begun, the Sacramento Valley Railroad was operating eastward out of Sacra- 
mento into the mining country. The first transcontinental line had just been 
completed when the San Francisco bankers Sharon and Mills built the Virginia 
and Truckee from Carson City up the steep slopes of Sun Mountain into Vir- 
ginia City, and northward from Carson to a connection with the Central 
Pacific at Reno. By 1875 the Eureka and Palisade (later the Eureka Nevada) 
had been built across the desert to Eureka, center of a rich new silver and lead 
district. In 1880 the Nevada Central was completed ninety miles down the 
Reese River valley to Austin. During the early eighties, almost before San Fran- 
cisco and Los Angeles were connected by rail, the Carson and Colorado, a sub- 
sidiary of the Virginia and Truckee, had been built three hundred miles across 
the uninhabited deserts of western Nevada and over the White Mountains to 
reach the Cerro Gordo mines near Owens Lake in southern California. 

In early years the lines were extremely profitable; for example, the Eureka | 
and Palisade recovered its investment out of profits within a year of operation. 
But the mines soon began to. decline, as the better grade ore was exhausted. 
Not only did the roads lose most of their ore traffic, but much of the other 
traffic also as the towns declined in population. Eventually came motor trans- 
portation to take much of the little traffic that remained. But the roads 
carried on. The Sacramento Valley, developing new traffic in lumber and fruit 
to replace the old, remains as a relatively important Southern Pacific branch. 
The Eureka and Palisade and the Nevada Central, unable to keep their worn 
old locomotives on the battered, rickety tracks, were forced to abandon their. 
lines in 1938, The Virginia and Truckee still operates between Minden, Carson 
City, and Reno, but its schedule of a mixed train each way three times 
a week is far different from that of fifty-two trains daily of bonanza days. 
The line of the Carson and Colorado, sold long ago to the Southern Pacific, 
is also still in operation, except for the section over Montgomery Pass. 

The history of these railroads, plus that of the San Francisco and San Jose, 
a line whose development bears little similarity to that of the other roads, is 
portrayed in detail by Mr. Kneiss. The book is an interesting contribution to 
the economic history of the Far West. None of the roads were of national 
concern, but they were of primary importance to the communities which they 
served, and their history is typical of many other roads of the West. The great 
difficulties of getting capital, the high rate of profit in early years, the charges 
of monopoly, the difficulties of readjustment to declining traffic are well 
portrayed. A 

Furthermore, the history of these roads illustrates well the thesis of Healy 
and others that the traditional concepts of fixed costs in the railroad field 
must be revised. Despite tremendous losses in business, these roads managed 
to continue operations for long periods by very great reductions in costs. It is 
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clear, however, that there are limits to cost reduction. A certain minimum 
annual expenditure on maintenance is necessary regardless of how light traffic 
density is; when the railroads reached the point that they could no longer 
cover this, their doom was inevitable. Both the Nevada Central and the 
Eureka and Palisade stopped operating because they could no longer keep 
their trains running with any degree of safety and no money could be obtained 
to make necessary repairs. The Virginia and Truckee abandoned its long 
unprofitable Virginia City line only when the tunnels closed so far that trains 
could no longer pass through. 
Joen F. DUE 
Washington, D.C. 


Labor and Industrial Relations 


The Women’s Trade Union Leagues in Great Britain and the United States of 
America. By Grapys Boone. (New York: Columbia Univ. Press. 1942. 
Pp. 283. $3.50.) 


In 1903, just three decades after the establishment of what was later known 
as the Women’s Trade Union League in Great Britain, the Women’s Trade 
Union League of America was organized in Faneuil Hall in Boston. It is 
significant that the American League was organized in the shadow of an 
annual convention of the American Federation of Labor, then in session in 
Boston. It is also significant that Samuel Gompers greeted the new venture, 
as the author says, “kindly if somewhat condescendingly.” Never really 
generous or whole-hearted in his support of the League, there were later 
moments when Gompers perhaps felt even less amiably disposed toward it 
than at its inception in 1903, as for instance in 1915 when the League’s Com- -- 
mittee on Judicial Decisions called attention to a possible “joker” in the 
language of Section VI of the Clayton act at the same convention at which 
Gompers less discerningly eulogized the act as “labor’s Magna Carta.” 

This incident is cited not only to show the attitude of leaders in the trade 
union movement toward the League, but also as evidence of the author’s skill 
in weaving the history of the League into the broader fabric of the labor 
movement itself. She describes the Women’s Trade Union League as “the 
woman’s movement within the labor movement,” performing the dual task of 
organizing working women into trade unions, and interpreting to women’s or- 
ganizations everywhere the problems of women who work. It is a chronicle of a 
struggling organization within a struggling movement. For if as Perlman asserts, 
“the foremost problem of American labor has forever been that of organizing 
and staying organized against the disruptive influences of a predominant indi- 
vidualism,”’ how much more has this been true of women workers in America! 
Hampered alike by lack of funds and apathy on the part.of women workers 
whose economic status it sought to improve, whether through trade unions or 
legislation, the League has been “persistent, strenuous, militant,” and its 
achievements should be evaluated in the light of the obstacles which have 
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confronted it. This the author has done with reassuring objectivity, especially 
for one who has herself been closely associated with the League. 

A history of the British and American women’s trade union leagues might 
easily have been little more than a detailed record of organizing activities, 
finances, committee work, and personnel, thus limiting its appeal to those 
actively associated with the work of the leagues. Instead, Miss Boone has 
drawn upon a thorough knowledge of the British and American labor move- 
ments to place the story of the organization and development of the two 
leagues in proper perspective within the labor movements of which they are 
an integral part. In doing so she has widened the appeal of her study to 
include all who are concerned with the development of the labor movement 
here and in Great Britain. 

Miss Boone apparently disagrees with those critics of the League who 
believe that the weakness of working women’s organizations in this country 
and elsewhere has been in part attributable to the paternalistic attitude of 
philanthropic women who through their own organizations have sought to 
secure benefits for working women instead of training them to be articulate 
in their own behalf. She believes that all the work of the League in this 
country has been broadly educational, and that the development of leadership 
within the group of working women has been one of its most important services. 
In her opinion, Mrs. Raymond Robins and the “founding philanthropists” 
have definitely helped to develop such women leaders within the labor move- 
ment. 

If in the final chapter one feels some reluctance on the part of the author to 
evaluate the accomplishments of the Women’s Trade Union League in this 
country, it may perhaps be attributed in part to her complete awareness of 
the obstacles which have confronted it in the past, and of the dimensions of 
the task that still remains to be done. She refuses to turn prophet. Of the 
future, she says only this: “Whatever may be the League’s rôle in the future, 
its history shows that it may be credited with laying the essential foundations 
for the spread of organization among women.” 

MARGARET ELLIOTT 

University of Michigan 


Social Insurance; Relief; Pensions; Public Welfare 


From Relief to Social Security: The Development of the New Public Welfare 
Services and Their Administration. By GRACE ABBOTT. (Chicago: Univ. 
of Chicago Press. 1941. Pp. viii, 388. $2.50.) 


We have here an invaluable source book on the history of our public wel- 
fare policies and politics during the depression decade of the 1930’s. And we 
have besides a most interesting and vivid commentary on these policies by the 
only social worker at the head of an important federal bureau when the finan- 
cial collapse of 1929 came. Grace Abbott was head of the United States Chil- 
dren’s Bureau from 1921 to 1934, and thereafter, until her death, she served 
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as professor of public welfare administration at the University of Chicago. 
The volume is edited by her sister, Edith Abbott, director of the School of 
Social Service Administration at Chicago. It consists of papers and addresses 
covering a multitude of subjects connected with our treatment of the unem- 
ployed and their families, as well as with mothers’ aid, health security, and 
various features of the present Social Security act. Only those dealing with 
relief itself will be touched upon here. 

Many passages bear quoting. Perhaps the most striking occur in the open- 
ing paper written in 1939, reviewing the decade as a whole in historical per- 
spective. Characteristically it is called, “The Social Services, a Public Re- 
sponsibility,” for a favorite theme of both the Abbott sisters has been the 
need for government financing of all the major social services. 

The opposition to public responsibility is sketched strongly, from the ex- 
periences of Dorothea Dix a century ago to the apple-selling attempts of the 
late Hoover period and the sudden killing-off of the Federal Emergency Relief 
Administration under the New Deal in 1935. “We were not prepared to feed 
the hungry in 1930,” recalls Miss Abbott. “Relief was still entirely local— 
for the most part on a township or county basis. This meant that in some of 
our states there were a thousand or more independent poor-relief authorities. 
There were private relief societies only in the larger cities and towns... . 
Selling apples was to save the unemployed in our large eastern cities... . The 
‘block system’ was next suggested. Under this plan each block was to care 
for its own poor, ... Some blocks had no one in need, and in others practically 
everyone was unemployed and destitute. . . . President Hoover’s method was 
the organization of employment committees on a national, state, and local 
basis. They were not to give relief—that was a mere palliative and reminiscent 
of the ‘dole-—the new committees were to get jobs for the unemployed. The 
Hoover committees sat with folded hands, dedicated to the idea of preven- 
tion but with no program; while about them a vast epidemic of unemployment 
claimed an ever increasing number of victims, Expansion of private relief. . . 
was attempted.... But... emergency relief funds . . . were raised only in the 
large industrial centers. In mining villages, in single-industry towns, in rural 
communities, children were hungry and cold during these first years of the 
depression. Public assistance by the states or national government was called 
a ‘dole,’ and the word ‘dole’ was intended to carry with it the idea that the 
plan proposed was altogether repugnant to our social and political philosophy. 
Local charity, we were told, was adequate for the treatment of the effects of a 
disaster, the causes of which the same men said were international. .. . Presi- 
dent Hoover, therefore, sent army officers, who, according to the press, were 
to be assisted by the local militia in a survey of relief needs. They telegraphed 
back that the local agencies and the Red Cross were adequately meeting the 
existing need. Their test was doubtless whether the victims were accepting the 
situation quietly or whether there was danger of riot and bloodshed. The sur- 
veys made during the winter by the United States Children’s Bureau... 
showed that there was appalling suffering among children, that local relief 
was entirely inadequate, and that the states seemed reluctant to accept re- 
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sponsibility for the relief of what was clearly a national catastrophe. . . .” 
(pp. 19-22), 

Finally, with the advent of the Roosevelt administration in 1933, the 
F.E.R.A. was set up. However, “although the F.E.R.A, was well administered 
and the needs of the unemployed were more adequately met during the pe- 
riod from 1933 to 1935 than ever before in our history, the federal government 
encountered great difficulty in many sections, particularly in the South, in 
persuading local communities to give adequate relief to the unemployed even 
when the federal government paid almost all the costs” (p. 28). Moreover, 
the F.E.R.A. had to exist on a hand-to-mouth basis. “Under the F.E.R.A. the 
state directors never knew in advance what amounts they would receive from 
the federal government or the conditions on which grants would be made. In 
other words, they did not know from month to month how much in federal 
funds would be available for direct relief, for the costs of administration, for 
C.W.A., for work relief in general, or for special groups of the unemployed 
(teachers, nurses, etc.), or for W.P.A.” (pp. 46-47). 

In 1935 the F.E.R.A. was abandoned altogether and the so-called “un- 
employables” were returned to the states and the local communities again. A 
period of great suffering ensued. “The return of those who are in need and not 
included in the benefits of the Social Security Act to the locally administered 
poor-relief system was.as wasteful and inefficient as it had been cruelly un- 
fair...” (p. 32). Miss Abbott calls it “. . . the chaotic and callous policy of 
no relief or inadequate relief which has been followed since the F.E.R.A. was 
stabbed by Brutus” (p. 46). “Another chapter in the tragedy of 1936,” she 
adds, “was that the new Works Progress Administration was not taking all the 
so-called ‘employables’ off the relief rolls. The country, therefore, faced what 
the newspapers called a relief crisis but what those on relief called hunger and 
cold and eviction from their homes” (pp. 30-31). 

In general Miss Abbott is extremely skeptical of the efficacy of a works 
program along the lines of W.P.A. While acknowledging the many construc- 
tive achievements of W.P.A., she insists that public works and not work relief 
should be the basis of future undertakings. “The democratic policy,” she in- 
sists, “would be to provide public works with men and women employed not 
in accordance with their need but in accordance with their capacity as work- 
ers, and to provide full-time work. If we are to have selected groups, let the 
selection be on the basis of age rather than on need. Those who are past middle 
age will probably have the longest period of unemployment. . . . A public 
works program as well as W.P.A. can undertake a great variety of useful proj- 
ects—small and large, construction and nonconstruction—and can operate 
both through contracts with construction companies or by direct employment. 
It will not give work to all the unemployed; neither, I remind you, has the 
Works Progress Administration been-able to do this” (p. 44). 

This then is the basis for insisting that direct relief on a national scale must 
always be part of a realistic policy of care for the unemployed. No works 
program can cover everyone. “W.P.A. has never provided work for all employ- 
ables. The W.P.A. goal was not only impracticable—it was impossible. With 
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projects necessarily confined to those which will not compete with private 
industry and private employment, all the unemployed cannot be employed 
on any work-relief plan that anyone can provide . . .” (p. 42). The same would 
hold true for any system of public works. 

The permanent scheme that Miss Abbott pictures includes, in addition to 
the unemployment benefits of the Social Security act and in addition to a 
public works program, continuous federal aid to the states and localities for 
relief, In place of spasmodic and grudging “emergency” grants, there would 
be a regular permanent system of allocations, and the costs would be met, not 
by borrowing as during 1933-35, but by general federal taxation. One can 
imagine the emphasis with which Miss Abbott would underscore her points 
were she alive today and facing the prospects of post-war unemployment. Two 
passages I believe Miss Abbott would particularly like to have us remember. 
One concerns the “unemployables.” “The term ‘employable,’” Miss Abbott 
reminds us, “depends on the labor market... . For example, during the war 
period, the so-called ‘unemployables’ whom we had in Chicago along Madison 
Street and Canal Street disappeared entirely; the queerest stick could get a 
job. ... At the present time, when there are millions to pick from, it is 
easy to label anyone, whose appearance you do not happen to like, an un- 
employable” (pp. 221-22). 

The other passage shows Miss Abbott’s general philosophy of relief: “Un- 
employment may ... be regarded in greater or less degree as the inevitable 
result of our industrial system. Our economic life is based upon it ... in- 
dustry counts on a reserve labor supply. . . . A democracy which supports 
this system should, therefore, make adequate and democratic provision for its 
victims, recognizing the cost of their care as the price it pays for the con- 
tinuance of the capitalist system. Certainly those who profit most by this sys- 
tem should be the ones to insist that these costs be cheerfully met” (pp. 4-5). 

Dorotuy W. DouGLas 

Smith College 
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PARKER, R. S. Public service recruitment in Australia. (Melbourne: Melbourne Univ. 
Press. New York: G. E. Stechert. 1942. Pp. 296. $2.50.) 


PATTERSON, E. M., editor. Winning beth the war and the peace. Annals, vol. 222. (Phila- 
delphia: Am. Acad. Pol. and Soc. Sci. 1942. Pp. vii, 252. Paper, $2; cloth, $2.50.) 


Pontius, D. State supervision of local government, its development in Massachusetts. 
Introduction by Leveretr SALTONSTALL. (Washington: Am, Council on Pub. Affairs. 
1942. Pp. 176. $3.25.) 


Pounp, R. Administrative law; its growth, procedure and significance. (Pittsburgh: Univ. 
of Pittsburgh Press. 1942. Pp. 149. $1.85.) 


Rosson, W. A. The government and misgovernment of London. (New York: Norton. 
1942. Pp. 484. $4.50.) 
This detailed and analytical study of municipal administration in London covers the 
past, the present, and looks into the future. 


SKAR, R. O. and: Parmer, B. W. Business law: with social and personal application. (New 
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reference serv. (Washington: Supt. Docs. 1942. Pp. 76.) 
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the productive facilities of small business in the interests of successful prosecution of the 
war, and for other purposes, Apr. and May, 1942. Banking and Currency Committee, 
House. (Washington: Supt. Docs. 1942. Pp. 250. 25c.) 
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Hawkins, E. R. Effects of the war on British marketing; a guide for American business. 
U.S. Dept. of Commerce, Bur. of For. and Dom. Comm. econ. ser. no. 18. (Washington: 
Supt. Docs. 1942. Pp. 74. 15c.) 


Pyre, J. F. Marketing management. (Ypsilanti, Mich.: Univ. Litho-printers. 1942. Pp. 
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Sales management trends and practices. (Chicago: Dartnell Corp. 1942. Pp. 200. $12.50.) 
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. .« Bean, L. H. Crop yields and weather, U. S. Dept. of Agric. misc. pub. no. 471. (Washing- 


ton: Supt. of Docs. 1942. Pp. 134. 40c.) 
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the 1942-1946 crops of corn, wheat, rice, cotton, tobacco, and peanuts shall be made at a 
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Maruotra, D. K. Finance of local bodies in the Punjab. Indian Jour. Econ., April, 1942. 
Pp. 13. 

Martin, J. W. Implications of state and federal aid to municipalities. Municipal Finance, 
May, 1942. Pp. 7. 

Pamir, K. Hvori bestaar skattebyrden. Nationalgk. Tids., 4 Hefte, 1941. Pp. 10. 

RATCHFORD, B. U. The burden of a domestic debt. Am. Econ. Rev., Sept., 1942. Pp. 17. 

SAMUELSON, P. A. Fiscal policy and income determination. Quart. Jour. Econ., Aug., 1942. 
Pp. 31. 

Sımxın, C. G. F. Budgetary reform in New Zealand. Econ. Record, June, 1942. Pp. 15. 

Somers, H. M. The impact of fiscal policy on national income. Canadian Jour. Econ. and 
Pol, Sci., Aug., 1942. Pp. 22. 

TREVISAN, E. C. Estudios sobre la ley argentina de impuesto a los réditos. Rev. de Ciencias 
Econ., March, 1942. Pp. 8. 

Viana, A. DE. Especializacao ou discriminacao da despesa. Rev. Serv. Pub., April, 1942. 
Pp. 5. 

Warp, R. L. The taxation of land values in the Transvaal by local authorities. So. African 
Jour. Econ., March, 1942. Pp. 20. 

Algunos casos de aplicación de impuestos, Guillermo Ureta del Solar. Rev. de la Facultad 
de Ciencias Econ., April, 1942. Pp. 14. 

Constitutionality of state law apportioning incidence of federal state tax. Yale Law Jour., 
May, 1942. Pp. 7. 

Recommendations for new tax legislation. Statement by Committee on Federal Taxation, 
American Institute of Accountants. Jour. Accountancy, Sept., 1942. Pp. 8. 
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Removal of due process prohibitions against multiple state inheritance taxation of intangt- 
bles. Yale Law Jour., June, 1942. Pp. 9. 


Money and Banking; Short-Term Credit 
BEALE, W. T. M., JR, KENNEpDy, M. T. and Winn, W. J. Commodity reserve currency: a 
critique. Jour. Pol. Econ., Aug., 1942. Pp. 16. 
Binney, R. M. Some war experiences of the British banks. Bankers Mag., 1942. Pp. 8. 
Eria, O. H. Nuestro primer banco. Rev. de Ciencias Econ., April, 1942. Pp. 8. 
FETTER, F. W. The bullion report reéxamined. Quart. Jour. Econ., Aug., 1942. Pp. 11. 
- FOULKE, R. A. Evolution of financing institutions from 1841. Dun’s Rev., June, 1942. Pp. 8. 
Massir, A. M. Commercial banks and the war finance program. Bankers Mag., July, 1942. 
Pp. 7. 


MicHeE.t, H. Monetary reconstruction. The presidential address delivered at the Annual 
Meeting of the Canadian Political Science Association, May 25, 1942. Canadian Jour. 
Econ. and Pol. Sci., Aug., 1942. Pp. 12. 


Rapp, R. E. The Hamilton National Associates, Inc—A case study in group banking. I. 
So. Econ. Jour., July, 1942. Pp. 14. 


Sampaio, A. El sistema monetario Brasileno. Rev. de Econ. y Estad., No. 4, 1941. Pp. 49. 


TREFFTzS, K. L. An investment policy for commercial banks. Bankers Mag., July, 1942. 
Pp. 4. 

. The regulation of loans to executive officers of commercial banks. Jour. Pol. Econ., 

June, 1942. Pp. 20. 


Tucker, D. S. Capital money and revenue funds. Am. Econ. Rev., Sept., 1942. Pp. 18. 
WELLER, G. A. Control of banking in war-time. Econ. Record, June, 1942. Pp. 7. 


Annual report of the central bank of the Argentine Republic. Fed. Res. Bull., Sept., 1942. 
Pp. 18. 


Bank credit, war finance, and savings. Fed. Res. Bull., Sept., 1942. Pp. 8. 


The Bank of England in war times. Bankers’ Insur. Manag. and Agents’ Mag., July, 1942. 
Pp. 6. 


Banks in the war. Banking, July, 1942. Pp. 24. 


Precio medio de la habitacién ofrecida en la ciudad de Buenos Aires (1939-1941). Rev. de 
Econ. y Estat., No. 4, 1941. Pp. 12. 


The progress of banking in Great Britain and Ireland during 1941. Bankers’ Insur. Manag. 
and Agents’ Mag., Part 1, June, 1942, pp. 10; Part 2, Aug., 1942. Pp. 10. 


Regional distribution of commercial loans. Fed. Res. Bull., Sept., 1942. Pp. 9. 





International Trade, Finance and Economic Policy 
BonneEL1, A. T. The post-war international economic order. So. Econ. Jour., July, 1942. 
Pp. 7. 
Brown, A. J. Trade balances and exchange stability. Oxford Econ. Papers, April, 1942. Pp. 
19. 
Cuow, S. R. The Pacific after the war. Foreign Affairs, Oct., 1942. Pp. 16. 


Cray, H. The place of exports in British industry after the war. Econ. Jour., June-Sept., 
1942. Pp. 9. i 


GERLACH-NIELSEN, C. Det franske kolonirige. Økonomi og Politik, July-Sept., 1941. Pp. 11. 


HAvssMann, F. World oil control, past and future—an alternative to “international car- 
telization.” Soc. Research, Sept., 1942. Pp. 22. 


METZLER, L. A. The transfer problem reconsidered. Jour. Pol. Econ., June, 1942. Pp. 18. 


PENA, M. T. de la. Los transportes ferrocarrileros y las tarifas. Investigacion Econ., Vol. 2, 
no. 2, 1942. Pp, 13. 
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ROCKEFELLER, N. Inter-American coöperation. Am. Fed., July, 1942. Pp. 2. 

Scirovsxy, T. de. A reconsideration of the theory of tariffs. Rev. Econ. Stud., Summer, 
1942, Pp. 22. 

Servin, A. Cual debe ser la politica del gobierno Mexicano en materia de comercio ex- 
terior. El Trimestre Econ., July-Sept., 1942. Pp. 22. 

SILva, J. Privilgeios y funciones del Banco Central Interamericano. El Trimestre Econ., 
July-Sept., 1942. Pp. 12. 

SPYKMAN, N., J. Frontiers, security, and international organization. Geograph. Rev., July, 
1942. Pp. 12. 

Woo.zsert, R. G. Recent books on international relations. Foreign Affairs, Oct., 1942. Pp. 
16. 

New administrative definitions of “enemy” to supersede the trading with the enemy act. 
Yale Law Jour., June, 1942. Pp. 11. 

The United States in a new world, IL: Pacific relations. Supplement to Fortune, Aug., 1942. 
Pp. 33. 


Business Finance; Insurance; Investments; Securities Markets 


Axe, L. H. Corporate proxies, Michigan Law Rev., Aug., 1942. Pp. 28. 

Bourne, E. W, Findings of “value? in railroad reorganizations. Yale Law Jour, May, 
1942. Pp, 36. 

Dostin, E. The German “profit stop” of 1941. Soc. Research, Sept., 1942. Pp. 8. 

SPAL, S. G. The treatment of noncumulative preferred shareholders with regard to dividends. 
Jour. Bus., Univ. Chicago, July, 1942. Pp. 18. 

Stevens, W. H. S. Railroad reorganizations under the Bankruptcy act. Jour. Bus., Univ. 
Chicago, July, 1942. Pp. 20. 

Woop, G. L. Economic aspects of war damage compensation. Econ. Record, June, 1942. 
Pp. 6. 

War damage insurance. Yale Law Jour., May, 1942. Pp. 15. 


Public Control of Business; Public Administration; 
National Defense and War 


AIKENHEAD, J. T. E., and Heywoop, P. K. Practical problems of the retail price ceiling. I: 
Problems of the administration. Il: Problems of the retailers, Canadian Jour. Econ. and 
Pol. Sci., Aug., 1942. Pp. 13. 

Armas, J. C. R. La contaduria general de la nación como tribunal de cuentas. Rev. de 
Ciencias Econ., April, 1942. Pp, 12. 

Backman, J. Six months of Canadian experience under a general price ceiling. Dun’s Rev., 
Aug., 1942. Pp. 8. 

Brock, H. German methods of allocating raw materials. Soc. Research, Sept., 1942. Pp. 15. 

Bromace, A. W. and Perkins, J. A. Willow Run produces bombers and intergovernmental 
problems, Am. Pol. Sci. Rev., Aug., 1942. Pp. 8. 

Davis, K. C. The requirement of opportunity to be heard in the administrative process. 
Yale Law Jour., May, 1942. Pp. 50. 

Dovctas, M. Limitations of the financial factor in a war economy. Canadian Jour. Econ. 
and Pol. Sci., Aug., 1942. Pp. 13. 

GLAESER, M. G. The United States Supreme Court redeems itself. Jour. Land and Pub. 
Util. Econ., May, 1942. Pp. 9. 

Horpen, R. E. General expenditure rationing with particular reference to the Kalecki 
plan. Am. Econ. Rev., Sept., 1942. Pp. 11. 

Hirc, C. J. The controls in post-war reconstruction. Oxford Econ. Papers, April, 1942. 
Pp. 14. 
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Ises, K. S. The building of a war economy. Econ. Record, June, 1942. Pp. 17. 


Kaptan, J. J. Rationing objectives and allotments, illustrated with sugar data. Jour. Farm 
Econ., Aug., 1942. Pp. 17. 


LewinsoHn, R. A nova organizacao economica nos Estados Unidos. Rev. Serv. Pub., 
April, 1942. Pp. 8. 


LAUTERBACH, A. T. Economic demobilization in Great Britain after the First World War. 
Pol. Sci. Quart., Sept., 1942. Pp. 18. 


MENDIZABAL, M. O. de. La situacion legal de la encomienda. Investigacion Econ., Vol. 2, 
no, 2, 1942. Pp. 21. 


Mrxesect, R., F., and GALBREATEH, C. E. Subsidies and price control, Am. Econ. Rev., 
Sept., 1942. Pp. 14. 


QUENTEL, O. D. S. Do processo dimorano. Rev. Serv. Pub., April, 1942. Pp. 4. 


RosenBAUM, E. M. Bibliografia selecta sobre economia de guerra. El Trimestre Econ., 
July-Sept., 1942. Pp. 32. 


Rosrow, W. W. Some aspects of price control and rationing. Am. Econ. Rev., Sept., 1942. 
Pp. 15. 


Scrrovszky, T. de. The political economy of consumers’ rationing. Rev. Econ, Stat., Aug., 
1942. Pp. 11. 


Waris, W. A. How to ration consumers’ goods and control their prices, Am. Econ. Rev., 
Sept., 1942. Pp. 12. 


Warxins, M. W. Present position and prospects of antitrust policy. Am. Econ. Rev., 
Suppl., June, 1942. Pp. 30. 


Worswicx, G. D. N. British raw material controls, Oxford Econ. Papers, April, 1942. 
Pp. 41. 


Enforcement of priority and rationing regulations. Yale Law Jour., May, 1942. Pp. 7. 


Operation of the consent decree in the motion picture industry. Yale Law Jour., May, 1942. 
Pp. 21. 


Industrial Organization; Price and Production Policies; Business Methods 

Bram, J. M. The relation between size and efficiency of business. Rev. Econ. Stat., Aug., 
1942. Pp. 11. 

Boser, M. M. Price and production policies. Am. Econ. Rev., Suppl, June, 1942. Pp. 20. 


Mourtonr, E. L. The war and its impact on American business. New Mexico Quart. Rev., 
Aug., 1942. Pp. 9. 


Scuwarz, S. M. Heads of Russian factories—a sociological study. Soc. Research, Sept., 
1942. Pp. 19. 


SILVERMAN, H. A. The optimum firm in the boot and shoe industry. Oxford Econ. Papers, 
April, 1942. Pp. 16. 


Sricter, G. J. The extent and bases of monopoly. Am. Econ. Rev., Suppl, June, 1942. 
Pp. 22. 


Transportation; Communication; Public Utilities 
Conran, von. Der autonomiegedanke bei europäischen staatseisenbahnen. Archiv f. Eisen- 
bahnw., Sept.-Oct., 1941. Pp. 50. 


Finnie, R. A route to Alaska through the Northwest Territories. Geograph. Rev., July, 
1942. Pp. 14. 


Gates, J. E. Forecasting the demand for electric energy: a rejoinder. Jour. Land and Pub. 
Util. Econ., May, 1942. Pp. 3. 


Hocxrnc, D. M. The economics of the gas uae). Econ. Record, June, 1942. Pp. 12. 


950 THE AMERICAN ECONOMIC REVIEW [ DECEMBER 


Huttcren, T. American railroads in wartime. Pol. Sci. Quart., Sept., 1942. Pp. 17. 

Jemne, J. An actual application of the reproduction-cost-of-service principle in rate mak- 
ing. Jour. Land and Pub. Util. Econ., May, 1942. Pp. 16. 

Jones, H. F. Forecasting the demand for electric energy: a reply. Jour. Land and Pub. Util. 
Econ., May, 1942. Pp. 3. 

Murray, V. M. Grand Coulee and Bonneville power in the national war effort. Jour. Land 
and Pub. Util. Econ., May, 1942. Pp. 6. 

O'Leary, H. J. Utility rate problems arising from recent and prospective income tax legis- 
lation. Jour. Land and Pub. Util. Econ., May, 1942. Pp. 4. 

Riırcauw, R. F. Integration under section 10 (c) of the Public Utility Holding Company 
act, Michigan Law Rev., Aug., 1942. Pp. 37. 

TROXEL, E. Capital structure control of utility companies by the Securities and Exchange 
Commission. Jour. Bus., Univ. Chicago, July, 1942. Pp. 23. 

Wizson, G. L. Railroad land-grant rates. Jour. Bus., Univ. Chicago, July, 1942. Pp. 13. 

Pipe lines; system expanding to meet war demands. Index, N. Y. Trust Co., Autumn, 
1942. Pp. 8. 

Public control of petroleum pipe lines. Yale Law Jour., June, 1942. Pp. 21. 


Agriculture; Forestry; Fisheries 


Arias, A. C. Influencias del clima y del suelo en la agricultura de la Republica Mexicana. 
Investigacion Econ., Vol. 2, no. 2, 1942. Pp. 20. 

Boors, J. F. The economic problems of Canadian agriculture in the war and post-war 
period, Canadian Jour. Econ. and Pol. Sci., Aug., 1942. Pp. 14. 

Bunce, A. C. War and soil conservation. Jour. Land and Pub. Util. Econ., May, 1942, 
Pp. 13. 

DELAPLANE, W. H. The war and an agricultural economy: the case of Colombia. So. 
Econ: Jour., July, 1942. Pp. 13. 

Dicsy, M. Agriculture in the. post-war European settlement, IX Fabian Quart., Summer, 
1942. Pp. 9. 

KRISHNASWAMI, A. Rural credit. Indian Jour. Econ., April, 1942. Pp. 25. 

Netson, A. Z. Conservation expenditures on federal lands. Jour. Farm Econ., Aug., 1942. 
Pp. 10. 

Recan, M. M. The farm real estate market in war time. Jour. Land and Pub. Util. Econ., 
May, 1942. Pp. 6. 

SELBY, H. E. A method of determining feasible irrigation payments. Jour. Farm Econ., 
Aug., 1942. Pp. 10. 

SHEPHERD, G. Stabilization operations of the Commodity Credit Corporation, Jour. Farm 
Econ., Aug., 1942. Pp. 22. 

WorxinG, H. Agricultural price policies in war time. Jour. Farm Econ., Aug., 1942. Pp. 14. 


Economic Geography; Regional Planning; Urban Land; Housing 


Curtis, C. A. Housing in Canada. Canadian Banker, July, 1942. Pp. 16. 

Keyes, S. Some considerations in the economic possibilities of slum clearance. Jour. Land 
and Pub. Util. Econ., May, 1942. Pp. 6. 

KRAENZEL, C. F. New frontiers of the Great Plains. Jour. Farm Econ., Aug., 1942. Pp, 18. 

Morpuy, K. R. Housing for war workers. Mo. Lab. Rev., June, 1942. Pp. 21. 

oe =EInTRAUB, R. G. and Touca, R. Federal housing and World War II. Jour. Land and 
Pub. Util. Econ., May, 1942. Pp. 8. 
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Labor and Industrial Relations 


Branpt, K. Is Germany exhausting her man power? Foreign Affairs, Oct., 1942. Pp. 13. 
BRAUNTHAL, A. American labor unions and the war. Soc. Research, Sept., 1942. Pp. 22. 


Brown, E. C. The employer unit for collective bargaining in National Labor Relations 
Board decisions. Jour. Pol. Econ., June, 1942. Pp. 36. 


CHAMBERLAIN, J. Labor in wartime. Yale Rev., Autumn, 1942. Pp. 15. 
Doan, M. C. State labor relations acts. Quart. Jour. Econ., Aug., 1942. Pp. 53. 


GRESHAM, M. and Brocs, J. W. Labor aspects of the Chicago milk industry. Mo. Lab. 
Rev., June, 1942. Pp. 27. 


Jorner, F. and Kennepy, V. D. Incentive wage plans and collective bargaining. Mo. Lab. 
Rev., July, 1942. Pp. 14. 


Keim, W. G. Prices and wages. Jour. Am. Stat. Assoc., Sept., 1942. Pp. 6. 
Kwox, F. A. The post-war employment problem, Canadian Banker, July, 1942. Pp. 14. 


Livcnen, R. Wartime developments in German wage policy, Internat. Lab. Rev., Aug., 
1942. Pp. 30. 


Moroney, J. F. Some effects of the Federal Fair Labor Standards act upon southern 
industry. So. Econ. Jour., July, 1942. Pp. 9. 


Murray, K. R. and Krrxtem, S. War and the increase in federal employment. Mo. Lab. 
Rev., Aug., 1942. Pp. 6. 


Norturur, H. R. The Tobacco Workers International Union. Quart. Jour. Econ., Aug., 
1942. Pp. 21. 


O'Leary, J. J. A general wage ceiling. So. Econ. Jour., July, 1942. Pp. 9. 


Pripram, K. The ILO: present functions and future tasks, Foreign Affairs, Oct., 1942. 
Pp. 10. 


ScHwartz, H, On the wage structure of agriculture. Pol. Sci. Quart., Sept., 1942. Pp. 15. 
SPEEK, P. A. Foreign workers in German war efforts, Mo. Lab. Rev., June, 1942. Pp. 10. 


WAELBROECK, P, Labour redistribution for war industry. Internat. Lab. Rev., April, 1942. 
Pp. 28. 


WELts, F. A. Voluntary absenteeism in the cutlery trade. Rev. Econ. Stud., Summer, 1942. 
Pp. 22. 


Judicial intervention in revolts against labor union leaders. Yale Law Four., June, 1942. 
Pp. 9. 


Labour redistribution in Germany: the work of the employment service. Internat. Lab. 
Rev., April, 1942. Pp. 7. 


Mobilization of industry and labor in Great Britain. Mo. Lab. Rev., July, 1942. Pp. 17. 


Recent developments in joint production machinery in Great Britain. Internat. Lab. Rev., 
Sept., 1942. Pp. 15. 


The war and merchant seaman. Part II: Life-saving appliances. Part III: Organization for 
seamen’s welfare in Canada. Internat. Lab. Rev., June, July, 1942. Pp. 30, 4. 


Social Insurance; Relief; Pensions; Public Welfare 
BUSTAMANTE, M. E, La clinica social como complemento de la clinica medica. Rev. Mexicana 
de Soc., Primer Trimestre, 1942. Pp. 10. 


Fitce, L. C. The unemployment insurance system as a solution to war and post-war prob- 
lems. Pol. Sci. Quart., Sept., 1942. Pp. 15. 


MYRDAL, A. Social security in war and peace. Trusts and Estates, June, 1942. Pp. 50. 
Tisavupin, J. El problema de la vivienda del trabajador, Rev. de. Ciencias Econ., March, 
1942. Pp. 19. 


Vrapo, M. ve. The aims and achievements of the Chilean Preventive Medicine act. Internat. 
Lab. Rev., Aug., 1942. Pp. 13. 
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Consumption; Income Distribution; Codperation 
Martuerty, W. J. The development of consumer economics, So. Econ. Jour., July, 1942. 
Pp. 9. 


Rosso, O. V. Las asociaciones de cooperacién y crédito popular. Rev. de Ciencias Econ., 
March, April, 1942. Pp. 23, 18. 


Woonsury, R. M. Food consumption and nutrition in the Americas. Internat. Lab. Rev., 
Sept., 1942. Pp, 39. 


What is the cost-of-living index? Mo. Lab. Rev., Aug., 1942. Pp. 10. 


Population; Migration; Vital Statistics 
Bossano, L. Sobre el exceso de poblacion. Rev. Mexicana de Soc., Primer Trimestre, 
1942, Pp. 4. 


Dorn, H. F. The potential rate of increase of the population of the United States. Am. 
Jour. Soc., Sept., 1942. Pp. 15. 


FisHer, G. M. Japanese evacuation from the Pacific Coast. Far East. Survey, June 29, 
1942. Pp. 5. 


Frankin, N. N. Economic welfare and the development of the native reserves. So. 
African Jour. Econ., March, 1942. Pp. 15. 


Guiickx, P. C. Family trends in the United States, 1890 to 1940. Am. Soc. Rev., Aug., 1942. 
"Pp. 10. 


~GREENWooD, M. British loss of life in the wars of 1794-1815 and in 1914-1918 (with discus- 
sion). Jour. Royal Stat. Soc., 1942. Pt. 1. Pp. 16. 


Haw ey, A. H. and Bocve, D. J. Recent shifts in population: the drift toward the metro- 
politen district, 1930-40, Rev. Econ. Stat., Aug., 1942. Pp. 6. 


JAFFE, A. J. Urbanization and fertility. Am. Jour. Soc., July, 1942. Pp. 13. 
LAVIOLETTE, F. E. Japanese evacuation in Canada. Far East. Survey, July 27, 1942. Pp. 5. 


Reap, M. Migrant labour in Africa and its effects on tribal life. Internat. Lab. Rev., June, 
1942. Pp, 27. 


STEVENSON, A. Some aspects of fertility and population growth in Vienna. Am. Soc. Rev., 
Aug., 1942. Pp. 10. 


Age composition of the population, Mo. Lab. Rev., Aug., 1942. Pp. 4. 


NOTES 


PRELIMINARY PROGRAM OF THE FIFTY-FIFTH ANNUAL MEETING 
OF THE AMERICAN ECONOMIC ASSOCIATION 


(Scheduled for Cleveland, Ohio, December 29-31, 1942, and cancelled on November 20, in 
response to the request issued by the Office of Defense Transportation that civilian travel 
be curtailed during late December and early January.) 


Tuesday, December 29 


10:00 a.m. 1. In What Areas or For What Functions Is Private Enterprise Necessary or 
Superior ?—chairman, Bernard F. Haley, Stanford University 
Papers: James M. Barker, Sears, Roebuck and Company; Henry C, Simons, Univer- 
sity of Chicago 
Discussion: C. C. Abbott, Harvard Business School; Myron Spencer, University of 
Cincinnati 


10:00 A.M. 2. Problems Related to Price Control and Rationing (joint meeting with the 
American Statistical Association and American Marketing Association)—chairman, 
Theodore N. Beckman, Ohio State University 


Papers: Milton Gilbert, United States Department of Commerce, “The National In- 
come: War and Civilian”; J. K. Galbraith, Office of Price Administration, “The 
Price Control Problem”; “Rationing”; “Enforcement of Price Control” 


2:30 p.m. 1. The Restoration of International Trade—chairman, to be announced 


Papers: Lynn R. Edminster, United States Tariff Commission; Redvers Opie, British 
Embassy 


Discussion: Geoffrey Crowther, Combined Production and Resources Board; Gottfried 
Haberler, Harvard University; Frank D. Graham, Princeton University 


2:30 p.m. 2. Our Industrial Plant When Peace Comes—Paul T. Homan, War Production 
Board 


Papers: Glenn E. McLaughlin, National Resources Planning Board, “Wartime Expan- 
sion in Industrial Capacities”; Edwin M. Martin, War Production Board, “Govern- 
ment Ownership or Control of War-Created Plant”; Joe S. Bain, University of 
California, “Effect of the War on Corporate Concentration” 

Discussion: George Terborgh, Machinery and Allied Products Institute; Stacy May, 
War Production Board 


2:30 p.m. 3. Problems Related to Price Control and Rationing (joint round table meet- 
ing with the American Statistical Association)—-chairman, Henry Arthur, Swift 
and Company 


Discussion: E. T. Grether, University of California; O. V. Wells, United States De- 
partment of Agriculture; T. O. Yntema, Cowles Commission 


8:00 p.m. 1. Financial and Government Contract Adjustments of Industry at the End of 
the War (joint meeting with the American Statistical Association)-—chairman, Alvin 
H. Hansen, Federal Reserve Board 


Papers: William H. Moore, Hanover College, “Termination of Contracts and Dis- 
posal of Supplies after the First World War’; Hans Klagsbrunn, Defense Plant 
Corporation, “Methods of Financing War Industry Today”; Houlder Hudgins, War 
Production Board, “Issues and Policies of Control Termination and Plant and Stock = 
Disposal”; “The Place and Problems of Private Industrial Finance” 


Discussion: To be announced 
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8:00 r.m. 2. The Future of International Investment (joint round table meeting with the 
American Statistical Association)—chairman, Amos Taylor, United States Department 
of Commerce 


Papers: V. Schoepperle, National City Bank, “Private versus Public Foreign Lending”; 
Frank W. Fetter, Haverford College, “The Need for Foreign Capital Investment” ; 
C. P, Kindleberger, Office of Strategic Services, “The Planning of Foreign Investments” 


Wednesday, December 30 


10:00 a.m. 1. In What Areas or for What Economic Functions Is Government Action 
Necessary or Superior?—chairman, to be announced 


Papers: Adolph A. Berle, Assistant Secretary of State; Alan R. Sweezy, William Col- 
lege 


Discussion: Leverett 5. Lyon, Chicago Association of Commerce; Frederic B. Garver, 
University of Minnesota 


10:00 A.M. 2. Problems of Public Policy Raised by Collective Bargaining—chairman, to be 
announced 


Papers: David A. McCabe, Princeton University, “Problems of Industry-Wide or 
Regional Trade Union Agreements”; C. O. Gregory, University of Chicago, “Prob- 
lems of Public Policy Raised by the Provision of Trade Agreements”; Gordon R. 
Clapp, Tennessee Valley Authority, “Problems of Union Relations in Public Agencies” 


Discussion: Abram L. Harris, Howard University 


2:30 P.M. 1. International Financial Relations after the War-—chairman, James W. Angell, 
Columbia University 


Papers: A. Eugene Staley, Fletcher School of Law and Diplomacy, and Eugene Rostow, 
State Department, “The Economic Implications of Lend-Lease”; Harry D. White, 
United States Treasury Department, “The Problem of Post-War Currency Stabiliza- 
tion” 

Discussion: A. F. W, Plumptre, Canadian Legation; R. L. Hall, British Supply Office; 
John Cover, Office of Lend-Lease 


2:30 P.M. 2. Organized Labor and the Farmer (joint meeting with the American Farm 
Economic Association)—chairman, Sumner H. Slichter, Harvard University 


Papers: Kenneth H. Parsons, University of Wisconsin, “The Basis for the Growing 
Tension between Agriculture and Labor”; Lloyd G. Reynolds, Johns Hopkins Uni- 
versity, “Farm Price-Industrial Wage Parity” 


Discussion: John D. Black, Harvard University 


2:30 P.M. 3. Wartime Taxation (joint round table meeting with the American Statistical 
Association)——-chairman, W. L. Crum, Harvard University 


Discussion: Simeon E. Leland, University of Chicago; M. Slade Kendrick, Cornell 
University; Lawrence H. Seltzer, Wayne University; J. Raymond Walsh, Congress 
of Industrial Organizations 


8:00 p.m. 1. Our Labor Force When Peace Comes—chairman, A. Ford Hinrichs, Bureau 
of Labor Statistics 


Papers: Charles Stewart, Bureau of Labor Statistics, “Degree and Character of War- 
time Expansion of the National Labor Force”; Richard A. Lester, Duke University, 
“Effects of the War on Hours, Pay, and Scale of Living’; Robert Gray, California 
Institute of Technology, “Impact of the War on Technical Training and Occupational 
Mobility” 


Discussion: Paul L. Stanchfield, Michigan Unemployment Compensation Commission ; 
Harold J. Ruttenberg, Congress of Industrial Organizations; Boris Shishkin, American 
Federation of Labor 
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8:00 p.m. 2. Economic Regionalism and Multilateral Trade—chairman, to be announced 


Papers: Paul van Zeeland, Belgian Economic Mission, and Antonin Basch, Columbia 
University, “European Economic Regionalism’; F. Hilgerdt, Institute for Advanced 
Study, “The Case for Multilateral Trade”; William F. Holland, Institute of Pacific 
Relations, “Post-War Relations in the Far East” 

Discussion: Margaret Gordon, Office of Price Administration; Henry Chalmers, De- 
partment of Commerce 


Thursday, December 31 


10:00 A.M. Division of Labor Between Government and Private Business—chairman, 
Wesley C. Mitchell, Columbia University 


Papers: Clifford J. Durr, Federal Communications Commission; Lewis H. Brown, 
Johns-Manville Corporation; Fritz Machlup, University of Buffalo 


Discussion: Maynard C. Krueger, University of Chicago; J. Frederic Dewhurst, Twen- 
tieth Century Fund 


12:30 p.m. Presidential Address: Edwin G. Nourse 


2:30 P.M. 1. Bases of International Economic Relations (round table meeting)—-chairman, 
Leo Pasvolsky, Department of State 


Participants: To be announced 


2:30 P.M. 2. International Commodity Agreements (round table meeting)—~chairman, 
Joseph S. Davis, Food Research Institute 


Participants: Andrew Cairns, International Wheat Council; Robert M. Carr, Depart- 
ment of State; Egan Glesinger, Comité International du Bois; A. Rosenberg, League 
of Nations; L. A. Wheeler, United States Department of Agriculture 


2:30 P.M. 3. Labor Problems (round table meeting)—chairman, Sumner H. Slichter, 
Harvard University 


Papers: Clarence D. Young, Wesleyan College, “Estimation of Employment and Un- 
employment”; W. Rupert MacLaurin, Massachusetts Institute of Technology, “The 


Interpretation of Industrial Wage Patterns” 


Discussion: To be announced 


2:30 p.m. 4. Qualifications of Economists in Public Service (round table meeting)—chair- 
man, Morris A. Copeland, War Production Board 


Participants: To be announced 


The following names have recently been added to the membership of the AMERICAN 
ECONOMIC ASSOCIATION : 


Agisim, P., Apt. 8, 4312 Kaywood Drive, Mt. Rainier, Md. 

Anrod, C. W., 5060 N. Winthrop Ave., Chicago, Ill. 

Arkus, P. J., 2000 S St. N.W., Washington, D.C. 

Arnolds-Patron, P., Division of Commerce, Texas Technological College, Lubbock, Tex. 

Ashmen, Lt. R., Administrative Asst., Ship’s Service Dept., U. S. Naval Air Station, Jack- 
sonville, Fla. 

Ashton-Hatley, G., Apartado 809, Caracas, Venezuela, South America. 

Begdes, K., Dept. of Economics, Indiana University, Bloomington, Ind. 

Bishop, M. C., 1809 Queens Lane, Arlington, Va. 

Bledsoe, W. A., U. S. Department of Labor, Regional Office, 1355 Market St., San Fran- 
cisco, Calif, 

Borendame, J. E., Jr., 2280 Board of Trade Bldg., 141 W. Jackson Blvd., Chicago, Ill. 

Bradley, J. H., 619 Sarbonne Road, Los Angeles, Calif. 

Breier, F. A., Faculty Club, University of California, Berkeley, Calif. 

Bresky, H., 540 W. 157th St., New York, N.Y. 

Brown, J. E., Southwestern University, Georgetown, Tex. 

Buchanan, Ensign J. M., Cincpac Staff, c/o Postmaster, San Francisco, Calif. 
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Bukovsky, A. P., 1701 Swann St. N.W., Washington, D.C, 

Burger, A. A., 605 Broad St., Newark, N.J. 

Burk, M., 1912 Third St. N.E., Washington, D.C. 

Calmus, H. S., 225 Sterling Place, Brooklyn, N.Y. 

Cammack, T. E., 333 S. 43rd St., Philadelphia, Pa. 

Cherniack, N., 111 Eighth Ave., New York, N.Y. 

Cox, S. J., 5420 Newark St. N.W., Washington, D.C. 

Davidson, R., 210 Sixth Ave., New York, N.Y. 

Denis, R. M:, 128 Oxford St., Cambridge, Mass. 

Dirksen, Rev. C., St. Joseph’s College, Collegeville, Ind. 

Doleshy, F., c/o Mrs, Frank Doleshy, 205 S. 28th, Yakima, Wash. 

Eastburn, W. N., 169 Halsted St., East Orange, N.J. 

Eaton, H. O., U. S. Dept. of Commerce, Bur. of Foreign and Domestic Commerce, Wash- 
ington, D.C. >- 

Feahr, Lt. W. J., Quarters H-3-F, Naval Operating Base, Norfolk, Va. 

Ferman, Cadet I., A.A F.N.S., Class-42-17, Hondo, Tex. 

Flink, S., University of Newark, Newark, N.J. 

Fredrickson, J. W., 5459 W. Augusta Blvd., Chicago, Il. 

Glade, F. H., Jr., School of Commerce, New York University, Washington Sq., New York, 
N.Y 


Glatzert, P. L., 258 N. Bellefield St., Pittsburgh, Pa. 

Goff, J. H., Auburn, Ala.. ' 

Grunberg, E., 5535 Oak St, Kansas City, Mo. 

Hampel, L. F., 222 N. Oak Park Ave., Oak Park, IlL 

Heuser, H. K., Office of Strategic Services, Temp. Bldg. 14, Washington, D.C. 

Hilton, H., Jr., 1473 Meridian Pl., Washington, D.C. 

Ho, F., 2374 Massachusetts Ave. N.W., Washington, D.C. 

Hubbard, J. C., Box 39, Wesleyan Station, Middletown, Conn. 

Kadlicek, F. C., 46-09 Little Neck Parkway, Little Neck, N.Y. 

Kelly, J. R., Box 1210, King City, Calif, 

Kovarik, R. C., Hallam, Neb. 

Landry, R. J., 1717 G St. N.W., Washington, D.C. 

Leavitt, J. A., 17 Lexington Ave., New York, N.Y. 

Levinson, H. M., Dept. of Economics, University of Michigan, Ann Arbor, Mich. 

Lo, W.-S., China Defense Supplies, 1601 V St. N.W., Washington, D.C. 

Lowing, H. J., 7645 Sheridan Ave., Chicago, IN. 

MacKenzie, W. J., 403 Blackhawk St., Chicago, II. 

Mateo, F. A., Jirón Callao 757, Lima, Peru, South America, 

McCleish, E., 1817 H St. N.W., Washington, D.C. 

McGinley, Rev. J. J., America, 329 W. 108th St., New York, N.Y. 

Mossé, R., 114-04 76th Road, Kew Gardens Hills, Long Island, N.Y. 

Peterson, E. J., School of Business Administration, University of Minnesota, Minneapolis, 
Minn. 

Picard, R., 21 Alexander Ave., White Plains, N.Y, 

Raymond, R. L., Jr., 38 Newbury St., Boston, Mass. 

Scott, J. W., Alabama Polytechnic Institute, Auburn, Ala. 

Severance, G. B., Box 2804, Stanford University, Calif. 

Spears, R. F., 1189 Commonwealth Ave., Brighton, Mass. 

stevens, R. W., Dept. of Economics, University of Michigan, Ann Arbor, Mich. 

Thomasine, Sister, Rosary College, River Forest, Ill. 

Tully, A. M., 445 Riverside Drive, New York, N.Y. 

Valstar, S. M. D., Royal Netherlands Steamship Co., 25 Broadway, New York, N.Y. 

Van Tuyl, H. L., 318 N. Washington St., Alexandria, Va. 

Wallis, W. A., Division of War Research, Columbia University, 401 W. 118th St., New 
York, N.Y. 

Weiss, L., 3728 Legation St. N.W., Washington, D.C. 

Wyngarden, H. J., Dept. of Economics, Michigan State College, East Lansing, Mich. 

Zubrow, R. A., 20 Garden Drive, Roselle, N.J. 
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Through an error in indexing, the customary order of the names of the authors of books - 
reviewed and the writers of the reviews were reversed on pages i and ii of the June, 1942, 
number. Corrected pages are available for those who wish to replace the faulty sheet. Please 
send your request to the Editor, at 722 Jackson Place, N.W., Washington, D.C. All books 
- reviewed in the June number are, of course, included in the Annual Index which’ appears as . 
the final pages of this number. 


The first meeting of the Bureau or Executive Committee of the Inter American Statistical 

Institute originally scheduled to meet in Rio de Janeiro, was held in Charlottesville, Virginia, 
August 21-23, with a bare quorum made up of the three North American members in 
attendance. Absent were the president, M. A. Teixeira de Freitas of Brazil, and the second 
vice president, Carlos E. Dieulefait of Argentina. Attending from the Bureau were Stuart 
A. Rice of the United- States, first vice ‘president; Ramon Beteta of Mexico, third vice 
president; and Robert H. Coats of Canada, treasurer; and from the Temporary Secretariat 
- H. L. Dunn, secretary-general; and Miss E. Phelps, executive assistant. 
‘ The conditions of the Institute’s statutes having been met by the formal adherence of 
“at least six” governmental members (actually seven—the Dominican Republic, Bolivia, 
Mexico, Costa Rica, United States, Brazil and Peru) and by an assured “annual operating 
income of not less than $10,000,” full control of the Institute's affairs was taken over by 
the Bureau from the Temporary Organizing Committee. Washington was tentatively 
chosen for the duration of the war as the permanent seat of the Institute, and H. L. 
Dunn was elected secretary-general. 

-Juan de Dios Bojórquez of Mexico was elected editor-in-chief of the Institute’s journal, 
the first number of which is expected to appear early in 1943,-and Mr. Coats, chairman of 
the committee on current publications, was asked to make ‘an early trip to Mexico City 
to perfect publishing arrangements with him. Other committees established were on an 
inter American statistical yearbook, on statistical courses, training programs and textbooks, 
on demographic statistics, and on projects. 

The secretary-general was instructed to make an early trip to South.America to ‘confer 
with officers and members of the Institute in that continent, but travel priorities for his 
trip have subsequently been withdrawn, and certain assignments have instead been given 
to Forrest Linder, a participant in the Pan American Sanitary Congress at Rio de Janeiro. 


Jens P. Jensen of the University of Kansas died August 25, 1942. 


Appointments and Resignations 
Ruth A. Allen, professor of economics at the University of Texas, has been appointed to 
the Women’s Policy Committee of the War Manpower Board. 


Clay J. Anderson, head of the department of economics and commerce at Central 
Missouri State Teachers College, is on leave of absence while serving as economist in the 
Bureau of Foreign and Domestic Commerce, Washington. i 


A. E. Andress of Hiram College taught economics at West Virginia University during 
the summer session, 


Willard C. Beatty, assistant professor of economics at Brown University, has been 
granted a leave of absence to serve as State Price Officer for the Rhode Island Office of 
Price Administration. 


Kutsi Begdes has been appointed part-time instructor in economics at Indiana University. 


John F. Bell, professor of economics, has resumed his work at the University of Illinois 
after having leave of absence while serving with the Office of Price Administration. 


Abram Bergson is on leave from the University of Texas to work with the Office of 
Strategic Services in Washington. 


Philip W. Bishop has been appointed instructor in accounting and corporation finance 
at Oberlin College for the academic year 1942-43. 


J. C. D. Blaine, assistant professor of business organization at the University of North 
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Carolina, has been granted a leave of absence to accept a commission in the Pay Roll 
Corps of the Canadian Army, 

Roy G. Blakey, professor of economics at the University of Minnesota, was elected 
vice president of the National Tax Association at its annual conference held at Cincinnati 
during October. 

Jay Blum of Kenyon College is serving as assistant professor of economics at Duke 
University this year. 

Francis M. Boddy, professor of economics at the University of Minnesota, has taken a 
position in the Lead, Tin and Zinc Section of the Office of Price Administration. 

T. H..Boggs of the department of economics, Stanford University, has been appointed 
acting executive head of the department. 

J. Russell Boner has resigned as instructor of economics at the University of Illinois 
to accept a position with the Bureau of Foreign and Domestic Commerce. 

A. T. Bonnell, assistant professor of economics at the University of North Carolina, has 
been granted a leave of absence to serve as economist with the State Department. 

R. M. Bourne, assistant professor of economics at the University of Wyoming, has been 
granted leave of absence to accept an appointment with the Office of Price Administration. 

P. F. Boyer has been appointed associate professor of business administration in the 
. College of Commerce of Louisiana State University. 

R. W. Bradbury of Louisiana State University has been granted leave of absence to 
serve with the State Department in Latin America for the duration of the war. 

Philip D, Bradley, instructor in economics at Harvard University, has been granted 
leave of absence for the first semester of 1942-43 to travel and do research in South 
America. Mrs. Bradley, formerly of the Simmons College economics staff, will accompany 
him and will also carry out a research project. 

Louis K. Brandt, formerly of the University of Wisconsin, is assistant professor of eco- 
nomics at the University of Texas. 

Royal J. Briggs has resigned as assistant professor of economics at South Dakota State 
College to report for active duty as a Lieutenant (j.g.) with the Naval Reserve, temporarily 
based at Treasure Island, California. 

Winfield S. Briggs, formerly head of the accounting department of Manhattan College, 
has been appointed assistant professor of accounting at Rhode Island State College. 

E. Cary Brown, formerly teaching fellow and tutor in economics at Harvard Univer- 
sity, is now with the Treasury Department at Washington. 

Emily C. Brown of the department of economics at Vassar College is on leave for the year 
1942-43 to serve as operating analyst for the National Labor Relations Board in Wash- 
ington. 

Gerald A. Brown of the University of North Carolina is with the Atlanta office of the 
National Labor Relations Board. 

William Adams Brown, Jr., professor of economics at Brown University, spent the 
summer collaborating with the economic and financial section of the League of Nations at 
the Institute for Advanced Study, Princeton. 

L. F. Brush has been appointed instructor in accounting in the College of Commerce, 
Louisiana State University. 

Arthur F. Burns, on leave from Rutgers University, is visiting professor in the depart- 
ment of economics at Columbia University. l 

John E. Candelet has resigned as head of the department of economics of Rhode Island 
State College and accepted a commission as a Lieutenant in the Navy. 

Eli W. Clemens has resigned his position at Southwestern Louisiana Institute to accept 
= a position as associate professor of economics and public utilities in the College of Business 
and Public Administration, University of Maryland. 
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R. H. Coats, formerly Dominion statistician, has been appointed a special lecturer for. 
the session 1942-43, in the department of political economy of the University of Toronto. 


J. Herschel Coffee is on leave from West Texas State Teachers College to pursue gradu- 
ate work on a part-time instructorship at the University of Texas. 

J. Allen Cook has resigned from the department of political economy at the University 
of Toronto to enter the American Army Air Corps. 


Arthur G. Coons, director of studies at the Claremont Colleges and now State Price 
Officer in Southern California with the Office of Price Administration, has been appointed 
dean and professor of economics at Occidental College. He will take up his duties in 
September 1943. 


Clyde J. Crobaugh has resigned as head of the department of economics at Bethany 
College and accepted the position of chairman of the department of marketing at Fenn 
College, Cleveland. 


Ernest Dale has recently been appointed instructor in economics at Yale University. 


Carroll R. Daugherty, chairman of the department of economics at Hunter College, has 
accepted the position of director of the Division of Research and Review of the National 
War Labor Board. 


Carl T. Devine, formerly of the University of Kansas City, has been appointed associ- 
ate in the School of Business Economics at the Johns Hopkins University. 


Dudley Dillard, recently with the Board of Investigation and Research, Washington, 
has resigned to accept a position as assistant professor of economics in the College of 
Business and Public Administration, University of Maryland. 


James C. Dockeray has resigned from the James Millikin University to become professor 
of business finance in the College of Business and Public Administration, University of 
Maryland. 


Peter Drucker has been appointed to the faculty of Bennington College, where he will 
teach courses in humanities and political economy. 


Allan B. Edwards has been appointed instructor in economics at the University of 
Virginia. 

Kurt Ehlers, formerly of the University of Indiana, is now assistant professor of eco- 
nomics at Clark University. 


Wilford J. Eiteman, assistant professor of economics at Duke University, has had his 
leave of absence extended for another year to enable him to accept the appointment of 
price executive at Juneau, Alaska, with the Office of Price Administration. 

Ralph C. Epstein, dean of the School of Business Administration at the University of 
Buffalo, has been granted a leave of absence to serve with the War Production Board in 
Washington. 

Frank Bowen Evans, instructor at the University of North Carolina, has been com- 
missioned as an Ensign in the Navy. 

Earle F. Ford has resigned as part-time instructor in accounting at Rhode Island State 
College. 

J. Fagg Foster, formerly an instructor in economics at the University of Texas, is 
assistant professor at Kenyon College. 

C. Edward Galbreath has resigned his position at the Office of Price Administration and 
been commissioned a Lieutenant (j.g.) in the Navy. 

David G. Geffner, instructor in business law at Rhode Island State College, has resigned 
to accept a position in the Adjutant General’s department of the Army. 

Ernest W. Gibson has been appointed assistant professor of business administration at 
Texas Christian University for 1942-43. 

Eli Ginzberg of the Columbia University School of Business is on leave of abserice 
while serving with the Services of Supply of the War Department. 
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Joseph Gordon, formerly with the Stockpile and Shipping Branch, War Production Board, 
has been principal economist at the Production Division, Office of Petroleum Coördinator for 
War, since May. 

Wendell C. Gordon, formerly an instructor in economics at the University of Texas, is 
now in the Army. 


Paul Gregory of the Department of Agriculture is serving as instructor in economics at 
Duke University this,year. 


Gertrud Greig is now an instructor in economics at Wellesley College. 


Albert Griffin has been promoted from assistant to associate professor of business ad- 
ministration at, Emory University. 

Wilbur H. Haass, formerly of the University of Wisconsin, has been appointed instructor 
in accounting and economics in the School of Business Administration, University of 
Tennessee. 


E. E. Hale has resigned as State Price Administrator for Texas to return to his position 
as professor of economics at the University of Texas. 

Charles A. Hales, professor of economics, has been made chairman of the Division of 
Social Studies at Colorado State College of Education. 


Bernard F. Haley of the department of economics, Stanford University, has taken 
leave of absence to serve as director of the Textile, Leather and Apparel Division of the 
Office of Price Administration in Washington, 


James K. Hall of the University of Washington is serving as State Price Officer for the 
state of Washington with the Office of Price Administration. 


Marjorie Linfield Handsaker is teaching economic statistics at Occidental College by 
special appointment. 


George E. Hargest of New York has joined the teaching staff of Clark University as 
assistant professor of business administration. 


Donald Harter has been made acting assistant professor of political science in the School 
of Business and Public Administration at the University of Missouri. 


Seymour E. Harris, associate professor at Harvard University, has been granted a leave 
of absence for 1942-43 to do full-time work in Washington as director of import-export 
price control, Office of Price Administration. 

L. T. Hawley of the University of North Carolina has been appointed State Price 
Executive with the Office of Price Administration in Alabama. 

‘Floyd B. Haworth, associate in economics at the University of TIIlinois, spent the 
summer with the Board of Investigation and Research, Washington. 

Harold E. Hardy has been made acting assistant professor of economics in the School 
of Business and Public Administration at the University of Missouri. 

K. F. Helleiner has been appointed a lecturer for the session 1942-43 in the department 
of political economy, University of Toronto. 

Leo Herbert has been appointed instructor in accounting in the College of Commerce, 
Louisiana State University. 

James R. Hibbs has resigned as instructor in economics at the University of Illinois to 
accept a position at Carleton College. 

Randall Hinshaw, formerly of Princeton University, has been appointed teaching fellow 
and tutor in economics at Harvard University for the year 1942-43. 

Walter E. Hoadley, Jr., is now serving as industrial economist with the Federal Reserve 
Bank of Chicago. r 

G. L. Hodge has been appointed assistant to the dean of the College of Commerce, 
Louisiana State University. 

John A. Hogan, formerly tutor and instructor at Harvard University, has been appointed 
an instructor in the department of economics and sociology at Tufts College for the 
year 1942-43. 
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Edgar M. Hoover, Jr., associate professor of economics at the University of Michigan, 
is now chief of the materials and eqtiipment requirements section, of the Facilities and 
Construction Program Branch, War Production Board, Washington. 


David L. Horowitz has received a continuance of his leave of absence from the position 
of Labor Relations Examiner, New York State Labor Relations Board, to accept an ap- 
pointment as lecturer on industrial relations at Harvard University, made jointly by the 
Graduate School of Public Administration and the Graduate School of Business Adminis- 
tration. 


S. H. Houston has been appointed instructor in economics in the College of Commerce, 
Louisiana State University. 


Keith W. Johnson, formerly an assistant economic analyst with the construction staff 
of the Bureau of Foreign and Domestic Commerce, is now an associate economic analyst 
with the Materials Branch, Statistics Division of the War Production Board, Washington. 


. Andrew M. Kamarck, formerly of the office of the Secretary of the Treasury Depart- 
ment, is now on active duty in the Army, at the Field Artillery School, Fort Sill. 


. Forrest E. Keller, associate professor of economics at West Virginia University, has 
been commissioned as a Lieutenant in the Naval Reserve. 


Arthur Kemp, formerly at New York University, is now an instructor in economics at 
Yale University. 


Clark Kerr of the University of Washington is now serving as assistant State Price Officer 
in the Seattle office of the Office of Price Administration. 


Vera Kilduff, formerly of Webber College, has been appointed instructor in economics at 
Vassar College for the year 1942-43. 


Asa S. Knowles has resigned as dean of the College of Business Administration at North- 
eastern University and accepted a similar appointment at Rhode Island State College, 
where he will be professor of industrial administration, director of industrial extension and 
dean of the School of Business Administration. 


Paul A. Kohler has been appointed instructor in accounting in the College of Com- 
merce, Louisiana State University. 


Alan C. Lanyon, formerly with the Statistics Division of the War Production Board, 
Washington, has been appointed instructor in economics and natural resources in the 
College of Business and Public Administration, University of Maryland. 


Svend Laursen, formerly instructor in economics at Harvard University, is in Washington 
at the Office of Strategic Services. 


Wassily Leontief, associate professor at Harvard University and now serving as chief 
of operational studies in the Post-war Division of the Bureau of Labor Statistics, has 
been elected to membership in the American Academy of Arts and Sciences. 


Robert Miller Lewis has been appointed teaching fellow and tutor in economics at 
Harvard University for the year 1942-43. 


Simon Litman, professor emeritus, has been recalled to give courses in economics at 
the University of Tinois for the first semester of 1942-43. 


H. A. Logan of the department of political economy at the University of Toronto has 
been promoted from associate professor to professor. 


Fritz Machlup, professor of economics at the University of Buffalo, has been freed from 
teaching duties for the year 1942-43 in order to devote his time to research under a grant- 
in-aid from the Rockefeller Foundation to the University of Buffalo. 


Edna Macmahon, formerly with the New York State Labor Department as director of 
research in the Division of Minimum Wage and Women in Industry, has been appointed 
assistant professor of economics at Vassar College for the year 1942-43. 


C. B. Macpherson has been granted a leave of absence from the department of political 7 
economy at the University of Toronto to lecture in the department of political economy 
at the University of New Brunswick. 
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John F. Markey, recently with the Institute of Applied Econometrics, New York City, 
has resigned to accept a position as associate professor of economics and marketing with 
the College of Business and Public Administration, University of Maryland. 

Yves R. Maroni has been appointed teaching fellow in economics at Harvard University 
for the year 1942-43. 

D. F. Martin, Jr., assistant professor of economics at the University of North Carolina, 
has been called to active service in the Army as a Lieutenant. 

James A. Maxwell of Clark University is at present connected with the Fuel Rationing 
Division of the Office of Price Administration in Washington. 

Kenneth M. McCaffree has been appointed instructor in economics at the University of 
Denver. 

Don H. McClelland has been appointed instructor in economics at Brown University. 


Mrs. Marian Meinkoth has been appointed part-time assistant in economics at the 
University of Illinois. 

Max Millikan, professor of economics and research associate at Yale University, has 
been on leave since July in order to take a position with the War Shipping Administration, 
Washington, D.C. 

Leon Milliken, instructor in economics at Rhode Island State College, has entered the 
Navy. 

Waldo F. Mitchell is on leave of absence from Indiana State Teachers College for the 
year 1942-43 to be visiting professor of economics at Indiana University, where he is 
teaching courses in money and banking. 

Theodosi A. Mogilnitsky has been promoted to associate professor at Loyola University, 
Chicago. 

R. H. Montgomery is on leave from the University of Texas to work with the Board 
of Economic Warfare. 

J. Theodore Morgan, formerly at Randolph-Macon Woman’s College, has been appointed 
instructor and tutor in economics at Harvard University for 1942-43. 

J. E. Morton of the department of economics at Knox College has been advanced to 
the rank of professor of statistics and economics. 

Robert Mossey, formerly professor of economics at the University of Grenoble,. has 
been appointed special research professor in the College of Economics and Business at the 
University of Washington. 

O. T. Mouzon has been granted a leave of absence from the University of North Caro- 
lina for the fall quarter to serve as a civilian expert with the Army Quartermaster Corps 
in Washington. 

John H. Myers has been promoted from instructor to assistant professor of economics 
in the School of Business Administration at the University of Buffalo. 

Otto Nathan, formerly of New York University, has been appointed professor of eco- 
nomics at Vassar College for the year 1942-43. 

E. G. Nelson of the department of economics, Stanford University, has taken leave of 
absence to serve in the Office of Price Administration in New York City. 

Edmund A. Nightingale is on leave from the University of Minnesota to serve as prin- 
cipal industrial specialist with the transportation committee of the War Production 
Board, Washington. 

Ruby Turner Norris, assistant professor of economics at Vassar College, is on leave 
for the year 1942-43, to serve as senior economist for the Office of Price Administration in 
Honolulu, 

Arden B. Olson, formerly head of the department of commerce at the Arizona State 

Teachers College, Flagstaff, has been appointed associate professor of economics at the 
University of Denver. 
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Lewis M. O’Quinn is on leave from Louisiana Polytechnic Institute to pursue graduate 
work on a part-time instructorship in economics at the University of Texas. 


Herbert H. Palmer, formerly of the College of Business Administration at Syracuse 
University, has recently been appointed assistant professor of economics and finance at 
Rhode Island State College. 


Andreas George Papandreou has been appointed teaching fellow in economics at Har- 
vard University for 1942-43. 


J. F. Parkinson resumes his duties as professor in the department of political economy . 
at the University of Toronto after a year’s leave of absence spent with the government at 
Ottawa. 


A. S. Patrick has been appointed assistant professor of secretarial training in the College 
of Business and Public Administration, University of Maryland. 


Gardner Patterson, formerly teaching fellow and tutor in economics at Harvard Univer- 
sity, is now with the Treasury Department at Washington. 


W. Nelson Peach, formerly of the department of economics at the University of Texas, 
is on the research staff of the Federal Reserve Bank of Dallas. 


Katherine Perring is now serving as housing economist with the Federal Housing Ad- 
ministration, 


M. Ogden Phillips of Washington and Lee University was visiting professor of eco- 
nomic geography during the summer session at Columbia University. 


A. W. Pierpont of the University of North Carolina is with the Office of Price Ad- 
ministration in Jacksonville. 


Roy A. Prewitt, associate professor of economics at Central Missouri State Teachers 
College, has been granted a leave of absence to accept a position with the Division of 
Tax Research of the Treasury Department, Washington. 


Leland D. Pritchard, formerly of Iowa State Teachers College, has been appointed assist- 
ant professor of finance in the School of Business, University of Kansas. 


Clifford Pruefer, formerly a products unit head in the Zinc, Lead and Tin Branch of 
the Office of Price Administration, Washington, has been commissioned as a Lieutenant 
(j.g.) in the Naval Reserve. 


Claude E. Puffer, associate professor of economics at the University of Buffalo, has 
been appointed acting dean of the School of Business Administration and acting chairman 
of the department of economics. 


J. Freeman Pyle, formerly dean of the Robert A. Johnston College of Business Ad- 
ministration and head of the department of economics at Marquette University, has been 
appointed dean of the College of Business and Public Administration of the University of 
Maryland. 


B. U. Ratchford is on leave from Duke University and is serving as State Price Executive 
for North Carolina in the Office of Price Administration. 


E. G. Rayson of Chicago has been appointed professor of accounting in the College of 
Business and Public Administration, University of Maryland. 


Nathan Reich has been appointed acting chairman of the department of economics of 
Hunter College. 


Lloyd G. Reynolds, associate professor of political economy at Johns Hopkins Uni- 
versity, is now chief economist with the Planning Division of the War Manpower Com- 
mission. 


Mrs. Winifred W. Riefler has been appointed part-time instructor in economics at 
New Jersey College for Women. 


John W. Riley, Jr., assistant professor of sociology, has been granted partial leave of 


absence from New Jersey College for Women to undertake research for the Office of War 
Information. o 
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J. Wilson Rogers has been appointed an instructor in industrial management at the 
University of Kansas School of Business. 


Brooks A. Sanderson has been appointed assistant professor of accounting at Rhode 
Island State College. 


Fred Hugo Sanderson has been appointed teaching fellow in economics at Harvard 
University for the first semester of 1942-43. 


George W. Sanford of Case School of Applied Science has been promoted to the rank 
of associate professor of economics, 


Arthur Schweitzer has been promoted to assistant professor of economics and sociology 
at the University of Wyoming. 


Alfred Seelye, instructor in marketing in the School of Business of the University of 
Kansas, has been given a leave of absence to serve as assistant head of the Commodities 
and Services Division of the Dallas regional office of the Office of Price Administration. 


Edward S. Shaw of the department of economics, Stanford University, has taken leave 
of absence to serve in the Office of Price Administration, Washington. 


Edward C. Simmons, assistant professor of economics at the University of Michigan, has 
taken a position in the Office of Alien Property Custodian, Washington. 


Carel Jan Smit has been appointed as visiting lecturer on economics and tutor at Harvard 
University for the year 1942-43. 


Harlan Smith of the University of Chicago, has been appointed teaching fellow and 
tutor in economics at Harvard University for the year 1942-43. 


R. Elberton Smith has left the War Production Board and has been commissioned a 
Lieutenant (j.g.) in the Naval Reserve, on duty at the Office of Procurement and Ma- 
terial, Navy Department, Washington. 


Victor E. Smith, formerly at Northwestern University, is now assistant professor of 
economics at Yale University. 


Harold M. Somers has been appointed assistant professor of economics at the Univer- 
sity of Buffalo. 


E. D. W. Spingarn, formerly instructor of economics at Trinity College, Hartford, is 
now a Lieutenant in the Army, stationed in India. 


C. P. Spruill, professor ‘of economics at the University of North Carolina, has been 
given a leave of absence to serve as a Major in the Army Quartermaster Corps. 


R. L. Stallings, Jr., instructor in accounting at the University of North Carolina, has 
been commissioned in the Navy Supply Corps. 


George W. Stocking has resigned his position as director of the Fuels Division of the 
Office of Price Administration to resume his position as professor of economics at the 
University of Texas. 

John A. Stovel has been appointed teaching fellow in economics at Harvard University 
for the year 1942-43. 

Maxine Y. Sweezy, assistant professor of economics at Vassar College, is on leave for 
the year 1942-43 to serve as senior economist for the Office of Price Administration in 
Washington. 

W. Lou Tandy has resigned as professor of economics at Eureka College and has 
accepted a position as assistant professor of economics at the University of Toledo. 

Albion C. Taylor, dean of the Marshall-Wythe School of Government and Citizen- 
ship of the College of William and Mary, has been granted a leave of absence while 
acting aS principal employment analyst for the War Manpower Commission, Washington, 
D.C. 

Ralph B. Thompson has been appointed instructor in business administration in the 

«College of Commerce of Louisiana State University. 


" 
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Robert Triffin, formerly instructor and tutor in economics at Harvard University, is 
now with the Federal Reserve Board in Washington. 


Randall W. Tucker, instructor in accounting at Rhode Island State College, has resigned 
and is now a lieutenant in the Navy. 


Andrew Tully has been appointed instructor in economics at Vassar College for the 
year 1942-43. 


Arthur R. Upgren, professor of economics at the University of Minnesota, has been 
appointed vice president of the Federal Reserve Bank in Minneapolis, where he will 
direct research projects. 


Willard B. Van Houten, instructor in economics at Vale University, is on leave of 
absence while serving with the War Shipping Administration, Washington, D.C. 


Ralph M. VanMetre, recently at Butler University, has been appointed instructor in 


economics and transportation in the College of Business and Public Administration, Uni- 
versity of Maryland. 


Jacob Viner, professor of economics at the University of Chicago, is visiting professor 
of economics at Yale University, where he is teaching international economics and doing 
research work at the Institute of International Studies. 

J. M. Waller, instructor in business law at the University of North Carolina, has entered 
military service, 

W. Allen Wallis of the department of economics, Stanford University, has taken leave 
of absence to engage in war research in New York City. 

Miriam E. West, assistant professor of economics, has been granted a continuation of . 
her leave of absence from New Jersey College for Women in order to serve as a director 
of statistical investigation for the War Production Board. 


Bayard O. Wheeler has been appointed acting associate professor of economics and 
business at the University of Washington. 


A. C. Whitaker of the department of economics, Stanford University, iid retired and 
become professor of economics, emeritus. 


Irvin Youngberg has been appointed an instructor in economics at the School of Busi- 
ness, University of Kansas. 


Hans Zeisel, formerly statistical investigator for Market Research Company of 
America, has been appointed instructor in economics at New Jersey College for Women. 


